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KEY POINTS 

GENERAL 

 APPEA welcomes the opportunity to provide comment on the Government’s Energy White 
Paper (EWP) Issues Paper.   

 The EWP development process provides the opportunity to develop a policy framework to 
guide and facilitate the long-term development of Australia’s energy industry.  The EWP should 
therefore have a long-term focus with policy measures supporting the operation and 
enhancement of competitive markets. 

DEVELOPING AN EFFECTIVE MARKET-BASED ENERGY POLICY FRAMEWORK FOR AUSTRALIA 

 APPEA supports the need for market-based energy policy.  In all sectors of the economy – not 
just oil and gas — maintaining access to open and competitive markets is in Australia’s best 
interest.  

 The EWP should in particular focus on efficient and competitive markets, increases in new 
energy sources to ease demand/supply constraints, regulatory reform and the need for 
removal of unnecessary barriers to continued investment in exploration and production. 

 Australia’s upstream oil and gas industry is delivering substantial, economy-wide benefits in 
terms of investment, jobs, and regional development.  For these benefits to be sustained, 
governments must resist calls for policy interventions that force non-commercial outcomes. 

 As one of Australia’s highest value-adding industries, Australia’s oil and gas industry should be a 
key part in any government policy measures aimed at developing high value-added products 
and services whether for domestic or export markets. 

INTERNATIONAL COMPETITIVENESS: THE MAJOR CHALLENGE 

 The major challenge to the industry’s continued growth is maintaining Australia’s international 
competitiveness in the face of growing global competition.  A high-cost local environment and 
the emergence of new LNG competitors in East Africa, North America and elsewhere will make 
it much harder to win market share and attract investment. 

 The industry and governments, including through the EWP, must do everything possible to 
ensure projects under construction commence production in a timely manner and new projects 
continue to be developed. 

THE AUSTRALIAN UPSTREAM OIL AND GAS INDUSTRY 

 Reliable, secure and competitively priced energy is crucial to our everyday lives in Australia.  Oil 
and gas plays a key role in meeting many of our energy needs. 

 The Australian oil and gas industry is today building almost $200 billion worth of projects – and 
has the potential to build another $180 billion worth.  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 more than enough gas to service both domestic and 
export markets for decades.  Our abundant natural gas resources place Australia in an enviable 
position to maintain long-term, cleaner energy security domestically and internationally.   

 Natural gas makes it possible for Australia to meet its own and the region’s growing energy 
needs, particularly cleaner energy needs, over the coming decades. 

 The policy framework developed through the EWP must ensure that Australia’s explorers and 
producers are not disadvantaged against producers of other energy sources – in Australia or 
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overseas.  It is also important that the policy framework attracts increased exploration in the 
many yet-to-be explored or under-explored areas of Australia. 

THE SECURITY OF ENERGY SUPPLIES 

 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 means by which Australia can secure its important liquids requirements, 
therefore, is through ongoing and open access to international markets. 

 APPEA does not support the development of fuel reserves to meet energy security 
arrangements.  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; a tax and regulatory framework that is stable and consistent; minimising 
complexity of regulatory processes; promoting global participation both with respect to 
sourcing or exporting energy and allowing trade in technology; and an attractive environment 
for exploration in Australia. 

 A number of studies have concluded that Australia has the potential to be a world leader in 
natural gas from onshore sources due to the size of its potential resources and relatively stable 
political regime. 

 It will be vital that the Government’s response to the Eastern Australian Domestic Gas Market 
Study and its development of the Eastern Australian Gas Supply Strategy to 2020 and the EWP 
continue to reject calls for inefficient, inappropriate and ineffective regulatory interventions 
and focus instead on market-based energy policies. 

 The Government should focus on the need to:  
o Remove regulatory and other barriers to allow more gas to flow into the gas market. 
o Draw a final line under the possibility of a domestic gas reservation policy and/or 

introduction of a so called ‘national interest’ test, by definitively ruling out such a policy 
approach. 

REGULATORY REFORM AND ROLE OF GOVERNMENT 

 The COAG energy market reform agenda has been broadly successful in driving a series of 
energy market reforms, including in the ongoing development of the Australian gas market.  
With the recent announcement by COAG that a new Standing Council on Energy would be 
formed, this provides an important opportunity for COAG to review, in consultation with 
stakeholders, the priorities of the new Standing Council.  A priority area for the onshore gas 
industry is the National Harmonised Framework for Coal Seam Gas and the development of the 
Multiple Land Use Framework. 

 Possible measures to promote greater price transparency in gas markets were considered in 
APPEA’s submission to the Department’s Eastern Australian Domestic Gas Market Study.   

 The range of gas supply agreements that have been struck since the November 2012 EWP and 
projects that have commenced production and supply to the domestic market suggests that 
there is sufficient information available to allow supply contracts to be concluded between 
willing buyers and sellers and for a range of other commercial arrangements to take place. 

 Nevertheless, APPEA recognises the importance of ensuring a competitive and well informed 
Australian gas market continues to develop and also acknowledges the importance that 
bilateral contracts have played in underpinning market development across Australia. 
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GROWTH AND INVESTMENT 

 The impact of taxation is important to the EWP’s analysis of measures that would support 
investment and growth in the energy and resources sectors.  The fiscal framework is a critical 
determinant of investment decisions in the oil and gas industry. 

 The oil and gas industry in Australia faces an array of taxes, charges and fees in relation to 
petroleum activities.  Fiscal imposts include resource taxes (including the petroleum resource 
rent tax, petroleum royalties and production excise), company income tax and a wide variety 
of other taxes, fees and charges.  Tax systems and settings that are not administratively 
efficient and internationally competitive can have a significant impact on project economics 
and investment decisions. 

 There is an opportunity through the EWP to drive a number of significant reforms to this fiscal 
framework:  

o Critical income tax issues – maintaining the immediate deductibility of exploration for 
income tax purposes; committing to retain the existing statutory effective life caps for 
oil and gas assets and considering shorter write-off periods to match the terms that 
apply in competitor nations and critical resource taxation issues. 

o The new PRRT arrangements for onshore operations are imposing a significant 
additional layer of administrative complexity and uncertainty on companies, as well as 
potentially complicating future investment decisions. APPEA proposes that the 
Government introduce a tax free threshold on a barrel of oil equivalent basis for new 
onshore petroleum projects and consults on the practical application of such a 
measure. 

o 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. 
APPEA proposes that the Government remove the operation of the crude oil and 
condensate production excise regime from all onshore areas in recognition of the 
ongoing reporting and compliance burdens involved in administering a tax that is 
unlikely to be payable on current onshore discoveries. After all, the Commonwealth 
already applies PRRT to all onshore petroleum production. 

TRADE AND INTERNATIONAL RELATIONS 

 Australia’s export of value-added natural gas has been a key source of growth and strength in 
the Australia economy in recent years and continued growth will make an ongoing and positive 
contribution to the Australian economy in general and the communities within which the 
industry operates. 

 Australia’s engagement in international forums is a key way in which the Australian 
Government can support Australia’s efforts to maximise export opportunities and attract 
foreign investment into Australian industry.  The conclusion of the range of Free Trade 
Agreements currently under negotiation should be a key short-term priority for the 
Government. 

WORKFORCE PRODUCTIVITY 

 Improving productivity and accessing the skilled workforce needed to complete construction 
and operate the oil and gas projects that are under construction are priorities for the sector.  
With major LNG projects due for completion in the next few years, demand for the skilled and 
experienced labour to operate these facilities is growing. 

 This rapid growth will impact the sector’s ability to source skilled workers, as will international 
competition for experienced and skilled operations technicians.  Industry has also identified a 
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shortage of suitably experienced supervisors.  This may have a very real impact on productivity, 
due to the skills dilution linked to rapid expansion in the sector and earlier promotion that 
under normal circumstances. 

 The rapid shift from construction to production will increase demand for specialist operators 
including roles that require particular experience.  It will be challenging to source sufficient 
domestic workers with the necessary experience in the short- to medium-term.  Streamlined 
and efficient access to skilled overseas workers, including through 457 visas, is essential if the 
oil and gas industry is to optimise its value to the economy and create ongoing, permanent jobs 
during the operational phase of resource projects. 

 The Fair Work Act 2009 is in need of reform to allow for: 
o Alternative agreement options, particularly for greenfields agreements, which currently 

operate to drive increases in wages and conditions to unsustainable levels.  
o A reduction in the subject matter that can be bargained by relevant employee 

organisations for inclusion in Agreements. The expanded scope in the Act has 
hampered efforts to improve productivity (for example, restrictions on use of 
contractors) and runs counter to the productivity objective referred to in the Object of 
the Act (at section 3(a)). 

o Right of entry provisions that allow unions right of entry to a site, regardless of whether 
they have members on that site.  

o Reform of provisions that enable access to protected industrial action 

DRIVING ENERGY PRODUCTIVITY 

 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 
performance. 

 The proposed introduction of the Emissions Reduction Fund (ERF) as Australia’s national 
greenhouse policy response means that the reason for most existing energy efficiency 
programmes, such as the Energy Efficiency Opportunities Assessment (EEO), is redundant. 

 The ERF will provide an incentive to identify, evaluate and, where cost effective, act on any 
energy efficiency opportunities.  For energy producing companies, particularly those operating 
in the upstream oil and gas industry, EEO is additional, and not complementary, to a 
mechanism like the ERF.  The EEO programme should be permanently discontinued and the 
Energy Efficiency Opportunities Act 2006 should be repealed. 

ALTERNATIVE AND EMERGING ENERGY SOURCES AND TECHNOLOGY 

 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.  There are significant benefits to Australia and 
internationally from the greater use of gas as a lower greenhouse gas emitting energy source. 

 While the legislated Renewable Energy Target (RET) encourages the uptake of renewable 
energy and thus contributes to lowering emissions, it does so in a way that distorts the energy 
market and causes adverse economic outcomes and increased energy prices.  In particular, the 
RET drives adverse and inefficient outcomes for gas-fired electricity and the operation of the 
Australian gas market. 

 The inefficiencies introduced by the RET represent a direct regulatory disincentive to further 
domestic gas supply development across Australia.  The RET is an economically inefficient 
policy that should be discontinued. 
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INTRODUCTION 

Since 1959, the Australian Petroleum Production & Exploration Association (APPEA) has been the 
peak national body representing the upstream oil and gas exploration and production industry.  
APPEA has more than 85 member companies that explore for and produce Australia’s oil and gas.  
In addition, APPEA’s more than 220 associate member companies provide a wide range of goods 
and services to industry.  Further information about APPEA can be found on our website, at 
www.appea.com.au. 

APPEA welcomes the opportunity to provide comment on the Government’s Energy White Paper 
(EWP) Issues Paper, released on 20 December 2013 by the Minister for Industry, the Hon Ian 
Macfarlane MP.  APPEA looks forward to further consultation as the EWP Green Paper 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. 

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. 

APPEA has, in recent months, provided submissions to a number of inquiries and reviews that are 
relevant to areas discussed in the Issues Paper.  These include submissions to the: 

 Emissions Reduction Fund Terms of Reference1, 

 Eastern Australian Domestic Gas Market Study2, 

 Pre-Budget submission to the 2014-15 Budget3, 

 Productivity Commission Commissioned Study into Major Project Development Assessment 
Processes4, 

 Productivity Commission Commissioned Study in Geographic Labour Mobility5, 

 The National Commission of Audit6. 

A copy of each of these submissions has been included with our submission on the Issues Paper.  
APPEA will shortly be lodging submissions to the Emissions Reduction Fund Green Paper7 and the 

                                                                 

1 See www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/terms-reference for further 
information. 
2 See www.industry.gov.au/Energy/EnergyMarkets/Pages/GasMarketDevelopment.aspx and at www.appea.com.au/submissions-and-
reports-2014 for further information. 
3 See jbh.ministers.treasury.gov.au/media-release/036-2013 for further information. 
4 See www.pc.gov.au/projects/study/major-projects/submissions for further information. 
5 See www.pc.gov.au/projects/study/labour-mobility/submissions for further information. 
6 See www.ncoa.gov.au/index.html for further information. 
7 See www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/green-paper for further information. 

http://www.appea.com.au/
http://www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/terms-reference
http://www.industry.gov.au/Energy/EnergyMarkets/Pages/GasMarketDevelopment.aspx
http://www.appea.com.au/submissions-and-reports-2014
http://www.appea.com.au/submissions-and-reports-2014
http://jbh.ministers.treasury.gov.au/media-release/036-2013
http://www.pc.gov.au/projects/study/major-projects/submissions
http://www.pc.gov.au/projects/study/labour-mobility/submissions
http://www.ncoa.gov.au/index.html
http://www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/green-paper
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Joint Select Committee on Northern Australia8.  Copies of these submissions will be provided to the 
EWP Secretariat when they are available. 

DEVELOPING AN EFFECTIVE MARKET-BASED ENERGY POLICY FRAMEWORK FOR 
AUSTRALIA 

The Issues Paper on page i sets out the objectives and scope of the EWP as: 

Energy policy needs to underpin the day-to-day reliability, longer term security and the cost 
of energy in an efficient and competitive market.  The Energy White Paper will consider the 
supply and use of Australia’s energy resources to deliver security of supply, increases in new 
energy sources to ease demand/supply constraints, regulatory reform to put downward 
pressure on prices, and improved energy productivity …  

Energy policy should remove unnecessary barriers to continued investment in exploration, 
production, distribution and end use systems to meet demand and support Australia’s 
economic growth.  The Government is exploring measures to support investment and 
growth in the energy and resources sectors, including: 
 

 regulatory reform; 

 workforce productivity; 

 the development of both traditional and new energy sources; and 

 maximising export opportunities for energy commodities, products, technologies 
and services. 

APPEA is generally supportive of this approach and in particular a focus on efficient and competitive 
markets, increases in new energy sources to ease demand/supply constraints and regulatory 
reform.  APPEA also supports a focus on the need to remove unnecessary barriers to continued 
investment in exploration and production and measures to support investment and growth in the 
sector. 

THE NEED FOR A MARKET-BASED ENERGY POLICY  

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 investment in energy supply 
and energy-intensive industrial processing and linkages with national and global energy markets. 

APPEA supports the need for market-based energy policy.  In all sectors of the economy – not just 
oil and gas — maintaining access to open and competitive markets is in Australia’s best interest. 

Australia’s upstream oil and gas industry is delivering substantial, economy-wide benefits in terms 
of investment, jobs, and regional development.  For this benefit to be sustained, governments must 

                                                                 

8 See www.aph.gov.au/Parliamentary_Business/Committees/House_of_Representatives_Committees?url=jscna/index.htm for further 
information. 

http://www.aph.gov.au/Parliamentary_Business/Committees/House_of_Representatives_Committees?url=jscna/index.htm
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resist calls for policy interventions that force non-commercial outcomes or are not guided by a 
focus on correcting genuine and identified market failure. 

Australia’s oil and gas industry is a source of comparative advantage that should be harnessed, not 
hindered.  Just as Australia’s long-term national interest is served by maintaining access to open 
and competitive markets for wine, coal, wheat, and iron ore, the same is true for oil and gas. 

THE IMPORTANCE OF RIGOROUSLY APPLYING A MARKET FAILURE TEST  

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 
failure9.  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. 

 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. 

                                                                 

9 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. 
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VALUE ADDING – A CLOSER LOOK IS REQUIRED  

Recent years 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 processing10.  Value adding is 
often seen as a way of: 

 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 

 

                                                                 

10 See, for example, www.manmonthly.com.au/features/plastics-and-chemicals-industry-fix-australia-s-ex for recent comments by 
Plastics and Chemicals Industry Association (PACIA) asserting (on the basis of discredited analysis prepared by the National Institute of 
Economic and Industry Research) that “… for each dollar gained by exporting LNG, $21 in value-add locally was lost.” 

http://www.manmonthly.com.au/features/plastics-and-chemicals-industry-fix-australia-s-ex
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Recent analysis by Deloitte Access Economics (DAE)11 considered the value-adding provided to the 
Australian economy by a range of industries and found: 

The gas sector in particular has a high value added component, with the most recent ABS 
Input Output table suggesting a value add ratio of 0.80 for the oil and gas sector, compared 
to an average of 0.28 across the manufacturing sector as a whole (with the ratio in some 
parts of the sector as low as 0.13).  Notably, 0.80 is the highest value added ratio observed 
in the Australian economy, and 0.13 is the lowest of the value added ratios. 

The EWP itself also acknowledges the value-adding benefits of the oil and gas industry on page 23 
Issues Paper that “… Australia is value-adding to its gas resources by conversion to LNG for export …  

This means that, as one of Australia’s highest value-adding industries, any focus on further 
developing the export of value-added energy products and services, should have Australia’s oil and 
gas industry as a key point of focus. 

The DAE analysis also found that in the debate regarding the economic merits of policy 
interventions (such as domestic gas reservation or a so-called ‘national interest’ test considered 
below) arguments have been put based on input-output multiplier analysis.   

These arguments assert that the value of a unit of gas when used domestically is greater than its 
market price.  It is argued that, since gas is an input into other goods and that these goods will not 
be produced if that unit is not used domestically, the cost of exporting the unit is the whole of the 
loss of production that would otherwise have been produced domestically. 

The approach taken is to track the use of gas in the economy and measure the amount of output a 
unit of gas, when combined with other inputs, contributes to production.  The argument is then 
that the whole of this final output, with a market value some multiple of the gas used in its 
production, is lost to the economy if the gas is not used for that purpose. 

That a unit of gas has less value than the final output it contributes to producing is self-evident.  
However, it does not follow that the value of this output would be lost if the gas is not directed 
towards its production.  Such an assertion would only be true if the other inputs used in production 
of the final good sat idle were they not used in this way and this is unrealistic in an economy with 
near-full employment.  Instead, these resources have an opportunity cost when used in the 
production of one good, in that they could have instead been used in production elsewhere in the 
economy. 

For this reason, analyses based on input-output tables and multipliers are most appropriate when 
measuring the way in which a policy flows through an economy, allowing policy analysts to identify 
which industries will be affected.  However, the question to be answered is not how production will 
change when a unit of gas is exported rather than sold domestically, but instead which approach 
generates more wealth for the economy.  An approach based on multipliers is not suited to answer 
such a question and is typically not the appropriate approach to use in policy evaluation. 

                                                                 

11 Deloitte Access Economics (2013), The economic impacts of a domestic gas reservation, 2 October, page 24 (available at 
www.appea.com.au/wp-content/uploads/2013/10/DAE-Economic-impacts-of-gas-reservation-2.pdf). 

http://www.appea.com.au/wp-content/uploads/2013/10/DAE-Economic-impacts-of-gas-reservation-2.pdf
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This is recognised formally in the Australian Government’s Handbook of Cost-Benefit Analysis12 
which states: 

Inclusion of a multiplier effect from income and spending generated by a project is justified 
only when (a) the affected resources would otherwise have been unemployed and (b) the 
activities displaced by the project would not also have made use of the idle resources. 

By failing to account for the productive use to which the remaining inputs into final production 
would have otherwise been put, a multiplier analysis fails to give an accurate representation of the 
value of directing gas for domestic use.  If, as has been claimed13, one dollar’s worth of export could 
be used to generate 21 dollars’ worth of output if used domestically, it begs the question why the 
supply chain was not willing to pay more for that unit of gas than it was. 

The implication is that, in the absence of significant market failures or unemployed resources, the 
value of a good to the economy is simply the price at which it trades. 

Requiring producers to sell to domestic users at a price below the world market level on the 
grounds that its value is not fully reflected by the market price, is based on a false premise.   

Indeed, if we take the multiplier argument seriously, the government would be called on to 
estimate multipliers for each market in the economy and redirect resources to those markets with 
the largest multipliers, instead of relying on free market prices to achieve an efficient allocation.   

Such central planning is not supported by any economic principles and would come at a large cost 
to the Australian economy.  The EWP should reject calls for intervention based on analysis of this 
kind. 

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 basis of how potential investors consider domestic policies and the social 
environment contribute to prospective profitability. 

A vigorous and continuous programme of policy reform is the key to encouraging efficient project 
development (and, potentially, value adding) in Australia.   

                                                                 

12 See www.finance.gov.au/publications/finance-circulars/2006/docs/Handbook_of_CB_analysis.pdf for further information. 
13 See, for example, National Institute of Economic and Industry Research (2012), Large scale export of East Coast Australia natural gas – 
Unintended consequences (www.pacia.org.au/reports/large_scale_export_of_east_coast_australia_natural_gas_-
_unintended_consequences#sthash.jeD4W3Mt.dpuf).  

http://www.finance.gov.au/publications/finance-circulars/2006/docs/Handbook_of_CB_analysis.pdf
http://www.pacia.org.au/reports/large_scale_export_of_east_coast_australia_natural_gas_-_unintended_consequences#sthash.jeD4W3Mt.dpuf
http://www.pacia.org.au/reports/large_scale_export_of_east_coast_australia_natural_gas_-_unintended_consequences#sthash.jeD4W3Mt.dpuf


 

 

Page | 12  

 

INTERNATIONAL COMPETITIVENESS: THE MAJOR CHALLENGE  

The major challenge to the industry’s continued growth is maintaining Australia’s international 
competitiveness in the face of growing global competition.  A high-cost local environment and the 
emergence of new LNG competitors in East Africa, North America and elsewhere will make it much 
harder to win market share and attract investment. 

The industry and governments, including through the EWP, must do everything possible to ensure 
projects under construction commence production in a timely manner and new projects continue 
to be developed. 

Some impacts on current and future investment, such as the high Australian dollar, are beyond the 
ability of industry to influence.  However, other key challenges must be addressed. In particular, the 
industry and its suppliers need to work harder at constraining cost growth and to meeting skilled 
labour requirements. Industry is investing in technology and reducing costs. 

Australia’s perception as a welcoming destination for investment has recently declined, including 
for petroleum investment.  The World Economic Forum (WEF), in its annual global competitiveness 
report, has just ranked Australia outside the top 20 countries for the first time14.  More recently, 
the well-respected Fraser Institute Global Petroleum Survey had mixed assessments for Northern 
Australian jurisdictions for their investment attractiveness15. 

In an environment of significant global competition for capital, Australian LNG projects are at a cost 
competitive disadvantage.   

Figure 2. Global comparison of LNG plant capital expenditure costs 

 

Source: Santos (2013). 

                                                                 

14 World Economic Forum (2013), The Global Competitiveness Report 2013-2014 (available at www.weforum.org/reports/global-
competitiveness-report-2013-2014).  
15 Fraser Institute (2013), Global Petroleum Survey, 2013, page 17 (available at 
www.fraserinstitute.org/publicationdisplay.aspx?id=20589&terms=Global+Petroleum+Survey).  

http://www.weforum.org/reports/global-competitiveness-report-2013-2014
http://www.weforum.org/reports/global-competitiveness-report-2013-2014
http://www.fraserinstitute.org/publicationdisplay.aspx?id=20589&terms=Global+Petroleum+Survey
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Cost challenges are not unique to the oil and gas industry; many Australian industries are facing 
global competitive challenges, most notably in specific sectors of the Australian manufacturing 
industry. 

In addition to cost challenges, the increased regulatory burden facing Australian business is 
hampering our ability to quickly react to changing global conditions and remain competitive.  
Australian business, across the board, cites labour regulations and bureaucratic red tape as being, 
respectively, the first and second most challenging factors for doing business here, as highlighted in 
Figure 3. 

Figure 3. The most problematic factors for doing business in Australia, 2013 

 

Source: World Economic Forum (2013). 

The main area of concern identified by Australian business in the recent WEF report is the rigidity of 
our labour market (54th), where the situation continues to deteriorate further.  Australia ranks 137th 
out of 148 countries for the rigidity of hiring and firing practices and 135th for the rigidity of wage 
setting.  These issues are considered further below.  Australia is ranked 128th for the burden of 
government regulation compared to 96th last year and 60th the year before. 

Commitments to new resource developments in Australia have slowed markedly over the last year.  
As the International Energy Agency (IEA) recently noted, the prospects for another round of major 
Australian projects will depend heavily on how costs evolve, on the deployment of new 
technologies, such as floating LNG (FLNG) and hydraulic fracturing, and on competition from other 
regions, notably North America and East Africa16. 

If not addressed, these cost and productivity challenges threaten to hold back plans for additional 
export projects. 

                                                                 

16 International Energy Agency (2013), World Energy Outlook 2013, page 99 (available at www.iea.org/w/bookshop/b.aspx?new=10).  

http://www.iea.org/w/bookshop/b.aspx?new=10
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THE AUSTRALIAN UPSTREAM OIL AND GAS INDUSTRY  

The Issues Paper should be seen within the context of the current state and potential future 
contribution of the upstream oil and gas industry to the Australian economy and to the welfare of 
all Australians. 

Reliable, secure and competitively priced energy is crucial to our everyday lives in Australia.  Within 
this framework, oil and gas plays a key role in meeting many of our energy needs. 

AN OVERVIEW OF THE AUSTRALIAN UPSTREAM OIL AND GAS INDUSTRY  

Australia’s recent prosperity has largely resulted from Australia’s ability to attract investment. 

The Australian oil and gas industry is today building almost $200 billion worth of projects – and it, 
as will be considered below, has the potential to build another $180 billion worth.  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. 

A 2012 DAE report, Advancing Australia: Harnessing our Comparative Energy Advantage17, shows 
that: 

 More than a third of current business investment in Australia is in the liquefied natural gas 
(LNG) sector. 

 Over the investment phase, it is estimated that the industry will create about 103,000 (full-time 
equivalent) jobs across the Australian economy. 

 Companies all over Australia are supply goods and services to the oil and gas industry, and the 
use of fly-in, fly-out staffing is spreading the benefits of the industry across Australia. 

 The oil and gas industry’s production profile directly and indirectly represents around 2 per 
cent of current GDP, with value added of about $28.3 billion in 2010-11. 

 The sector’s economic contribution to the national economy will more than double to 
$65 billion in 2020. 

In the case of natural gas, Australia has vast gas resources.  Geoscience Australia18 and the 
Australian Council of Learned Academies19 recently estimating that Australia’s total gas resources 
are 819 trillion cubic feet (tcf) or 900,540 petajoules (PJ).  By way of comparison, Australia’s 
production of natural gas in 2011-12 (including exports) was around 2 tcf or 2,200PJ, meaning 
Australia has more than enough gas to service both domestic and export markets for decades. 

                                                                 

17 Available at www.deloitte.com/assets/Dcom-
Australia/Local%20Assets/Documents/Services/Corporate%20Finance/Access%20Economics/Deloitte_Access_Economics_Advancing_Au
stralia_June_2012.pdf.  
18 Geoscience Australia (2012), Australian Gas Resource Assessment 2012, 14 May (available at 
www.ga.gov.au/products/servlet/controller?event=GEOCAT_DETAILS&catno=74032).  
19 Australian Council of Learned Academies (2013), Engineering energy: unconventional gas production, 4 June (available at 
www.acola.org.au/index.php/projects/securing-australia-s-future/project-6).  

http://www.deloitte.com/assets/Dcom-Australia/Local%20Assets/Documents/Services/Corporate%20Finance/Access%20Economics/Deloitte_Access_Economics_Advancing_Australia_June_2012.pdf
http://www.deloitte.com/assets/Dcom-Australia/Local%20Assets/Documents/Services/Corporate%20Finance/Access%20Economics/Deloitte_Access_Economics_Advancing_Australia_June_2012.pdf
http://www.deloitte.com/assets/Dcom-Australia/Local%20Assets/Documents/Services/Corporate%20Finance/Access%20Economics/Deloitte_Access_Economics_Advancing_Australia_June_2012.pdf
http://www.ga.gov.au/products/servlet/controller?event=GEOCAT_DETAILS&catno=74032
http://www.acola.org.au/index.php/projects/securing-australia-s-future/project-6
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Our abundant natural gas resources, in particular, place Australia in an enviable position to 
maintain long-term, cleaner energy security domestically and internationally.  Natural gas makes it 
possible for Australia to meet its own and the region’s growing energy needs, particularly cleaner 
energy needs, over the coming decades. 

Australia’s resources of liquids are more modest20, with Australia’s identified oil resources were 
estimated at 30,794 PJ made up of 16,170 PJ (2,750 million barrels or mmbbls) of condensate, 
8,414 PJ (1,431 mmbbls) of crude oil and 6,210 PJ (1,475 mmbbls) 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. 

 The payment of significant amounts of government tax revenues.  

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. 

These benefits cannot be taken for granted.  Australia’s attractiveness as a place to invest is under 
enormous pressure and its reputation as a place where investors can safely make long-term 
decisions is being eroded.  Unless industry and government can work together to rectify these 
problems, the next generation of Australian LNG projects may never be built.  This would 
undermine national prosperity. 

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 that attract increased exploration in 
the many yet-to-be explored or under-explored areas of Australia are also important. 

NATURAL GAS  

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 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. 

Gas is a reliable, cleaner-burning fuel.  It is flexible and plentiful and underpins growing domestic 
and export production sectors. 

                                                                 

20 Geoscience Australia and ABARE (2010), Australian Energy Resource Assessment, page 101 (available at 
www.ga.gov.au/servlet/BigObjFileManager?bigobjid=GA17412). 

http://www.ga.gov.au/servlet/BigObjFileManager?bigobjid=GA17412
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Natural gas is also known as methane.  It is found in several different types of rocks, including 
sandstone, coal seams and shales. 

Natural gas is found in permeable sandstone reservoirs (from where it has been produced for over 
forty years) coal seams and shales (types of reservoirs that have only recently become 
commercially viable). 

Natural gas from coal seams in coal deposits and Australia is now a world leader in the natural gas 
from coal seams technology and production.  Queensland’s Surat and Bowen basins are world-class 
onshore gas provinces, while regions in New South Wales also show great geological promise.  
Natural gas from coal seams is becoming increasingly important in parts of Australia; it now 
contributes more than 90 per cent of Queensland’s domestic gas supply.   

Natural gas from shale is found in shale deposits.  Regions of Western Australia, South Australia and 
the Northern Territory may hold enormous quantities of natural gas from shales.  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 natural gas from shales and tight 
gas and these sectors are still emerging in Australia, with the first commercial natural gas 
production from a shale gas well, the Moomba-191 well, commencing in October 201221. 

Figure 4. Australian natural gas production (billions of cubic feet (bcf)) 

 

Source: APPEA (2013). 

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. 

                                                                 

21 See www.santos.com/Archive/NewsDetail.aspx?p=121&id=1347 for further information. 

http://www.santos.com/Archive/NewsDetail.aspx?p=121&id=1347
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The emergence of onshore gas 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. 

Australia currently has three operating LNG projects: 

 The North West Shelf Project22 (located at Karratha in north-west Western Australia), 

 The Darwin LNG facility23 (located at Darwin), and 

 The Pluto LNG24 (also located in north-west Western Australia). 

In addition, there are seven further projects under construction or committed: 

 The Gorgon Project25, 

 Queensland Curtis LNG26, 

 Gladstone LNG27, 

 Prelude Floating LNG28, 

 Australia-Pacific LNG29, 

 The Ichthys Project30, and 

 The Wheatstone Project31. 

Figure 5 shows the location of the seven LNG projects under construction (and the three 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 $200 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. 
  

                                                                 

22 See www.woodside.com.au/Our-Business/North-West-Shelf/Pages/default.aspx for further information. 
23 See www.conocophillips.com.au/our-business-activities/our-projects/Pages/darwin-lng.aspx for further information. 
24 See www.woodside.com.au/Our-Business/Pluto/Pages/default.aspx for further information. 
25 See www.chevronaustralia.com/ourbusinesses/gorgon.aspx for further information. 
26 See www.qgc.com.au/qclng-project.aspx for further information. 
27 See www.glng.com.au/Content.aspx?p=55 for further information. 
28 See www.shell.com.au/home/content/aus/aboutshell/who_we_are/shell_au/operations/upstream/prelude for further information. 
29 See www.aplng.com.au/about-project/australia-pacific-lng-project for further information. 
30 See www.inpex.com.au/projects/ichthys-project.aspx for further information. 
31 See www.chevronaustralia.com/our-businesses/wheatstone for further information. 

http://www.woodside.com.au/Our-Business/North-West-Shelf/Pages/default.aspx
http://www.conocophillips.com.au/our-business-activities/our-projects/Pages/darwin-lng.aspx
http://www.woodside.com.au/Our-Business/Pluto/Pages/default.aspx
http://www.chevronaustralia.com/ourbusinesses/gorgon.aspx
http://www.qgc.com.au/qclng-project.aspx
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
http://www.chevronaustralia.com/our-businesses/wheatstone
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Figure 5. Existing and Committed LNG projects 

 

Source: Wood Mackenzie LNG Tool, August 2012. 

Table 1. Major LNG projects under construction32 

 

Source: BREE (2013). 

While the Australian economy has benefited and will continue to benefit significantly from LNG 
investments committed in the past, there are even more projects under consideration, 
representing a potential additional investment exceeding $180 billion.  Analysis by McKinsey & Co33 
shows GDP would increase by 1.5 per cent, about 150,000 jobs would be created across the 
Australian economy, and tax revenues created equivalent to nearly half the total federal debt.  The 
benefits of improving productivity would also flow to other sectors. 

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. 

  

                                                                 

32 See www.bree.gov.au/publications/resources-and-energy-major-projects for further information. 
33 McKinsey & Co (2013), Extending the LNG boom: Improving Australian LNG productivity and competitiveness, 28 May (available at 
www.mckinsey.com/global_locations/pacific/australia/en/latest_thinking/extending_the_lng_boom).  

http://www.bree.gov.au/publications/resources-and-energy-major-projects
http://www.mckinsey.com/global_locations/pacific/australia/en/latest_thinking/extending_the_lng_boom
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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 6 shows, 
domestic production of crude oil peaked in 2000 and without a steady succession of new oil field 
developments, production will continue to decline. 

Figure 6. Crude oil, condensate and LPG production (mmbls) 

 

Source: APPEA (2013). 

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. 

COMMENTS ON SPECIFIC SECTIONS OF THE ISSUES PAPER  

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. 

The following sections provide comments on some of the questions for consideration set out in the 
Issues Paper (Box 3 on pages 9-10).  APPEA’s submission addresses specific sections of the Issues 
Paper, focussing on those areas that are particularly important for the upstream oil and gas 
industry.  It also considers some important areas that do not feature in the Issues Paper. 

THE SECURITY OF ENERGY SUPPLIES  

THE VALUE OF DEVELOPING FUEL RESERVES TO MEET AUSTRALIA’S INTERNATIONAL OIL SECURITY 
OBLIGATIONS, AND AUGMENT DOMESTIC SECURITY 

As the Issues Paper highlights on page 11 



 

 

Page | 20  

 

The security of liquid fuels needs to be considered in the context of Australia’s increasing 
dependence on liquid fuel imports as demand grows, and both domestic crude production 
and refining declines.   

It is also the case, as the Issues Paper goes on to note, that  

Liquid fuel imports are sourced from a diversity of suppliers under stable market 
arrangements resulting in a high degree of confidence in Australia’s liquid fuel security.  

Australia has relatively limited reserves of crude oil and most of Australia’s known remaining oil 
resources are condensate and LPG associated with large offshore gas fields.  There is scope for 
growth in Australia’s oil reserves in existing fields, and for new oil discoveries in both proven basins 
and in under-explored frontier basins which are prospective for petroleum.  Australia’s oil 
consumption is projected to increase over the two next decades but the rate of growth is projected 
to be slower than in the past 20 years.  Domestic crude oil production is projected to continue to 
decline.  In the absence of major new discoveries and the development of alternatives, Australia’s 
net imports of liquid fuels are projected to increase.  Oil production, at least over the medium-term 
and potentially beyond, is expected to steadily decline unless substantially more oil is discovered.  
It is Australia’s large but mostly unexplored frontier areas that hold the greatest promise of such 
discoveries. 

Australia’s demonstrated condensate resources are now almost twice as large as its crude oil 
resources.  Most of these condensate resources are contained in a small number of large ‘wet gas’ 
fields in the Carnarvon, Browse and Bonaparte basins.  The North West Shelf Project was the first to 
access some of these fields but from 2015, condensate production could step up as new LNG 
projects are commissioned.  Condensate production could offset at least a part of, but probably not 
all, of the expected decline in oil production over the next decade.  Although the reserves are large, 
condensate is co-produced with gas so production would be spread over a much longer period 
(typically several decades).  Production will also only occur as the associated LNG projects are 
developed so delays to those will result in delays to any condensate-led recovery in Australia’s 
liquids production.  Nor do all large gas fields enjoy the benefit of being liquids rich. 

This means 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 through ongoing and open access to international markets. 

APPEA does not support the development of fuel reserves to meet energy security arrangements. 

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 tax 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. 

 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 
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setting through the introduction of local taxes where these are not supported by globally 
consistent policies. 

An attractive environment for exploration in Australia is vital to enhancing energy security through 
the availability on indigenous liquids resources.  These issues are considered further below. 

WAYS TO INCREASE NEW GAS SOURCES TO MEET DEMAND AND MEASURES TO ENHANCE 
TRANSPARENCY IN MARKET CONDITIONS 

A number of studies have concluded that Australia has the potential to be a world leader in natural 
gas from onshore sources due to the size of its potential resources and relatively stable political 
regime. 

The success of the industry will require effective foresight and planning and APPEA commends the 
South Australian Government’s Roadmap for Unconventional Gas34 as an example of robust 
strategy for facilitating onshore industry development. 

APPEA has also provided a detailed submission to the Department’s Eastern Australian Domestic 
Gas Market Study35 and, as noted above, a copy of that submission has been supplied with this 
submission. 

Long-term energy security to meet demand is best delivered through efficiently operating markets 
and by encouraging new entrants and competition.  It will be vital that the Government’s response 
to the Eastern Australian Domestic Gas Market Study and its development of the Eastern Australian 
Gas Supply Strategy to 2020 and the EWP continue to reject calls for inefficient, inappropriate and 
ineffective regulatory interventions and focus instead on market-based energy policies. 

Recommendation: in developing the EWP the Government should focus on the need to: 

 Remove regulatory and other barriers to allow more gas to flow into the Australian gas market, 
or in cases where it does not have legislative responsible work with other jurisdictions through 
the Council of Australian Governments (COAG) to ensure such barriers are removed. 

 Recognise the importance of not introducing additional impediments to a timely and efficient 
supply side response and draw a final line under the possibility of a domestic gas reservation 
policy and/or national interest test, by definitively ruling out such a policy approach and instead 
focus on removing barriers to future gas supply.  This also means governments should not set 
aside reservation as an option for further consideration.  It should be ruled out in the most 
definitive fashion possible. 

As the Issues Paper notes on page 13 

                                                                 

34 APPEA participated in the development of the Roadmap through its membership of the Roundtable for Unconventional Gas Projects in 
SA (see 
www.pir.sa.gov.au/petroleum/prospectivity/basin_and_province_information/unconventional_gas/unconventional_gas_interest_group
/roadmap_for_unconventional_gas_projects_in_sa/current_members_of_the_roundtable_for_unconventional_gas_projects_in_sa) and 
maintains its involvement through membership of a number of the Roadmap’s ongoing Working Groups. 
35 See also www.industry.gov.au/Energy/EnergyMarkets/Pages/GasMarketDevelopment.aspx.  

http://www.pir.sa.gov.au/petroleum/prospectivity/basin_and_province_information/unconventional_gas/unconventional_gas_interest_group/roadmap_for_unconventional_gas_projects_in_sa/current_members_of_the_roundtable_for_unconventional_gas_projects_in_sa
http://www.pir.sa.gov.au/petroleum/prospectivity/basin_and_province_information/unconventional_gas/unconventional_gas_interest_group/roadmap_for_unconventional_gas_projects_in_sa/current_members_of_the_roundtable_for_unconventional_gas_projects_in_sa
http://www.industry.gov.au/Energy/EnergyMarkets/Pages/GasMarketDevelopment.aspx
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Untapped CSG reserves in NSW could partially ease medium-term east coast gas pressures if 
current planning impediments are addressed urgently.   

The same is true in Victoria where the October 2013 report of the Victorian Gas Market Taskforce36 
set out a clear regulatory reform development and implementation agenda.  The report found that 
Victoria should facilitate exploration and development of onshore gas – including natural gas from 
coal seams – and allow hydraulic fracturing.  The report warns that failing to develop onshore gas 
could leave Victoria – like New South Wales – exposed to falling gas supplies and higher prices. 

The recommendation to remove the state’s hydraulic fracturing moratorium was underpinned by 
the Gas Market Taskforce report finding, on page 30, that “Investigations into the effects of 
hydraulic fracturing … have found there is no evidence of groundwater contamination.” 

As the Task Force Chair, the Hon Peter Reith, said in the introduction to the Gas Market Taskforce 
report, “The only sensible course of action is for the Victorian Government and other eastern states 
to promote production of additional gas supply.” 

The onshore shale and tight gas industry in Australia is currently at an early stage of exploration 
with a number of companies at the forefront of exploration efforts in typically remote areas.   

Western Australia holds a significant share of the country’s potential shale and tight gas resources, 
with estimates of 32 tcf of natural gas in the Perth Basin (mid-west) and 235 tcf from the Canning 
Basin.  These Basins are also estimated to hold approximately 10 billion barrels (bbbls) of 
recoverable shale oil and condensate resources37.  Exploration is also underway in the onshore 
Carnarvon Basin.  These supplies will play an increasingly important role in Western Australia’s 
energy future, as noted by the WA Independent Market Operator’s Gas Statement of 
Opportunities38. 

The Energy Information Administration has estimated South Australia’s Cooper Basin as potentially 
holding 92.9 tcf of risked recoverable shale gas and 1.56 bbbls of recoverable shale oil.  The 
Northern Territory’s potential shale resource has been estimated at 56.5 tcf of gas and 5.64 bbbls 
of oil39. 

While there is broad recognition that onshore resources could provide a significant contribution to 
Australia’s energy portfolio, there are a number of challenges to overcome in order for these to 
develop.  Critical success factors across all onshore gas jurisdictions include good operator 
practices, robust regulation and early and open communication with communities.  In addition, 
within each jurisdiction there are specific considerations such as infrastructure availability which 
will influence the ability for onshore industries to emerge. 

                                                                 

36 Available at www.energyandresources.vic.gov.au/about-us/publications/Gas-Market-Taskforce-report and 
www.appea.com.au/media_release/more-delay-and-uncertainty-as-victoria-rebuffs-gas-market-review.  
37 US Energy Information Administration/Advanced Resources International (2013), World Shale Gas and Shale Oil Resource Assessment, 
pages III-4 (available at www.eia.gov/analysis/studies/worldshalegas).  
38 Independent Market Operator (2014), Gas Statement of Opportunities, January 2014, which stated “longer-term supplies rely heavily 
on WA’s unconventional gas resources” (see www.imowa.com.au/docs/default-source/publications-and-reporting/general-
documents/gsoo_2_report_final95222D27BB75.pdf?sfvrsn=2). 
39 See www.eia.gov/analysis/studies/worldshalegas at pages 90-91. 

http://www.energyandresources.vic.gov.au/about-us/publications/Gas-Market-Taskforce-report
http://www.appea.com.au/media_release/more-delay-and-uncertainty-as-victoria-rebuffs-gas-market-review
http://www.eia.gov/analysis/studies/worldshalegas
http://www.imowa.com.au/docs/default-source/publications-and-reporting/general-documents/gsoo_2_report_final95222D27BB75.pdf?sfvrsn=2
http://www.imowa.com.au/docs/default-source/publications-and-reporting/general-documents/gsoo_2_report_final95222D27BB75.pdf?sfvrsn=2
http://www.eia.gov/analysis/studies/worldshalegas
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Shale and tight gas resources in Australia typically located in challenging environments.  For 
example, the remoteness of the Canning Basin and its extreme weather conditions combine to 
make the region a difficult environment for exploration.  When combined with an absence of 
infrastructure and significant distance from energy markets, these conditions present a number of 
barriers to development of resources. 

A national approach to strategic planning for the sector, similar to the South Australian Roadmap 
for Unconventional Gas, would provide an effective framework for integrating state/territory 
approaches and would assist with identifying and addressing cross-jurisdictional infrastructure 
requirements. 

ISSUES RELATING TO THE REGULATION OF ENERGY INFRASTRUCTURE 

APPEA agrees with many of the findings and recommendations in relation to energy infrastructure 
(particularly gas transmission) contained in the Eastern Australian Domestic Gas Market Study, 
particularly the recommendations on page 99 for policy which acts to 

 improve information to market and regulators on the pricing and utilisation of 
infrastructure 

 review the suitability of alternative carriage models for pipeline regulation 

 consider government support for infrastructure (such as feasibility studies) 

 facilitate the development of [pipeline] capacity trading. 

Recommendation: Reforms to introduce pipeline capacity trading, considered on pages 101-103 of 
the Eastern Australian Domestic Gas Market Study, should proceed as a matter of priority. 

APPEA supports the introduction of a pipeline trading capacity initiative to improve the efficiency of 
pipeline transportation services and the lack of transparency in relation to existing capacity trade 
and the lack of a transparent market mechanism to allocate unused pipeline capacity.  

Allowing gas to flow efficiently through the transportation system will be a key way to improve the 
operation of the Australian gas market. 

REGULATORY REFORM AND ROLE OF GOVERNMENT  

PRIORITY ISSUES, BARRIERS OR GAPS WITHIN THE COAG ENERGY MARKET REFORM AGENDA 

The COAG energy market reform agenda has been broadly successful in driving a series of energy 
market reforms, including in the ongoing development of the Australian gas market.   

The recent announcement40 by COAG that a new Standing Council on Energy would be formed 
provides an important opportunity for COAG to review, in consultation with stakeholders, the focus 
of the new Standing Council on Energy to ensure that it is focused on strategic priority areas.  
Ministers should be provided with adequate time and opportunity to make key decisions and 
ensure meetings are not focused on day-to-day or operational issues that are better handled 

                                                                 

40 See www.coag.gov.au/node/516 for further information. 

http://www.coag.gov.au/node/516
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through other forums. This is particularly important in view of the central role and impact of state 
governments in energy policy matters.  

In the case of the development of the onshore gas industry, a priority area for focus is the National 
Harmonised Framework for Coal Seam Gas.  APPEA supports the work of the SCER and the 
development of the Multiple Land Use Framework, which provides a platform for consistency 
across government in relation to land access.   

In too many instances, the regulation of the onshore gas industry has been characterised by a 
“reinventing the wheel” approach that has seen differing regulatory regimes built up from ground 
level, with little attention to the lessons that may be taken from other jurisdictions. 

The resulting piecemeal approach to regulatory development is a major barrier to the EWP’s goal of 
finding ways to increase new gas sources to meet demand. 

Recommendation: COAG review, in consultation with stakeholders, the focus of the new Standing 
Council on Energy to ensure that it is focused on strategic priority areas.  Ministers should be given 
adequate time and opportunity to make key decisions and ensure meetings are not focused on 
day-to-day or operational issues that are better handled through other forums.  In the case of the 
development of the onshore gas industry, a priority area for focus is the National Harmonised 
Framework for Coal Seam Gas.   

POSSIBLE MEASURES TO PROMOTE GREATER PRICE TRANSPARENCY IN GAS MARKETS 

Possible measures to promote greater price transparency in gas markets were considered in 
APPEA’s submission to the Department’s Eastern Australian Domestic Gas Market Study.  The 
Australian gas market already has abundant information available to it. 

The range of gas supply agreements that have been struck since the November 2012 EWP and 
projects that have commenced production and supply to the domestic market suggests that there 
is enough information available to allow supply contracts to be concluded between willing buyers 
and sellers and for a range of other commercial arrangements to take place. 

Box 2 contains further details of the commercial arrangements or new domestic gas supply projects 
that have been publicly announced across Australia since the previous EWP. 

Box 2. GSAs and other commercial arrangements that have been announced been entered into 
since the November 2012 EWP 
 
1. Origin Energy Limited (Origin) on 20 December 2012 announced41 the signing of a long-term gas 

sales agreement with the MMG Group (MMG).  Under the terms of the agreement, Origin will 
supply MMG with a total volume of up to 22PJ of gas over a seven-year period, commencing in 
2013. 

  

                                                                 

41 See www.originenergy.com.au/news/article/asxmedia-releases/1454 for further information. 

http://www.originenergy.com.au/news/article/asxmedia-releases/1454
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2. Beach Energy Limited, through its wholly owned subsidiary Delhi Petroleum Pty Ltd, on 10 April 
2013 announced42 it had signed a gas sales agreement with Origin Energy Retail Limited for the 
sale of up to about 139PJ of sales gas for a term of eight years.  Origin has an option to extend 
the term of the agreement by two years, which would result in the sale of up to approximately 
173PJ of sales gas. 

3. Lumo Energy on 14 May 2013 announced43 an agreement with BHP Billiton Ltd and ExxonMobil 
Australia for the supply of 22PJ of gas over three years starting in 2015. 

4. Strike Energy Limited on 16 July 2013 announced44 it had entered into a binding term sheet 
with Orica Australia Pty Ltd, a subsidiary of Orica Limited, for the supply of up to 150PJ of gas 
over a 20-year period. 

5. Empire Oil & Gas NL on 16 September 2013 announced45 that Joint Venture Parties to 
Exploration Permit EP389 and Pipeline Licence 96 being Empire Oil Company (WA) Limited 
(Empire WA) and ERM Gas Pty Ltd have reached agreement with Alcoa of Australia Limited that 
Commissioning of the Red Gully Gas and Condensate Processing Facility has been achieved.  
The Red Gully Facility will provide gas to Alcoa of Australia for its Western Australian operations 
and deliveries of condensate to the BP Kwinana Refinery. 

6. Origin on 19 September 2013 announced46 it had signed a binding gas supply agreement with 
Esso Australia Resources Pty Ltd and BHP Billiton Petroleum (Bass Strait) Pty Ltd to purchase up 
to 432PJ of natural gas.  Under the terms of the agreement, gas supply to Origin will start in 
2014.  Annual contract volumes will increase over a nine-year period. 

7. BHP Billiton Ltd on 20 September 2013 announced47 that its Macedon domestic gas project in 
Onslow, Western Australia, was officially opened.  The operation and is expected to supply 
domestic gas for the wholesale market in Western Australia until at least 2033. The operation 
will supply 20 per cent of the State’s daily domestic gas supply for consumers and industry. 

8. ExxonMobil Australia on 11 November 2013 announced48 that its subsidiary, Esso Australia 
Resources Pty Ltd, along with BHP Billiton Petroleum (Bass Strait) Pty Ltd, has executed a 
long-term agreement for the sale of gas to Orica Limited.  The agreement will supply up to 42PJ 
of gas over a three-year period starting in 2017. 

  

                                                                 

42 See www.beachenergy.com.au/IRM/Company/ShowPage.aspx/PDFs/2934-
16785602/BeachsignsmajorgassalesagreementwithOriginEnergy and www.originenergy.com.au/news/article/asxmedia-releases/1478 
for further information. 
43 See www.afr.com/p/markets/market_wrap/lumo_strikes_gas_deal_with_esso_FD8v5OF1saveqPKo7T599O for further information. 
44 See strikeenergy.com.au/images/stories/pdf/20130716_1%20Strike%20%20Orica%20Joint%20Statement.pdf and 
www.orica.com/News---Media/Orica-and-Strike-Energy-sign-binding-term-sheet for further information. 
45 See 
empireoil.com.au/sites/empireoil.com.au/files/EGO_2013_09_20_Total_Construction_and_Commissioning_Cost_Red_Gully_Facility.pdf 
for further information. 
46 See www.originenergy.com.au/news/article/asxmedia-releases/1516 and www.exxonmobil.com.au/Australia-
English/PA/news_releases_20130919.aspx for further information. 
47 See 
www.bhpbilliton.com/home/investors/news/Documents/2013/130920_petroleumpotash_australiaproductionunit_macedon_BHPBillito
nCelebratesFirstGasatMacedon.pdf for further information. 
48 See www.exxonmobil.com.au/Australia-English/PA/news_releases_20131111.aspx and www.orica.com/News---Media/-BHP-Billiton 
for further information. 

http://www.beachenergy.com.au/IRM/Company/ShowPage.aspx/PDFs/2934-16785602/BeachsignsmajorgassalesagreementwithOriginEnergy
http://www.beachenergy.com.au/IRM/Company/ShowPage.aspx/PDFs/2934-16785602/BeachsignsmajorgassalesagreementwithOriginEnergy
http://www.originenergy.com.au/news/article/asxmedia-releases/1478
http://www.afr.com/p/markets/market_wrap/lumo_strikes_gas_deal_with_esso_FD8v5OF1saveqPKo7T599O
http://www.strikeenergy.com.au/images/stories/pdf/20130716_1%20Strike%20%20Orica%20Joint%20Statement.pdf
http://www.orica.com/News---Media/Orica-and-Strike-Energy-sign-binding-term-sheet
http://empireoil.com.au/sites/empireoil.com.au/files/EGO_2013_09_20_Total_Construction_and_Commissioning_Cost_Red_Gully_Facility.pdf
http://www.originenergy.com.au/news/article/asxmedia-releases/1516
http://www.exxonmobil.com.au/Australia-English/PA/news_releases_20130919.aspx
http://www.exxonmobil.com.au/Australia-English/PA/news_releases_20130919.aspx
http://www.bhpbilliton.com/home/investors/news/Documents/2013/130920_petroleumpotash_australiaproductionunit_macedon_BHPBillitonCelebratesFirstGasatMacedon.pdf
http://www.bhpbilliton.com/home/investors/news/Documents/2013/130920_petroleumpotash_australiaproductionunit_macedon_BHPBillitonCelebratesFirstGasatMacedon.pdf
http://www.exxonmobil.com.au/Australia-English/PA/news_releases_20131111.aspx
http://www.orica.com/News---Media/-BHP-Billiton
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9. Origin on 28 November 2013 announced49 the signing of a gas sales agreement with QGC Pty 
Limited (QGC).  Under the terms of the agreement, Origin will supply QGC with up to a total of 
30PJ of gas in calendar year 2014 and 2015. 

10. Santos Ltd on 4 December 2013 announced50 that it had recently signed five domestic gas 
contracts for a total of 30PJ of gas over generally five-year periods. 

11. Santos on 19 December 2013 announced51 that the GLNG project participants have executed an 
agreement with Origin Energy for the purchase of 100PJ of gas for supply to the GLNG project.  
The gas will be supplied over a period of five years starting from January 2016.  Under the 
terms of the agreement, Origin can supply additional volumes of up to 94PJ of gas during the 
same five-year period. 

12. Incitec Pivot Limited on 19 December 2013 announced52 the execution of a 23-month gas 
supply agreement for the Phosphate Hill manufacturing plant in north-west Queensland, 
effective from 1 February 2015.  The terms of the agreement are confidential. 

13. Strike on 15 January 2014 announced53 that the company has entered into a Gas Supply Option 
Agreement for 30PJ of gas with Orora Limited.  Strike has granted an option to Orora for the 
supply of 30PJ of gas, to be delivered at 3PJ per annum, at a fixed price over a 10-year term 
from 2017, the expected commencement of production from the Project. 

This range of gas supply agreements and other commercial arrangements (more of which are likely 
to be announced in coming months) also suggests that there is enough information available to 
allow supply contracts to be concluded between willing buyers and sellers.   

The continued development of a competitive and well informed Australian gas market should 
facilitate the flow of gas to its highest value use.  It should be built upon an acknowledgement of 
the important role bilateral contracts have played in underpinning market development across 
Australia. 

GROWTH AND INVESTMENT  

COMMERCIAL OR MARKET INITIATIVES THAT COULD ENHANCE GROWTH AND INVESTMENT IN THE 
ENERGY AND RESOURCES SECTORS 

As the Issues Paper notes on page i, “The Government is exploring measures to support investment 
and growth in the energy and resources sectors …”. 

Any such review must consider the impact of taxation on achieving energy policy outcomes, as the 
fiscal framework is a critical determinant of investment decisions in the oil and gas industry. 

                                                                 

49 See www.originenergy.com.au/news/article/asxmedia-releases/1535 for further information. 
50 See www.santos.com/Archive/NewsDetail.aspx?p=121&id=1407 for further information. 
51 See www.santos.com/Archive/NewsDetail.aspx?p=121&id=1409 and www.originenergy.com.au/news/article/asxmedia-releases/1539 
for further information. 
52 See investors.incitecpivot.com.au/phoenix.zhtml?c=170340&p=irol-news&nyo=1 and phx.corporate-
ir.net/External.File?item=UGFyZW50SUQ9MjE1NjY3fENoaWxkSUQ9LTF8VHlwZT0z&t=1 for further information.  
53 See strikeenergy.com.au/images/stories/pdf/20140115_Strike%20Signs%20New%20Gas%20Supply%20Option%20Agreement.pdf and 
www.ororagroup.com/about_us/media_centre/news/Media-Release_Gas-Supply-Option-Agreement_150113.html for further 
information. 

http://www.originenergy.com.au/news/article/asxmedia-releases/1535
http://www.santos.com/Archive/NewsDetail.aspx?p=121&id=1407
http://www.santos.com/Archive/NewsDetail.aspx?p=121&id=1409
http://www.originenergy.com.au/news/article/asxmedia-releases/1539
http://investors.incitecpivot.com.au/phoenix.zhtml?c=170340&p=irol-news&nyo=1
http://phx.corporate-ir.net/External.File?item=UGFyZW50SUQ9MjE1NjY3fENoaWxkSUQ9LTF8VHlwZT0z&t=1
http://phx.corporate-ir.net/External.File?item=UGFyZW50SUQ9MjE1NjY3fENoaWxkSUQ9LTF8VHlwZT0z&t=1
http://strikeenergy.com.au/images/stories/pdf/20140115_Strike%20Signs%20New%20Gas%20Supply%20Option%20Agreement.pdf
http://www.ororagroup.com/about_us/media_centre/news/Media-Release_Gas-Supply-Option-Agreement_150113.html
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The Incidence of Taxation on the Oil and Gas Industry 

The oil and gas industry in Australia faces an array of taxes, charges and fees in relation to 
petroleum activities.  Fiscal imposts include resource taxes (including the petroleum resource rent 
tax, petroleum royalties and production excise), company income tax and a wide variety of other 
taxes, fees and charges.  Annual industry financial survey data compiled by APPEA54 indicates that 
on average, taxes account for just under half of the industry’s overall level of pre-tax profit. 

Figure 7. Estimated petroleum industry profit (before tax) and taxation contributions 

 

Source: APPEA Financial Survey (2013). 

In terms of the segmentation of the two primary forms of taxation paid by the industry (company 
tax and resource taxes), total payments have averaged around $8 billion per year over the last five 
years, with company taxes estimated to account for slightly more than half of the total amount. 

Figure 8. Estimated segmentation of oil and gas taxation payments 

 

Source: APPEA Financial Survey (2013). 

                                                                 

54 See www.appea.com.au/industry-in-depth/industry-statistics for further information. 

http://www.appea.com.au/industry-in-depth/industry-statistics
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A further metric for measuring the impact of taxation is outlined in Figure 9.  This Figure compares 
the industry’s asset base (a conservative proxy measure for capital investment) with industry 
cumulative profits over the last 25 years.  This highlights the level of expenditure that has been 
committed by the industry that is effectively over and above the level of profitability during the 
period. 

Figure 9. Petroleum industry asset value and cumulative net profits ($ million) 

 

Source: APPEA Financial Survey (2013). 

It is clear that the industry has provided a solid foundation to the overall level of growth that is well 
above the profits that have been generated.  From an economy wide perspective, this would 
suggest the industry has been a major contributor to economic growth, with funding being 
generated from areas other than retained earnings. 

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. 

Critical Fiscal Issues – Income Tax 

Maintaining the Immediate Deductibility of Exploration for Income Tax Purposes 

The future of the industry is dependent on the level of exploration.  Oil and gas cannot be produced 
without first locating commercially viable resources and these cannot be discovered without 
undertaking exploration. Petroleum exploration is high risk and costly.  This riskiness of exploration 
can be demonstrated by comparing the number of exploration wells drilled with discoveries and 
the percentage of discoveries that are subsequently converted to production.  Based on Geoscience 
Australia data, in the period 1955 to 2011, a total of 4,248 conventional exploration wells were 
drilled in onshore and offshore areas. Of the wells drilled, 1,200 were considered as being 
‘discoveries’ (a discovery well is defined as a well that recovers petroleum or encounters a 
producible log pay zone).  Of the 1,200 discovery wells, 585 led to production (a 14 per cent success 
rate). 
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The immediate deductibility of the majority of exploration related costs has been a central feature 
of the income tax provisions that have applied to the oil and gas industry for many decades.  In the 
1976 Asprey Taxation Review, it was recognised that the immediate deductibility of such costs was 
the appropriate treatment.  Specifically, the Review stated on pages 293-94 that: 

19.19 Expenditure on exploration, which is a necessary and continuing part of a mining 
company’s operations, should be treated consistently, whether successful or not.  The 
Committee favours the approach that would make all exploration and prospecting 
expenditure immediately deductible against assessable income derived from any 
source. 

A series of subsequent reviews into both the industry and the broader taxation framework have 
supported the continuation of the immediate deductibility provisions. 

In the 2013-14 Budget, the Government indicated that it would restrict the immediate deduction 
for the cost of assets first used for exploration, by excluding petroleum (mining) rights and 
information.  Under the measure, mining rights and information first used for exploration will be 
depreciated over 15 years, or their effective lives, whichever is shorter.  If the exploration is 
unsuccessful, the remaining amount will be written off when this is established.  The following 
would continue to be immediately deductible: 

 Costs of mining rights obtained from a relevant government issuing authority. 

 Costs of mining information from a relevant government authority. 

 Costs incurred by a taxpayer itself in generating new information or improving existing 
information. 

 Mining rights acquired by a farmee under a recognised ‘farm-in, farm-out’ arrangement. 

The measure applied from the night of the 2013-14 Budget, and has in-principle been supported by 
the new Government.  A range of very real practical concerns have been identified by the industry 
and remain to be addressed, including: 

 Ensuring taxation does not inhibit parties within a joint venture or with interests in adjacent 
permits realigning or reconfiguring their interests in order to more efficiently develop 
resources. 

 Objectively determining when exploration has been unsuccessful, and addressing a broader 
concern that a safe harbour period of 15 years has no empirical basis. 

 Ensuring that information obtained from non-government agencies (such as pre-competitive 
seismic or baseline data) is treated in the same manner as information obtained from a 
government agency. 

Recommendation: The Government should retain the immediate deductibility of costs incurred in 
exploration activities and that any modification to the treatment of costs incurred in acquiring 
rights or interests in exploration permits should reflects the high risk nature of exploration at the 
various stages of the investment cycle. 

Facilitating the Development of Discovered Resources 

In order to achieve investment and growth, it is necessary to have a fiscal system that enables 
Australia to be internationally competitive.  This requires an understanding of the international 
dynamics within which each industry operates.  The petroleum industry is at the forefront of 
globalisation.  Capital is mobile and the majority is foreign – it is a reality that the development of 
the nation’s petroleum resources will be reliant on foreign capital and expertise.  The loss of a 
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dollar of investment in the Australian oil and gas industry is not replaced by a dollar of investment 
elsewhere in the Australian economy.  

In terms of pursuing capital, investments in oil and gas projects are significantly challenged from a 
cost perspective.  As measured by the price required to generate a threshold project return, 
Australian gas projects generally require high prices to achieve the required return on capital. The 
fiscal terms that apply to these projects are one of the few mechanisms available to the Australian 
Government to improve the competitive position of these investments. 

Under Australia’s current company tax rules, the average period over which much of the capital 
invested in gas projects may be written off for depreciation purposes is between 15 and 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. 

Figure 10 outlines the estimated Government tax take of total project cash flows based on the 
current 15 years write-off period that exists for petroleum assets for depreciation purposes, and 
the change that would occur if the depreciation write-off was increased to 30 years.  The date is 
based on four alternative LNG developments (incorporating both offshore gas developments and 
onshore gas developments). 

Figure 10. Estimated government tax take of total project cash flows – net present value basis 
(percentage take) 

 

Source: APPEA (2012). 

APPEA commissioned a study by KPMG to compare two key company tax provisions for gas projects 
across a number of competing jurisdictions.  The analysis compares the company tax rate that 
applies in a range of energy producing exporting countries with the estimated periods over which 
capital can be written-off (depreciated) for income tax purposes.  The results are highlighted in 
Figure 11.  The depreciation write-off scale attempts to factor in the special incentives that have 
been introduced by some countries, including investment allowances or accelerated depreciation 
(or both) to encourage investment in gas plant and equipment. 

It is clear that Australian projects face a challenging framework compared to our competitors.  The 
Australia (adjusted) entry reflected a proposal that was considered in 2012 by the Business Tax 
Working Group (and that was appropriately rejected by the then Australian Government) to reduce 
the company tax rate by one percentage point and to double the write-off period for the 
depreciation of capital equipment for gas projects.  
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Figure 11. Company Tax Rate/Depreciation Comparison – Gas Projects 

 

Source: APPEA (based on data supplied by KPMG) (2012). 

Any decision to extend the write-off periods to periods even longer than currently apply (as 
highlighted in the Figure above) will further disadvantage Australian producers compared with 
other jurisdictions.  In reality, a reduction in the write-off period (to say, five years) would provide a 
major boost to the economics of large scale gas projects. 

Recommendation: The Government should, as a minimum, commit to retain the existing statutory 
effective life caps for oil and gas assets and that consideration be given to the adoption of shorter 
write-off periods to match the terms that apply in competitor nations.  

Critical Fiscal Issues – Resource Taxes 

From a resource taxation perspective, modified fiscal terms now apply to petroleum production 
from areas not previously subject to the petroleum resource rent tax (PRRT).  This covers all 
onshore areas in Australia and the North West Shelf Project.  In addition to the then existing royalty 
and production excise regimes (which still remain in place), the PRRT was extended to cover 
production not then subject to PRRT (with effect from 1 July 2012).  A number of transitional, 
interpretative and administrative details remain the subject of discussion between the industry, the 
Australian Taxation Office (ATO) and policy agencies before this process can be considered as 
finalised.  What is clear however is that the new PRRT arrangements for onshore operations are 
imposing a significant additional layer of administrative complexity and uncertainty on companies, 
as well as potentially complicating future investment decisions. 

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.  

Petroleum Resource Rent Tax 

While APPEA is broadly supportive of the high level principles that support the operation of the 
PRRT regime, there are a number of companies in the industry that are concerned about the 
potentially significant impact of the tax on onshore operations.  Some companies do not believe the 
tax is able to be efficiently applied to certain onshore projects.  Furthermore, the Government’s 
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decision to abolish the minerals resource rent tax effectively means that an additional burdens 
(both from payment and compliance perspectives) are now placed on gas producers relative to coal 
producers in Australia, despite the fact that in some cases, they are operating within the same 
domestic energy market. 

Introduction of ‘Barrel of Oil Equivalent’ Exemption 

The decision of the previous government to extend the coverage of the PRRT has significantly 
increased the number (and size) of companies that are impacted by the tax, as well as the 
complexity of the operations covered by the legislation.  For example, a range of unconventional oil 
and gas operations are undertaken in onshore areas that are generally not encountered in offshore 
projects.  The decision has been complicated by the continued application of the existing royalty 
(federal, state and territory) and production excise (federal) systems. 

A number of relatively small actual and potential oil and gas projects in ‘onshore’ areas are likely to 
incur PRRT liabilities earlier than would have been the case had different transitional provisions 
been implemented.  Companies with onshore operations only became aware of possible changes to 
the then taxation framework in the middle of 2010 at the time of the announcement of the 
proposed resource super profits tax, and as such, were unable to anticipate and plan for the new 
arrangements.  In the context of the challenging fund raising climate for small companies, an 
additional tax on those few entities that are able to achieve success onshore is a regressive and 
damaging outcome. 

APPEA considers that the negative impact on these smaller projects needs to be addressed through 
the introduction of a modest ‘barrel of oil equivalent’ production exemption for new onshore 
petroleum projects.  Such an exemption would have a relatively small impact on the overall level of 
PRRT collections.  It could be quarantined to ‘onshore projects’ and would assist the project 
economics of relatively small developments but importantly, would not impact on the overall 
integrity of the regime.  While the details of any such provision would need to be considered as 
part of more detailed consultations, it is important that the issue be addressed with an in-principle 
commitment to ensure that the regime does not operate in a way that disadvantages small scale 
projects which provide the basis and reward for innovative and entrepreneurial activity.  

Recommendation: The Government should introduce a tax free threshold on a barrel of oil 
equivalent basis for new onshore petroleum projects and consults on the practical application of 
such a measure. 

PRRT administration and compliance 

The PPRT, which is based on the relatively simple premise of revenue less costs, is highly complex 
and time consuming from a compliance perspective.  Prior to 1 July 2012, the scope of the tax was 
limited to offshore projects, and therefore a relatively small pool of companies would directly be 
impacted.  The extension of the regime has seen many more companies (a large proportion of 
which are small or mid-sized entities) needing to comply with the provisions, irrespective of 
whether a tax liability exists (which will generally not be the case).  These companies are effectively 
operating under a dual resource taxation framework and therefore need to place a greater 
proportion of their limited resources on tax compliance.  A reduction in the compliance burden on 
small and mid-sized companies should be a priority for government and industry alike. 

The decision to extend the tax continues to be a complex process.  The industry has worked with 
government officials to attempt to address the numerous technical issues that have arisen from the 
introduction and application of the tax.  Considerable work still needs to be done on a range of 
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outstanding matters to ensure that the regime operates effectively and anomalous outcomes are 
addressed.  This includes compliance obligations on all companies that have onshore interests. 

Furthermore, APPEA notes that in a joint media release from the Treasurer, the Minister for 
Industry and the Minister for Finance on 24 October 201355, it was indicated that  

In relation to the Petroleum Resource Rent Tax, the Government is considering the issue of 
the onshore administration of this tax, in the context of its deregulation agenda and the 
removal of red tape. 

Recommendation: The Government commits to work directly with industry to identify and 
implement measures to simplify the administration of the PRRT regime, and in particular, eases the 
burden on small and mid-sized entities. 

Definitional improvements 

The focus of petroleum activities in Australia and the way that operations are undertaken have 
changed significantly since the PRRT was first introduced in the mid-1980s.  Gas operations are 
becoming more common than oil developments, projects are becoming more complex and 
companies often need to bring in new partners and create new operating structures within projects 
to ensure that discoveries can be commercialised in an increasingly competitive environment.  
During this period of change, the key concepts contained in the PRRT legislation have remained 
broadly unchanged.  As a result, a range of interpretative and definitional issues are now creating 
considerable uncertainty.  Of particular concern to industry is the scope and definition of what 
constitutes ‘exploration’ (a core area in the legislation) for the purposes of the operation of the 
legislation, is becoming increasingly complex and uncertain due to the revisiting of key concepts by 
tax administrators. 

On 21 August 2013, the ATO released a draft taxation ruling56 addressing the definition and scope 
of exploration for PRRT.  The release of the draft ruling was accompanied by a discussion paper that 
raised a number of matters connected with the date of effect of the ruling.  From an industry 
perspective, the ruling effectively narrows the definition and scope of exploration for PRRT 
purposes.  While the ruling has a prospective application date (as it is proposed to apply to 
expenditures incurred following the release of ruling), it is silent on the treatment of past costs.  
The treatment of past costs was in part addressed in an accompanying discussion paper.  APPEA 
responded to the draft ruling objecting to the definition proposed and raised concerns about 
changes in the interpretation previously advised and administered by the ATO.  Below is a summary 
of a number of the issues that have been raised by APPEA.  

In the draft ruling, the Commissioner forms the view that there is nothing in the statutory context 
necessarily to support other than a core meaning of ‘exploration’ being the ordinary meaning.  He 
considers that ordinary meaning refers to those searching, investigative and limited appraisal 

                                                                 

55 See jbh.ministers.treasury.gov.au/media-release/013-2013 and www.financeminister.gov.au/media/2013/mr_2013-7-joint.html.  
56 See law.ato.gov.au/atolaw/DownloadNoticePDF.htm?DocId=DTR%2FTR2013D4%2FNAT%2FATO%2F00001&filename=pdf/pbr/tr2013-
d004.pdf&PiT=99991231235958. 

http://jbh.ministers.treasury.gov.au/media-release/013-2013/
http://www.financeminister.gov.au/media/2013/mr_2013-7-joint.html
http://law.ato.gov.au/atolaw/DownloadNoticePDF.htm?DocId=DTR%2FTR2013D4%2FNAT%2FATO%2F00001&filename=pdf/pbr/tr2013-d004.pdf&PiT=99991231235958
http://law.ato.gov.au/atolaw/DownloadNoticePDF.htm?DocId=DTR%2FTR2013D4%2FNAT%2FATO%2F00001&filename=pdf/pbr/tr2013-d004.pdf&PiT=99991231235958
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activities that are directed towards discovering resources including determining whether it is 
technically feasible to extract it. 

APPEA considers this view to be incorrect as it would create a significant black-hole not identified 
and unintended by Parliament. This would mean expenditure incurred for the purpose of making a 
decision to mine that is not preparatory to the carrying on of mining operations, facilities and other 
things comprising a petroleum project is not exploration. It seeks to define the ordinary meaning of 
exploration in a narrow sense unrelated to its context in the PRRT legislation and in a manner that 
does not promote the intent and purpose of the framework of the Act. 

In APPEA’s view, the ruling is taking too narrow a view of the meaning of exploration and does not 
take account of: 

 The need to interpret the words in their context. 

 The need for the ATO to have regard to the intention of the Act in respect of its operation 
within the petroleum industry. 

 The fact that the concept of exploration had a generally understood meaning both in the 
industry and in taxation laws at the time the legislation was introduced and in that sense may 
be argued to have had a technical legal meaning which differs from the ordinary meaning. 

Even in its ordinary and common usage, the concept of exploration is broader than the concept of 
prospecting which encompasses the search or exploration of a region, or working of a claim 
experimentally in order to test its value.  As the word exploration suggests, the ordinary meaning 
also covers activities which are exploratory in nature including investigation, scrutiny and 
examination. 

In addition, exploration is not undertaken in a vacuum to merely identify the presence of a 
resource, but is undertaken with a particular objective in mind, namely to identify, locate and 
understand a resource which is capable of economic exploitation and in the context of the Act, 
capable of development into a project.  The context suggests that the investigation, scrutiny and 
the examination is not merely one directed towards finding a resource and whether it is technically 
feasible to extract it, but is directed towards the investigation, scrutiny and examination necessary 
to find and understand a resource which is capable of development into a petroleum project that 
will produce a marketable petroleum commodity. 

There is also nothing to suggest that the meaning of exploration for the purposes of the Act should 
not be based on a phased approach to defining exploration.  That is, activities in relation to the 
discovery and determination of a commercially recoverable accumulation of petroleum which 
support a decision to mine are exploration and activities in relation to the development and 
recovery of petroleum involve general project expenditure.  Exploration is a means by which a 
taxpayer achieves its objective.  The relevant objective goes beyond prospecting and includes 
investigating, evaluating and scrutinising information that is relevant to the decision to mine.  This 
decision making process is part of a continuum that is recognised by the phase approach.  To ignore 
the phase approach is to ignore the context in which the Act was drafted and intended to operate, 
thereby frustrating the intent and purpose of the Act. 

Furthermore, APPEA considers that there is the very real possibility of the creation of categories of 
‘black-holed’ expenditure through the adoption of the approach proposed in the draft ruling.  This 
could arise both in terms of non-transferable expenditure where a production licence never comes 
into force in relation to an exploration permit or retention lease, and through the possibility of 
expenditures falling outside the scope of the relevant sections.  These outcomes would clearly be 
inconsistent with Parliament’s intentions to encourage exploration. 
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APPEA also notes that the Government has raised regulatory uncertainty as a key area of policy 
priority.  As part of their policy framework, it has identified concerns about the impacts on parties 
arising from the inconsistent and changed positions adopted by decision makers, including parties 
finding themselves subject to legal proceedings or penalties for actions where they have acted in 
good faith.  To address this concern, the Government has indicated that they will 

… avoid retrospective or administrative rulings (i.e., rulings contrary to prior administrative 
practice), except in extreme circumstances where there is a compelling and reasoned 
justification consistent with wider community benefits or national interests. 

Recommendation: In addressing the existing technical and policy uncertainties associated with the 
operation of the PRRT legislation, an approach is adopted is adopted by the Government that 
recognises industry practice and that avoids narrow and/or technical constructs that do not reflect 
operational and commercial operations in the industry. 

Abolition of ‘Onshore’ Crude Oil and Condensate Production Excise 

The resource taxation framework that applies to oil and gas production in Australia is multi-layered 
and in many cases involves both Federal and State/Territory taxing powers.  In summary, the 
regime is broadly as follows: 

 Prior to 1 July 2012, all ‘offshore’ projects, with the exception of those production licences 
derived from Exploration Permits WA-1-P and WA-28-P (the North West Shelf Project) were 
subject to the provisions of the Petroleum Resource Rent Tax Assessment Act 1987.  From 1 July 
2012 and onwards, the application of the PRRT regime was extended to cover all activities in 
both ‘offshore’ and ‘onshore’ areas. 

 In addition to PRRT, production sourced from the North West Shelf Project is subject to 
Commonwealth crude oil and condensate excise and Commonwealth petroleum royalty. 

 Onshore production and that sourced from projects located in submerged lands under state 
jurisdiction is subject to Commonwealth crude oil and condensate production excise and 
royalty under the relevant state/territory jurisdiction (plus PRRT). 

The crude oil excise regime has been in place since the mid-1970s.  As outlined above, it applies in 
conjunction with the Commonwealth royalty or state/territory royalties (depending on the location 
of a project).  With the exception of the North West Shelf Project, no other offshore projects are 
subject to production excise or royalties.  It was originally introduced as a levy on each barrel of oil 
production sold from eligible areas, and was then substantially modified in 1983 such that it then 
applied at varying rates depending on the discovery and development date of the relevant 
producing field or project.  In April 1984, the ‘new oil’ excise scale was introduced, while the 
‘intermediate scale’ was introduced at the end of 1984 to encourage the development of satellite 
fields that had become uneconomic under the ‘old oil’ scale.  In July 1987, a 30 million barrel excise 
exemption for each field was introduced to further stimulate the development of oil discoveries.  In 
the 1977-78 Federal Budget, a number of announcements were made covering the operation of the 
excise regime.  In relation to condensate, the following was announced: 

The levy will not apply to condensate marketed separately from a crude oil stream; such 
condensate may now be sold at commercially negotiated prices.  Nor will the levy apply to 
liquefied petroleum gas fields yet in production.  This will assist the marketing of LPG and 
condensate from fields already discovered but not yet developed in the North West Shelf 
and Cooper Basin.  Condensate sold commingled in a crude oil stream will continue to be 
treated as crude oil for pricing and levy purposes. 
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Condensate and gas production remained subject to petroleum royalties.  A further adjustment was 
introduced in 1995 which allowed for condensate that was either produced or marketed separately 
from crude oil to be excise exempt.  This ensured that condensate was not regarded as crude oil for 
the purposes of the excise regime merely because of the fact that it was commingled with crude oil 
post the point of production.  Overall, the arrangement provided an important stimulus for 
companies to explore for and make subsequent investment decisions to produce condensate that 
occurs in association with natural gas.  The production of condensate can underpin the economics 
of gas projects. 

On 13 May 2008, the Australian Government announced an intention to remove the exemption of 
condensate from the crude oil excise regime.  The Treasurer stated that the 

… measure will increase the return to the Australian community from allowing private 
interests to extract non-renewable energy resources located in the North West Shelf project 
area and onshore. 

Information currently available to APPEA in relation to onshore production indicates that very few 
petroleum fields have or will ever exceed the 30 million barrel excise free allowance threshold.  
Even in the very limited cases where this threshold may be passed, the annual levels of production 
that will apply to the relevant taxable areas will most likely be insufficient to incur an actual excise 
liability.  In effect, there is not expected to be any duty incurred for onshore crude oil and/or 
condensate production in Australia.  Despite this, all onshore producers are required to meet the 
on-going verification, administrative and compliance obligations imposed by the excise regime. 

In addition to the compliance obligation on companies, the imposition of a potential excise liability 
on onshore crude oil and condensate production (in the event of a future discovery) has the real 
potential to discourage future exploration decisions.  In particular, this may have implications for 
exploration in frontier onshore areas where the risk/reward balance can be different to more 
traditionally explored regions.   

High risk frontier exploration requires a fiscal framework that provides an incentive for risk capital 
to be directed towards these areas – the imposition of a potential excise liability on future 
discoveries clearly sends a negative fiscal signal.  The imposition of this form of taxation will be 
even more complex in the event that liquids production is generated from unconventional sources.  
For example, the definition of a ‘field’ that currently exists will largely be unworkable in the context 
of the different geological factors associated with unconventional resources. 

The Government has also effectively recognised that PRRT is now its primary mechanism for the 
taxation of crude oil and condensate and therefore the continued application of excise for areas 
that are unlikely to incur a liability is inconsistent with established benchmarks. 

Recommendation: In recognition that: 

 Production excise duty is unlikely to be payable on current onshore discoveries, 

 There are ongoing reporting and compliance burdens being placed on many onshore producers, 

 The Commonwealth now applies PRRT to all onshore petroleum production, and 

 The potentially negative impact that production excise can have on onshore exploration 
decisions, 

the Government should remove the operation of the crude oil and condensate production excise 
regime from all onshore areas. 
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Petroleum royalties – transparent and ‘principles-based’ application 

Petroleum (oil and gas) royalties are levied under each state and territory.  While the specific 
provisions vary slightly between each jurisdiction, overall, royalty is generally payable at a rate of 
ten per cent of the ‘wellhead value’ of production.  Petroleum royalties can have a significant 
impact on project economics because they are not profits based and are often incur by a licensee 
prior to recovery of all projects costs. 

The ‘wellhead value’ forms the centrepiece of the operation of the petroleum royalty systems.  In 
simple terms, the determination of the wellhead value of production is undertaken on the basis of 
deducting the costs of processing, treating, transporting and/or storing petroleum between the 
wellhead and the point of sale from the proceeds of the sale of petroleum.  This value is then used 
to determine the royalty liability for any given period through the application of the applicable 
royalty rate (usually ten per cent).  This approach is broadly consistent across all jurisdictions. 

In the context of determining what represents deductible expenditure in the ascertainment of the 
wellhead value, it is important that a principles based set of provisions exist.  That is, if a cost is 
incurred by a company, it should be deductible if it involves or is connected with an activity or 
activities necessary for the processing, treating, transporting or the storing of petroleum.  That is, 
the receipts received from the sale of the petroleum should be reduced by an amount equal to the 
cost of getting the petroleum to that point (excluding pre-wellhead costs).  The experience of some 
companies to date is that deductions can be excluded, despite the fact that they are being incurred 
between the wellhead and point of sale.  APPEA is aware that in some cases, the costs are being 
denied despite the fact that a condition or expectation associated with the granting of a license is 
that these activities be undertaken. 

Recommendation: The Government encourages all jurisdictions to adopt a principles based 
approach to determining a royalty liability for oil and gas production, and that all costs incurred in 
connection with the processing, treating, transporting or the storing of petroleum be deductible in 
the determination of the wellhead value for royalty purposes. 

Cash bidding for nominated ‘offshore’ acreage – an additional fiscal impost on exploration 

APPEA remains a strong supporter of retaining the work programme bidding system for the release 
of all exploration acreage. 

The work programme bidding system has served Australia well and has positioned the nation to be 
a leader in the supply of gas to both domestic and global markets.  The industry has estimated to 
have paid nearly $200 billion in resource taxation since the early 1970s.  It is important that 
potentially significant future taxation streams are not threatened by short-term revenue objectives.  
However, it is recognised that legislation to enact key elements of the measure for offshore areas 
was passed by the Australian Parliament in late 2013. 

APPEA notes that the Government is currently developing guidelines that are intended to provide 
information and assistance in terms of the operation of the regime.  Key elements of the guidelines 
that APPEA considers need to be revisited in a policy context are: 

 Prequalification – the proposed provisions are inflexible, excessively complicated and will 
arguably make it difficult for some companies to prequalify to bid for acreage. 

 Reserve price – there are considered to be a number of impracticalities associated with both 
establishing a reserve price and the decision as to whether the reserve price should be 
disclosed. 
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 Forfeiture of deposits – there are a number of circumstances where bidders may lose a 10 per 
cent deposit where such an outcome would appear to be inequitable.  

 Companies will be exposed to significant expenses through a rigid cost-recovery framework. 

 The ability of smaller companies to participate in the offshore acreage release bidding process 
may be threatened if appropriate settings are not established. 

Recommendation: The Government revisits a number of key elements of the legislative package 
that implements the offshore cash bidding regime to ensure that it works in a manner that does not 
diminish investor confidence in the integrity of the overall acreage release framework. 

Exploration Development Incentive 

The Government has announced that it will introduce an Exploration Development Incentive that 
will allow investors to deduct the expense of mining exploration against their taxable income.  
Under the scheme, the ATO will determine a proportion of expenses that can be claimed as tax 
credits by investors.  The scheme will target small exploration companies by limiting eligibility to 
companies with no taxable income.  It will start for investments made from 1 July 2014 and will be 
capped at $100 million over the forward estimates period (four years). 

Under the proposed programme, a tax credit will be provided to Australian resident shareholders 
for eligible ‘greenfields’ exploration expenditure incurred in Australia.  A ‘no taxable income’ test 
will ensure that the programme is only available to junior minerals explorers.  APPEA understands 
that the scope of the regime will be limited to mining companies.  That is, it will not extend to oil 
and gas activities.  It is unclear as to the policy basis for such a quarantining of the scope of the 
regime to one sector of the resources industry. 

Recommendation: The Government commits to extend the scope of the ‘Exploration Development 
Incentive’ to include oil and gas exploration. 

AREAS WHERE APPROVALS PROCESSES COULD BE FURTHER STREAMLINED WHILE MAINTAINING 
PROPER ENVIRONMENTAL AND SOCIAL SAFEGUARDS and FURTHER WAYS THAT REGULATORY 
BURDENS COULD BE REDUCED WHILE MAINTAINING APPROPRIATE LEVELS OF DISCLOSURE AND 
TRANSPARENCY IN ENERGY MARKETS 

Every step in the exploration, development and production of crude oil and natural gas is highly 
regulated.  The industry supports objectives/risk-based regulatory regimes that are based on sound 
scientific principles. However, when regulation is poorly designed and implemented or 
unnecessary, the burden falls on businesses and ultimately on the Australian economy.  Regulatory 
regimes that restrict innovation and flexibility, and impose unnecessary, duplicative or inconsistent 
bureaucratic processes unrelated to the risk of the activity and for no net benefit, pose a real threat 
to ongoing investment, growth and prosperity.  As a result the reduction of regulatory burden is an 
important part of improving the competitiveness of Australia’s industry and the performance of the 
Australian economy. 

APPEA believes that further reforms are needed to remove unnecessary and duplicative regulation 
at all levels of government(s).   

Cost of regulation 

The financial impact of duplicative and inefficient regulation can be viewed in the short-term 
through an increase in compliance costs, and in the medium to long terms in a deterioration of 
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project economics.  In addition, the critical timelines associated with capturing market 
opportunities can be compromised, with the worst outcome leaving resources stranded. 

Compliance costs are incurred as a direct consequence of meeting regulatory obligations.  The 
Productivity Commission57 defines business administrative and compliance costs to include: 

…the administrative costs of undertaking paperwork, compiling the information, and 
reporting to regulators.  There can also be more substantive compliance costs, such as the 
investment in staff training and systems and other capital upgrades required to comply with 
regulation. 

In the oil and gas industry, compliance costs are incurred across a wide range of activities, including 
for initial environmental approvals and then in the ongoing management and reporting of those 
approvals to regulators and the community.  They can be particularly burdensome on small 
companies.  Complying with environmental regulation has increased the amount of time needed 
for obtaining approvals.  Extensive paperwork for even straightforward and well-understood 
exploration activities means opportunities, such as an unexpected opening in a seismic vessels work 
programme, are being lost.  Companies are simply either unable to gain the required approvals fast 
enough or are needing to divert available funds away from exploration and/or development 
activities. 

Estimating the financial impact of project delays 

Poorly managed environmental regulation has real potential to negatively impact on project 
economics. Delays in a project schedule or higher costs for a project reduce or delay the collection 
of taxation revenues for governments (in the form of resource and company taxes). 

In the report Cutting Green Tape – Streamlining Major Oil and Gas Project Environmental Approvals 
Process in Australia58, APPEA estimated the impact on project economics and the potential loss of 
government taxation revenues under a range of different scenarios and project structures. 

The modelling assumed a range of negative impacts on projects: 

 Project delay: A delay of two years to both the construction of the project and the 
commencement of production. 

 Production delay: A delay of two years in the commencement of production, but no delay in 
the planned project expenditure profile. 

 Construction cost increase: An overall increase of 10 per cent in the capital cost of a project. 

 Production phase cost increase: An increase of 10 per cent in the operating costs of a project. 

Impact on project economics 

Any change to regulation that increases costs can undermine the overall profitability and 
economics of a project.  The worst-case outcome is that a project fails to proceed.  The most useful 

                                                                 

57 See www.pc.gov.au/__data/assets/pdf_file/0015/114171/05-regulation-reforms-chapter2.pdf for further information. 
58 APPEA (2013), Cutting Green Tape: Streamlining Major Oil and Gas Project Environmental Approvals Processes in Australia, 25 March 
(available at www.appea.com.au/wp-content/uploads/2013/04/APPEA_Cutting-Green-Tape.pdf). 

http://www.pc.gov.au/__data/assets/pdf_file/0015/114171/05-regulation-reforms-chapter2.pdf
http://www.appea.com.au/wp-content/uploads/2013/04/APPEA_Cutting-Green-Tape.pdf
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approach for measuring the impact of a change in a project’s overall cost base is through 
movements in the internal rate of return (IRR). 

The IRR is a financial measure that estimates the rate of return that equates the net present value 
of a project’s cash flows with zero.  Generally speaking, a higher IRR means a project is more 
attractive to an investor.  While delays to construction timelines and production schedules will 
affect a project’s IRR, analysing the impact of higher costs (through increased construction or 
higher operational expenditures) best demonstrates the impact of increased costs. 

Table 2. Impact on project internal rates of return – cost increase (per cent) 

 Capital cost increase Operating cost increase 

 5 per cent 10 per cent 5 per cent 10 per cent 

Offshore LNG -0.49 -0.95 -0.06 -0.11 

Onshore LNG -0.60 -1.16 -0.10 -0.21 

Source: APPEA (2013). 

The estimated falls in the project IRR’s demonstrate the impact of increased costs on project 
economics.  While the biggest reductions arise through increases in construction costs, increases in 
operating costs also impact on project economics. 

Impact on government taxation receipts 

From a government taxation perspective, the greatest fall in government revenue collections 
occurs if there is a delay in the commencement of production (while the original construction cost 
schedule is unchanged).  While the prospect of such a scenario arising is relatively minor, it 
represents a worst-cast case outcome with an estimated reduction in the new present value of 
government revenues falling from 14.0 per cent for an Onshore LNG project to 14.9 per cent for an 
Offshore LNG project. 

Table 3. Estimated reduction in Government taxation discounted cash flows (per cent) 

 Offshore LNG Onshore LNG 

Project Delay (2 years) -12.1 -6.9 

Production Delay (2 years) – no cost deferment -14.9 -14.0 

10 per cent Capital cost increase -5.8 -4.1 

10 per cent Operating cost increase -1.2 -2.2 

Source: APPEA (2013). 

More likely is a reduction in the construction (and therefore production) schedule of a project.  
Such a situation also leads to substantial falls in the value of tax to government.  In dollar terms, 
this equates to a fall in value for the government of nearly $1.3 billion for an offshore LNG project 
and more than $350 million for an onshore project. 
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Details on the results are contained in the APPEA Cutting Green Tape: Streamlining Major Oil and 
Gas Project Environmental Approvals Processes in Australia report. 

Alternative Sensitivity Results – Productivity Commission 

In addition to data generated by APPEA, the Productivity Commission undertook an analysis of the 
cost of a delay of one year in a large offshore LNG project.  The Commission’s report Major Project 
Development Assessment Processes59 at page 202 estimated an overall loss of value of $1.1 billion 
or 9 per cent (central estimate) comprised of the loss of value to both the project proponent (from 
delayed profits) and the wider community (through delayed tax payments).  This provides further 
support to the view that duplicative or inefficient regulation can have major impact on both 
investor and community returns. 

Streamline project approvals while maintaining environmental safeguards 

The Australian oil and gas industry has repeatedly identified substantial duplication in regard to 
environmental approvals.  Unnecessary, subjective, prescriptive and/or duplicative regulation can 
have a significant impact on the costs of oil and gas projects, reduce certainty and hinder further 
investment. 

Many offshore petroleum activities cross the boundaries between state and commonwealth 
jurisdictions and as a result require both state and commonwealth government approvals.  
Significant differences, inconsistencies and duplication in legislative requirements exist between 
the jurisdictions resulting in a heavy and costly regulatory burden for industry and increased 
administrative burden for regulators.  There is clear scope for significant streamlining of 
requirements across all of the jurisdictions. 

For example, it took more than three years and a 13,500 page Environmental Impact Statement for 
the Gladstone LNG Project to achieve commonwealth and state approval.  These approvals 
imposed 1,200 strict conditions over the project’s operations and requirements for further 
extensive scientific work to be undertaken as the project proceeds. 

Any conditions should be clearly defined and focused on specific outcomes that deliver significant 
environmental benefits.  There is no point in compelling project proponents to spend large sums on 
programmes with little environmental value.  Streamlining oil and gas approvals could save 
taxpayers and industry millions of dollars without weakening safety and environmental outcomes. 

The Australian Government has already commenced a process to establish a ‘one-stop-shop’ for 
Commonwealth and State/Territory Government environmental approvals under the EPBC Act.  
Considerable progress has also been made to streamline the environmental assessment of 
petroleum activities in Commonwealth waters under both the EPBC Act and the Offshore Petroleum 
and Greenhouse Gas Storage Act 2006 (OPGGS Act) 60.  While there is significant work to be 

                                                                 

59 See www.pc.gov.au/projects/study/major-projects/report and www.appea.com.au/media_release/productivity-commission-report-
identifies-logical-regulatory-improvements-for-major-projects for further information. 
60 See www.appea.com.au/media_release/moves-to-reduce-unnecessary-green-tape-a-step-forward and 
www.appea.com.au/media_release/sensible-move-to-assess-offshore-regulations for more information. 

http://www.pc.gov.au/projects/study/major-projects/report
http://www.appea.com.au/media_release/productivity-commission-report-identifies-logical-regulatory-improvements-for-major-projects
http://www.appea.com.au/media_release/productivity-commission-report-identifies-logical-regulatory-improvements-for-major-projects
http://www.appea.com.au/media_release/moves-to-reduce-unnecessary-green-tape-a-step-forward
http://www.appea.com.au/media_release/sensible-move-to-assess-offshore-regulations
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completed to ensure that the strategic assessment process delivers a genuine reduction in the 
regulatory burden for offshore approvals, the early signs are promising. 

Reforms Underway 

With regard to the establishment of the framework for a ‘one-stop-shop’ for Commonwealth and 
State/Territory Government environmental approvals, APPEA notes that the legislative regimes 
applying in the Commonwealth and various states and territories are often very different in their 
approach.  This is particularly the case for environmental laws applying to the petroleum industry.  
For example, prescriptive, “conditions- based” regimes apply under the EPBC Act and in 
Queensland.  By contrast, Western Australia and South Australia (for example), have 
objective/risk-based regimes analogous to that of the OPGGS Act.  

The oil and gas industry generally favours the adoption of objective/risk-based regimes that allow 
operators to find the best way of achieving the required outcomes.  We therefore believe that the 
bilateral agreement making process should take account of the differences across jurisdictions. 

Care should be taken to avoid the adoption of prescriptive approaches into objective/risk-based 
regimes.  Similarly, from an operator’s perspective, changes that would require major amendments 
to the existing state legislative regime or significant new regulatory processes would be undesirable 
as they introduce uncertainty into settled approvals regimes and procedures. 

The strategic assessment process being undertaken under the EPBC Act for offshore approvals by 
National Offshore Petroleum Safety and Environmental Management Authority (NOPSEMA) may 
present a model that could be utilised to further streamline onshore industry approvals.  This 
process ensures environmental processes achieve the objectives of the EPBC Act rather than 
duplicating the EPBC Act approval processes.  

Further areas for reform 

While APPEA acknowledges that much needs to done to successfully implement the reforms 
underway, we believe that addressing the areas outlined below are would further the 
Government’s objective of achieving regulatory efficiency and strong environmental standards and 
complement the work done to date on delivering a “one-stop shop”. 

Safety and environmental approvals for petroleum activities in state waters (“inshore matters”)  

A number of offshore petroleum activities cross the boundaries between state and Commonwealth 
jurisdictions and as a result require both state and commonwealth government approvals.  For 
example, an operator of a pipeline crossing federal and state waters needs to submit a safety case 
and environmental plan to NOPSEMA for the pipeline section in commonwealth waters as well as 
submitting separate approvals to state authorities for the pipeline section in coastal waters.  Similar 
dual-track approvals processes are required for activities such as seismic surveys and when 
undertaking incident contingency planning.  Significant differences and inconsistencies often exist 
in legislative requirements between the jurisdictions resulting in an increased regulatory burden for 
industry and increased administrative burden for regulators. 

Under the Offshore Constitutional Settlement agreement (1979) dealing with commonwealth and 
state jurisdiction in the waters to the edge of the territorial sea, the States agreed to align their 
respective legislation and regulations with that of the Commonwealth.  Among other things, it was 
recognised that this would provide consistency to operators.  The OPGGS Act contains mechanisms 
for the States or Northern Territory to confer environmental functions (as well as Occupational 
Health and Safety (OH&S) and structural integrity matters) in designated coastal waters (generally 
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the first three miles seaward of the territorial sea base line) to NOPSEMA.  However, these have not 
been fully utilised by the states or the Northern Territory.  In most cases, no conferrals have 
occurred; or in cases where they have been conferred (OH&S), most have since lapsed. 

Recommendation: APPEA supports the conferral of the responsibility for environmental approvals 
(as well as OH&S and integrity) of petroleum activities within three mile state and territorial water 
limits to NOPSEMA would represent a vital next step in the regulatory reform process for the oil 
and gas industry. 

APPEA believes this is an area in which the Australian Government should continue to engage state 
governments. 

Repeal of the ‘water trigger’ for CSG activities under the EPBC Act  

The June 2013 amendments to the EPBC Act introduced impact on water resources as a matter of 
National Environmental Significance (NES) in relation to natural gas from coal seams and large coal 
mining activities (the water trigger). 

APPEA continues to contend there was no clear policy failure warranting the introduction of the 
water trigger and endorses statements made by the Coalition during debate on the amendment 
that the legislation was “driven completely by the politics of the (then) government and not 
science.”  Indeed, the water trigger was never even subjected to the most rudimentary regulatory 
impact assessment process.  The amendments have created an additional unnecessary layer of 
approval, imposing a preventable regulatory burden on industry and the resources of the Australian 
Government. 

As the Government has acknowledged, the Australian natural gas industry works within a robust 
regulatory framework for environmental approvals and water management.  Existing assessment 
processes require detailed scientific, social and economic analysis of both surface and groundwater 
at both a local and regional scale to ensure potential impacts are understood, mitigated and 
managed.  As an example of the comprehensive nature of the existing regime, it took three years 
and three months and a 13,500 page Environmental Impact Statement (EIS) for Commonwealth and 
State approval to be granted for the Santos GLNG Project.  These approvals included 1,200 strict 
conditions over the project’s operations and requirements for further, extensive scientific work to 
be undertaken as the project proceeded. In relation to water, the EIS process included numerous 
studies and reviews by companies, regulators and independent scientific authorities to understand 
the potential impacts of the project.  There are 35 different documents covering water 
management, monitoring, impact assessments and studies. 

The Productivity Commission’s recent report into Major Project Development Assessment Processes 
examined inefficiencies in the regulatory processes that currently apply to major projects in 
Australia.  It made a specific recommendation (Recommendation 6.3) that the Government should 
repeal the water trigger amendment should a regulatory impact assessment indicate that the 
trigger does not provide meaningful benefits to the community. 

APPEA acknowledge that the Government, through the Minister for the Environment, the Hon Greg 
Hunt MP, has worked to streamline the administrative complexities involved in the water trigger 
approvals as they affect coal seam gas development proposals and has approved a number of 
applications.  However, the issue remains a key concern for the oil and gas industry.  It adds to the 
cost and time-frames of approvals, and the risks that industry must consider when investing in 
Australia. 
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It also prevents full implementation of bilateral agreements.  While the state may be accredited 
with the responsibility for assessing and granting most EPBC Act environmental approvals, water 
trigger related actions are unable to be approved by the States and Territories under an approvals 
bilateral agreement.  This is due to the specific preventative provisions that were inserted in the 
EPBC Act during the passage through the House of Representatives.  It could make the water trigger 
the only exception in the EPBC Act to Commonwealth authorisation of State approvals of EPBC Act 
matters, when approvals bilateral agreements are made. 

Recommendation: The water trigger, under the Environment Protection and Biodiversity 
Conservation Act 1999, should be repealed as a matter of priority. 

THE IMPACTS OF VARIABLE LAND ACCESS POLICY AND WAYS THE COMMUNITY COULD BE BETTER 
INFORMED AND ENGAGED ON DEVELOPMENT IN THE ENERGY SECTOR 

As the Issues Paper notes on page 21 

The Standing Council on Energy and Resources adopted a multiple land use framework and 
a harmonised framework for CSG regulation, but this has not delivered a nationally 
consistent framework for land access because of an inconsistent overlay of additional 
regulation. 

APPEA supports the work of the SCER and the development of the Multiple Land Use Framework 
(MLUF), which provides a platform for consistency across government in relation to land access.   

Delivery of a nationally consistent framework for land access is a significant task. As the MLUF only 
received formal endorsement by SCER in December 2013, it is too early to determine whether the 
MLUF will be successful in delivering reform.   

The petroleum sector recognises that good communication and trust-building is necessary to 
underpin successful coexistence between the oil and gas and agricultural sectors.   On this basis, 
APPEA is working in Queensland with AgForce and in Western Australia with Western Australian 
Farmers Federation (WAFarmers) and the Pastoralists & Graziers Association of WA to establish a 
shared understanding of how science and cooperation can help in resolving technical issues and 
concerns about petroleum exploration activities. 

In WA, these discussions have primarily focussed on the areas where activity is proposed or 
underway including the Canning Basin, the north Perth Basin and the Carnarvon Basin. 

In Queensland, a successful community education programme is currently being run by Agforce 
with funding support from APPEA, the Queensland Government, and the GasFields Commission 
Queensland.  APPEA considers that joint initiatives such as this are an effective way to achieve the 
goal of building community trust and should continue to be supported by government. 

TRADE AND INTERNATIONAL RELATIONS  

HOW TO GROW THE EXPORT OF VALUE-ADDED ENERGY PRODUCTS AND SERVICES 

Australia’s export of value-added natural gas has been a key source of growth and strength in the 
Australia economy in recent years and continued growth will make an ongoing and positive 
contribution to the Australian economy in general and the communities within which the industry 
operates. 
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As noted above, value adding is often seen as a way of improving our net export performance, 
through exporting higher value products.   

As was also noted above, analysis by DAE61 considered the value-adding provided to the Australian 
economy by a range of industries and found: 

The gas sector in particular has a high value added component, with the most recent ABS 
Input Output table suggesting a value add ratio of 0.80 for the oil and gas sector, compared 
to an average of 0.28 across the manufacturing sector as a whole (with the ratio in some 
parts of the sector as low as 0.13).  Notably, 0.80 is the highest value added ratio observed 
in the Australian economy, and 0.13 is the lowest of the value added ratios. 

This means that, as Australia’s highest value-adding industry, any focus on further developing the 
export of value-added energy products and services, should have Australia’s oil and gas industry as 
a key point of focus.  As is acknowledged in the Issues Paper (page 23) 

“… Australia is value-adding to its gas resources by conversion to LNG for export …” 

Australia’s oil and gas technology and expertise forms an important component of Australia’s 
export performance. 

Recommendation: The recommendations made in this submission provide a solid foundation to 
ensure that Australia’s value-added energy exports can grow through the development of the 
Australian upstream oil and gas industry, and particular the export gas sector. 

WAYS TO REMOVE UNNECESSARY BARRIERS TO CONTINUED FOREIGN INVESTMENT IN AUSTRALIA’S 
ENERGY SECTOR 

Australia’s upstream oil and gas industry is one of Australia’s most globally integrated industries, 
with foreign investment from many parts of the world playing a key role in the development of 
major projects in the Australian industry.  This investment has been a feature of the industry 
throughout its history and it is the case, for example, that all of Australia’s LNG export projects 
feature foreign investment. 

In addition to providing access to the large pools of capital required to develop projects of the 
magnitude of LNG export projects, foreign investment has allowed the industry to take advantage 
of the best technical and human capital available to the industry and has assisted in Australia taking 
a world-leading role in LNG development. 

As was noted above, the major challenge to the industry’s continued growth is maintaining 
Australia’s international competitiveness in the face of growing global competition.  A high-cost 
local environment and the emergence of new LNG competitors in East Africa, North America and 
other locations has increased the level of competition Australia faces as its seeks to win market 
share and attract investment. 

                                                                 

61 Deloitte Access Economics (2013), The economic impacts of a domestic gas reservation, 2 October, page 24 (available at 
www.appea.com.au/wp-content/uploads/2013/10/DAE-Economic-impacts-of-gas-reservation-2.pdf). 

http://www.appea.com.au/wp-content/uploads/2013/10/DAE-Economic-impacts-of-gas-reservation-2.pdf
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The industry and governments must do everything possible to ensure the $200 billion in projects 
under construction commence production in a timely manner and that Australia secures future oil 
and gas investment opportunities. 

Recommendation: To ensure Australia remains an attractive destination for investment in the 
upstream oil and gas industry, the EWP should take positive steps to implement each of the 
recommendations contained in this report.  It should also comprehensively reject regulatory 
interventions62, such as a domestic gas reservation policy or ‘national interest’ test that would 
endanger Australia’s investment profile, including for foreign investors. 

WAYS TO SUPPORT BUSINESS TO MAXIMISE EXPORT OPPORTUNITIES FOR AUSTRALIA’S ENERGY 
COMMODITIES, PRODUCTS, TECHNOLOGIES AND SERVICES, INCLUDING THE VALUE OF AUSTRALIA’S 
PARTICIPATION IN THE VARIETY OF INTERNATIONAL FORUMS 

Australia’s engagement in international forums is a key way in which the Australian Government 
can support Australia’s efforts to maximise export opportunities and attract foreign investment into 
Australian industry.  With that in mind, APPEA welcomes the statement in the Issues Paper, on 
page 24, that the Government’s energy engagement policy objectives include: 

 promoting the development of global rules and standards that encourage free and fair 
trade in efficient and transparent energy markets; 

 encouraging the transparent and appropriate application of property rights and 
taxation regimes; and 

 promoting energy efficiency and the development of lower emissions technologies 

Recommendation: The conclusion of the range of Free Trade Agreements (FTAs) currently under 
negotiation should be a key short-term priority for the Government. 

WORKFORCE PRODUCTIVITY  

Improving productivity and accessing the skilled workforce needed to complete construction and 
operate the oil and gas projects that are under construction are priorities for the sector.  With 
major LNG projects due for completion in the next few years, demand for the skilled and 
experienced labour to operate these facilities is growing.  APPEA supports initiatives that support 
the efficient development of the Australian industry, and is working to identify, assess and analyse 
the drivers and impediments to productivity growth.  These drivers include: 

 Increasing training local capacity. 

 Improving labour mobility. 

 Streamlining access to temporary skilled migrants. 

                                                                 

62 APPEA’s submission to the Eastern Australia Domestic Gas Market Study, available at www.appea.com.au/submissions-and-reports-
2014 and www.industry.gov.au/Energy/EnergyMarkets/Pages/GasMarketDevelopment.aspx contains comprehensive critiques of both 
domestic gas reservation policies and a so-called ‘national interest’ test, drawing on work prepared for APPEA by DAE 
(www.appea.com.au/wp-content/uploads/2014/02/Eastern-DomGas-ATTACHMENT-2.pdf) and ITS Global (www.appea.com.au/wp-
content/uploads/2014/02/Eastern-DomGas-ATTACHMENT-3.pdf).  

http://www.appea.com.au/submissions-and-reports-2014
http://www.appea.com.au/submissions-and-reports-2014
http://www.industry.gov.au/Energy/EnergyMarkets/Pages/GasMarketDevelopment.aspx
http://www.appea.com.au/wp-content/uploads/2014/02/Eastern-DomGas-ATTACHMENT-2.pdf
http://www.appea.com.au/wp-content/uploads/2014/02/Eastern-DomGas-ATTACHMENT-3.pdf
http://www.appea.com.au/wp-content/uploads/2014/02/Eastern-DomGas-ATTACHMENT-3.pdf
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 Reform of the Fair Work Act 2009. 

 Addressing the decline of science, technology, engineering and mathematics subjects. 

THE NATURE OF ANY CURRENT SKILLS SHORTAGES BEING EXPERIENCED AND HOW THESE COULD 
BE ADDRESSED BY AND WITH INDUSTRY 

A recent report produced by the Australian Workforce Productivity Agency (AWPA) modelled the 
skills required for the industry as it moves from construction to an operations phase63. 

AWPA identifies oil and gas operations as having significant employment gains, with an expected 
57 per cent increase from 38,943 workers in 2013 to 61,212 in 2018, due to several LNG projects 
currently transitioning to the production phase in that timeframe. 

This rapid growth will impact the sector’s ability to source skilled workers, as will international 
competition for experienced and skilled operations technicians.  Industry has also identified a 
shortage of suitably experienced supervisors as having a very real impact on productivity, due to 
the skills dilution linked to rapid expansion in the sector and earlier promotion that under normal 
circumstances.  Experienced and suitably qualified project managers will continue to be in demand, 
as will process plant operators, whose numbers will swell from just a few hundred currently to 
more than 1,500 by 2018. 

The industry is undertaking a range of initiatives to provide training for local workers to perform 
these roles, including several diversity programmes that encourage indigenous and female 
participation.  The Perth-based Australian Centre for Energy and Process Training64 has forged 
several partnerships to increase the training sector’s capacity to develop skills for the industry, 
including those with Charles Darwin University, and also with Shell to develop the skills necessary 
for Floating LNG.  The National Apprenticeship Program provides advanced entry into various 
trades for skilled and experienced workers, including transitioning construction workers into LNG 
operations.  In Queensland, a GLNG and Skills Tech Training Centre is training workers to service the 
plants. 

Government support in the form of critical training infrastructure funding would expand the 
capacity to training local workers, and in the longer-term possibly also provide a global centre of 
excellence to provide training internationally. 

ACEPT is currently seeking to expand the current campus to incorporate extensive engineering 
training that could also tap into the plant facilities there, increasing numbers of multi-skilled 
tradespeople for the industry from across Australia.  Unfortunately, a partnership venture to 
develop a process operator training facility in Gladstone has had funding previously allocated under 
the federal Education Investment Fund withdrawn.  The Gladstone Energy Training Centre would 

                                                                 

63 Australian Workforce & Productivity Agency (2013), Resource sector skills needs: skills for a transitioning resources sector, December 
(available at www.awpa.gov.au/publications/Documents/Resources%20sector%20skills%20needs%202013%20final.pdf) and 
www.appea.com.au/media_release/report-highlights-need-for-oil-and-gas-skills-development.  
64 See www.challenger.wa.edu.au/campuses/specialist-training/Pages/acept-australian-centre-for-energy-and-process-
training.aspx#.Uvhk8rlWG70 for further information. 

http://www.awpa.gov.au/publications/Documents/Resources%20sector%20skills%20needs%202013%20final.pdf
http://www.appea.com.au/media_release/report-highlights-need-for-oil-and-gas-skills-development
http://www.challenger.wa.edu.au/campuses/specialist-training/Pages/acept-australian-centre-for-energy-and-process-training.aspx#.Uvhk8rlWG70
http://www.challenger.wa.edu.au/campuses/specialist-training/Pages/acept-australian-centre-for-energy-and-process-training.aspx#.Uvhk8rlWG70
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have provided 140 training places for local apprentices to ‘upskill’ without having to travel to 
Brisbane, and provided an east coast training facility located close to industry and employees. 

APPEA welcomes the comment on page 27 of the Issues Paper that 

… the Government recognises the importance of the Temporary Work (Skilled) 457 Visa 
allowing business-sponsored workers to come to Australia for up to four years. 

The rapid shift from construction to production will increase demand for specialist operators 
including roles that require particular experience.  It will be challenging to source sufficient 
domestic workers with the necessary experience in the short- to medium-term, which could impact 
on productivity.  Streamlined and efficient access to skilled overseas workers is essential if the oil 
and gas industry is to optimise its value to the economy and create ongoing, permanent jobs during 
the operational phase of resource projects.  In the oil and gas sector there are two key drivers for 
using 457 visas: 

 To access workers when the necessary skills and or experience, usually in highly specialised 
areas, are not available domestically. 

 To develop the skills, experience and careers of employees within a company who are located 
internationally (intra-company transfers). 

Most operational jobs in the industry are recruited, trained and developed locally.  The assumption 
that it is cheaper for companies to hire overseas workers than local ones is not accurate.  Bringing 
in workers from overseas on 457 visas is a relatively high-cost option. 

Research suggests that, for example, up-front relocation costs can be around $65,00065.  In 
addition, oil and gas industry experience is to allow a multiplier of between 2-2½ times base salary 
to employ overseas workers66. 

The oil and gas industry operates globally and is underpinned by a mobile, highly skilled global 
workforce. Australian workers benefit significantly from temporary skilled workers who have 
significant experience on projects around the world and share their knowledge and expertise with 
less experienced local workers.  In addition, as part of this international talent pool, a small number 
of Australian employees will, at some stage in their careers, be able to participate in project 
placements or secondments in other parts of the world as part of a company’s global talent 
development strategy.  These ‘professional development’ opportunities ensure that employees are 
at the cutting edge of a high technology and innovative industry, and that companies are retaining 
talent and optimising their global workforces. 

                                                                 

65 Bahn, S, Yap, G and Barratt-Pugh, L (2012), 457 visa workers in the Western Australian resources industry: the benefits and costs for 
business, migrant families, and the community, Edith Cowan University (available at 
www.ecu.edu.au/__data/assets/pdf_file/0003/406353/FINAL-34028-ECU_Research_Report-Web.pdf).  
66 For example, if a salary was say the equivalent of $100,000 for an Australian worker, the cost to employ an overseas worker would be 
up to $250,000 per annum over the life of the assignment.  These business costs generally include visa processing costs, flights, car, 
accommodation, medical checks, shipping costs for transporting personal effects, insurances, expatriate allowances and so on, and these 
can be significantly higher if, as in many cases, spouse and children are also involved. 

http://www.ecu.edu.au/__data/assets/pdf_file/0003/406353/FINAL-34028-ECU_Research_Report-Web.pdf
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Recommendation: The relevant sections of the Migration Act 1958 requiring labour market testing 
(inserted into the Act by the Migration Amendment (Temporary Sponsored Visas) Bill 2013) for 
457 visas be repealed. 

Engineering is central to our industry and requiring all engineering roles to be market tested will be 
an unreasonable burden and add significantly to project timeframes, costs and administration. 

Recommendation: Engineering occupations and qualifications be removed from the ‘protected 
experience’ and ‘protected qualification’ category. 

It is important that the oil and gas industry can assure international investors that Australia can 
secure the skills and talent necessary to ensure our mega projects are on time, on budget, safe and 
productive. 

THE CAPACITY OF INDUSTRY AND EDUCATION SECTOR-LED PROGRAMS TO MEET LONG-TERM 
TRAINING AND SKILLS DEVELOPMENT NEEDS OF THE ENERGY AND RESOURCES SECTORS 

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 
literacy, numeracy, and science, technology, engineering and mathematics (STEM) skills. 

Our technicians, engineers and professionals of the future will need to have solid foundation and 
STEM skills in order to participate in the oil and gas future.  Unfortunately, participation in STEM 
subjects has declined considerably in schools in recent years.  Encouraging more young people into 
science at all levels of school and the tertiary sector by developing engaging teachers and modern 
resources will improve our capacity to capitalise on the industry’s potential, and have broader 
benefits for our national ‘intelligence’. 

Recommendation: Policies and initiatives that might address this decline are necessary if Australia 
is to meet demand for the expanding oil and gas sector, particularly at the professional and tertiary 
qualified occupations.  A collaborative, national approach toward a strategy for promoting STEM 
subjects at schools is required. 

Other Issues 

Most of the questions for consideration in this section of the Issues Paper are focused heavily on 
heavily focused on training, skills and education issues.  The EWP should also focus on other current 
and prospective legislative, regulatory and policy challenges to improving workplace productivity.  A 
number of these issues are considered below. 

Consistent with the WEF report considered above, petroleum companies consider inflexible labour 
regulations are a major deterrent to investment.  The Fraser Institute report raised a number of 
concerning observations from those operating in the petroleum industry.  Of the 157 jurisdictions 
surveyed, Australian states and territories generally provide regulatory and fiscal stability, while the 
duplication and cost of regulatory compliance is identified as a significant barrier. 
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Addressing rising wages and lower productivity is a major challenge for the oil and gas industry.  
Recent analysis by DAE67 found that wages earned by certain classifications in the offshore marine 
support sector have almost doubled over the last decade.  The growth in offshore marine support 
sector wages (shown as green in Figure 12) has significantly outpaced growth in the general wage 
price index over the last decade. 

Figure 12. Integrated rating wage growth, 2002 to 2012 

 

Source: Deloitte Access Economics (2013). 

There are a range of labour market barriers embedded in Australia’s industrial relations framework 
that are driving up wages and impacting adversely on productivity in the oil and gas industry. 

Fair Work Act 2009 

The Fair Work Act 2009 (FWA) is in need of reform 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 economy68. 

There are a range of institutional barriers under the FWA that impact major project development 
costs and raise project execution risk: 

 The requirement to negotiate greenfields agreements exclusively with employee organisations, 
which has exposed major projects to unreasonable union demands, 

 The expansion of the subject matter that can be bargained by relevant employee organisations 
for inclusion in Agreements under the FWA hampering efforts to improve productivity (for 
example, restrictions on use of contractors) and running counter to the productivity objective 
referred to in the Object of the Act (at section 3(a)), and 

                                                                 

67 Deloitte Access Economics (2013), Analysis of the offshore oil and gas marine support sector (available at 
www.amma.org.au/assets/media/2013MediaReleases/Aug/DAE_Analysis_offshore_oilandgas_marine_support_sector_final.pdf).  
68 APPEA lodged a submission to the Fair Work Act Review Panel that considers some of these issues in more detail.  See 
submissions.deewr.gov.au/sites/Submissions/FairWorkActReview/Documents/AustralianPetroleumProductionandExplorationAssociatio
n.pdf further information. 

http://www.amma.org.au/assets/media/2013MediaReleases/Aug/DAE_Analysis_offshore_oilandgas_marine_support_sector_final.pdf
https://submissions.deewr.gov.au/sites/Submissions/FairWorkActReview/Documents/AustralianPetroleumProductionandExplorationAssociation.pdf
https://submissions.deewr.gov.au/sites/Submissions/FairWorkActReview/Documents/AustralianPetroleumProductionandExplorationAssociation.pdf
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 Right of entry provisions that allow unions right of entry to a site, regardless of whether they 
have members on that site.  

Negotiations for greenfields agreements have become particularly problematic.  Wage levels under 
a greenfields agreement applying to one major project have become the starting point on which 
negotiations for a greenfields agreement for another project begin.  With the requirement to 
negotiate exclusively with employee organisations and tight schedule and cost considerations, 
increases in wages and conditions that have applied to some projects have become unsustainable, 
risking future investment. 

Recent actions by unions engaged in EBA ‘negotiations’ provide evidence of the difficulty in 
bargaining with militant unions under the existing FWA, and demonstrate the critical need for 
workplace relations reform.   

The Maritime Union of Australia’s (MUA) approach to the 2013-14 Vessel Operator Enterprise 
Bargaining Agreement (EBA) is likely to see the union take FWA sanctioned protected industrial 
action in pursuit of wage increases and other claims.  It is seeking, among other things, a 24 per 
cent pay rise over four years that is not linked in any way to productivity gains along with the 
insertion of “job security” clauses in the EBA following a prolonged union campaign. 

The expansion of the subject matter that can be bargained by relevant employee organisations for 
inclusion in Agreements under the FWA has hampered efforts to improve productivity. An example 
is the ‘job security’ clauses that are inserted in EBA’s following prolonged union campaigns. The 
effect of these clauses is to restrict the use of contractors and influence the employment terms and 
conditions adopted by those contractors when operating on the client’s site.  These provisions 
provide MUA members with primacy of employment over all other workers including foreign, 
contracted and non-union personnel, and perpetuate a ‘closed shop’ on particular sites. 

Disputes such as the current MUA campaign stand to have a substantial impact on productivity, 
international competitiveness and the attractiveness of Australia for further investment in the oil 
and gas sector.   

Urgent reform of the FWA is required in the following areas: 

 Remove maritime unions as the sole and default bargaining representative body for employees 
in the maritime sector. 

 Reduce access to legally protected industrial action; this should be an option of last resort used 
only when all other options are exhausted and only after genuine attempts to reach a 
satisfactory resolution. 

 Reduce the scope of matters that can be included in enterprise agreements and over which 
industrial action can be taken.  Ensure allowable matters relate to the direct relationship 
between employers and employees, not to third parties.  This includes clauses that restrict 
hiring practices, entrench a union closed shop and undermine managerial decision-making. 

Recommendation: Legislative amendments be made to the Fair Work Act 2009 in the areas of 
greenfields agreements, union rights of entry, protected industrial action and allowable matters 
under EBA agreements. 

Promoting Local Industry Participation – the Australian Jobs Act 2013 

The Australian Jobs Act 2013 (the Act) was introduced by the previous Government as part of a 
broader local industry participation policy and seeks to influence procurement decisions connected 
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with large investment projects in Australia.  Rather than achieving its stated objective, the Act 
imposes unnecessary cost burdens on companies while distorting the efforts and outcomes of 
existing company systems and processes.  These aim to provide full, fair and reasonable 
opportunity for local suppliers to participate in the delivery and operation of major projects. 

The upstream oil and gas industry recognises that local suppliers can provide significant advantages 
to projects through faster turnaround of services, localised employment, improved timings and 
improved communication. 

A 2012 report by Australian Venture Consultants69 considered 59 Australian construction contracts 
and found that 48 had an average value of $256 million for services ranging from engineering, 
fabrication, occupational health and safety, medical, aviation, marine and FIFO accommodation 
services.  The industry also continues to invest heavily both in financial terms and in the 
development of collaborative relationships to address capability, capacity, skills and training gaps. 

When coupled with the potential for injunctions and other penalties, the Act introduces a system of 
onerous and complex administrative requirements to deliver the same results that companies have 
been achieving for some time.  For example, the introduction of a ‘trigger date’ for the provision of 
an Australian Industry Participation (AIP) Plan without any clear need or definition has created 
significant ambiguity.  As a result, the Act increases uncertainty and escalates compliance costs 
(particularly for smaller projects and/or those with limited exposure to the existing Enhanced 
Project By-Law Scheme (EPBS) structure) without a demonstrated commensurate additional benefit 
to Australian suppliers.  

The Act also requires companies to focus on the outcomes of the Australian Industry Opportunity 
(AIO) Officer rather than enhancing AIP outcomes across an organisation as a whole.  Achieving real 
improvements is a matter of enhancing supplier capability and is a complex issue which requires 
people working in concert across an organisation and not just an assigned AIO Officer.  A more 
productive approach would focus on an AIP Plan’s objective and provide flexibility for companies to 
deliver those objectives. 

Experience has indicated that key issues preventing the majority of local suppliers from successfully 
winning work include: 

 Having appropriate management systems to address legislative requirements for health, safety 
and environment. 

 Developing the management systems and processes required to prequalify. 

 Knowing how to tender and submit compliant tenders. 

 Remaining internationally competitive with a high Australian dollar. 

 Complying with globally accepted technical standards for asset integrity and safety. 

APPEA believes that the key focus of any reforms should be on increasing supplier competitiveness 
and capacity.  This is the key pre-requisite step in order to address the productivity constraints that 

                                                                 

69 Australian Venture Consultants (2012), The Wider Contribution of the Oil and Gas Industry to the Australian Economy: A selection of 
case studies, (available at www.appea.com.au/wp-content/uploads/2013/04/The-Wider-Contribution-to-Australia-of-the-Oil-and-Gas-
Industry-A-Selection-of-Case-Studies.pdf). 

http://www.appea.com.au/wp-content/uploads/2013/04/The-Wider-Contribution-to-Australia-of-the-Oil-and-Gas-Industry-A-Selection-of-Case-Studies.pdf
http://www.appea.com.au/wp-content/uploads/2013/04/The-Wider-Contribution-to-Australia-of-the-Oil-and-Gas-Industry-A-Selection-of-Case-Studies.pdf
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are limiting the ability of local suppliers to participate on a global basis.  Priority should be placed 
on creating a dialogue between industry, government and suppliers to address these issues. 

Recommendation: The duplicative and additional regulations created by the Australian Jobs 
Act 2013 distort similar processes established as a result of EPBS requirements. 

As such, the Government should commit to abolish the additional regulatory obligations placed on 
project developers that were introduced as part of the legislation.  

Labour mobility 

Geographic mobility is an important element of a well-functioning labour market, and has been an 
important mechanism for adjusting to the demographic, structural and technological forces shaping 
the Australian economy.  However, labour does not appear to be responding to market signals and 
moving to areas with better employment and income prospects70.  Given the remote nature of 
most of Australia’s oil and gas facilities, geographic labour mobility is of particular interest to 
APPEA.  

In 2013 APPEA joined forces with the Minerals Council of Australia to provide an analysis of the long 
distance commuter workforce across Australia, and an analysis of the changing resident 
demographic profile of Australia’s mining communities71.  These provided valuable empirical data 
to underpin an understanding of Australia’s long distance commuter resources workforce.  The 
work also revealed positive attributes of the nine regional resident populations profiled, including 
above average levels of educational attainment and income, along with low unemployment rates. 
Challenges included service provision (such as medical, cultural) and infrastructure, often impacted 
by growing long distance commute workers. 

Linked to this earlier report, APPEA has now commissioned a labour mobility position paper 
focussed on identifying a range of the challenges, opportunities and potential policy responses 
needed to make living in regional communities in Northern Australia more attractive. 

The paper will address labour mobility issues and strategies that will enhance the attraction and 
retention of motivated and capable workforces in areas where petroleum operations are being 
undertaken. 

The paper will also seek to identify and address the labour and workforce challenges and 
opportunities, as well as the actions required to lead to the development of a local, economic and 
social environment that ensures that Northern Australian communities can fully contribute to, and 
achieve, the benefits associated with resource development projects.  A copy of this report is 
expected to be ready by the end of February and will be provided to EWP Secretariat when it is 
available. 

                                                                 

70 Productivity Commission (2013), Geographic Labour Mobility, Draft, November page 2 (available at 
www.pc.gov.au/__data/assets/pdf_file/0020/130295/labour-mobility-draft.pdf). 
71 See www.appea.com.au/wp-content/uploads/2013/04/LDCWorkforceStudy-March-2013.pdf and www.appea.com.au/wp-
content/uploads/2013/04/130204_APPEA-MCA-demographics-report.pdf for further information. 

http://www.appea.com.au/wp-content/uploads/2013/04/LDCWorkforceStudy-March-2013.pdf
http://www.appea.com.au/wp-content/uploads/2013/04/130204_APPEA-MCA-demographics-report.pdf
http://www.appea.com.au/wp-content/uploads/2013/04/130204_APPEA-MCA-demographics-report.pdf
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DRIVING ENERGY PRODUCTIVITY  

THE CURRENT SUITE OF ENERGY EFFICIENCY MEASURES, WAYS THESE COULD BE ENHANCED TO 
PROVIDE GREATER ENERGY EFFICIENCY OR POSSIBLE NEW MEASURES THAT WOULD ENHANCE 
ENERGY PRODUCTIVITY 

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 performance72.  The 
industry has also been a participant in numerous voluntary and mandatory energy efficiency and 
energy efficiency related programmes since such programmes commenced in Australia, including 
the existing Energy Efficiency Opportunities (EEO) programme. 

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 existing and 
proposed export LNG plants.  The process of liquefying natural gas is energy-intensive.  The fuel 
used to power the various processes at the facility is often 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 – a 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 any energy efficiency policy or 
programme 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. 

With the proposed introduction of the Emissions Reduction Fund (ERF)73 as Australia’s national 
greenhouse policy response, where energy efficiency opportunities can bid into the ERF for 
potential funding, the reason for most existing energy efficiency programmes, such as EEO 
(including, most importantly, the recent 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 opportunities74 

is redundant, particularly for energy producing companies, including those operating in the 
upstream oil and gas industry.   

                                                                 

72 An outline of these policies, processes and management systems were provided in a number of APPEA member company submissions 
to the Prime Minister’s Task Group on Energy Efficiency, which reported in 2010.  See ee.ret.gov.au/energy-efficiency/strategies-and-
initiatives/prime-ministers-task-group-energy-efficiency for further information. 
73 See www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/green-paper for further information.  
74 See www.energyefficiencyopportunities.gov.au for further information on the EEO programme and 
www.energyefficiencyopportunities.gov.au/industry-sectors/new-developments for information on the recent expansion. 

http://ee.ret.gov.au/energy-efficiency/strategies-and-initiatives/prime-ministers-task-group-energy-efficiency
http://ee.ret.gov.au/energy-efficiency/strategies-and-initiatives/prime-ministers-task-group-energy-efficiency
http://www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/green-paper
http://www.energyefficiencyopportunities.gov.au/
http://www.energyefficiencyopportunities.gov.au/industry-sectors/new-developments
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The ERF will provide an incentive (over and above existing drivers considered above) to identify, 
evaluate and, where cost effective, act on any energy efficiency opportunities.  For energy 
producing companies, particularly those operating in the upstream oil and gas industry, EEO is 
additional, and not complementary, to a mechanism like the ERF. 

The EEO imposes a range of administrative and compliance costs on participants and these costs 
can, for each participant, approach $500,000.  In addition, the Department of Industry incurs 
administration costs for the EEO programme that total around $8 million. 

The Mid-Year Economic and Fiscal Outlook announced, at page 14575, that the Government would 
be terminating funding for the Energy Efficiency Opportunities programme from 1 July 2014.  
APPEA has welcomed this announcement.  While the announcement unfortunately leaves 
obligations in place for the compliance period ending 30 June 2014, it does provide a clear signal as 
to the future of the scheme and underlines the Government’s desire to reduce the level of 
unnecessary regulatory burden on Australia industry. 

Recommendation: With the commencement of the ERF and the end of funding for the current 
phase of the scheme, the EEO programme should be permanently discontinued and the Energy 
Efficiency Opportunities Act 2006 should be repealed. 

The clearest role for Government is in energy efficiency information provision, specifically targeted 
at households and small to medium-sized enterprises.  An information provision programme 
targeted at households and small to medium-sized enterprises could be purpose-designed 
programme and replace existing information programmes in place in various jurisdictions across 
Australia. 

ALTERNATIVE AND EMERGING ENERGY SOURCES AND TECHNOLOGY  

WAYS TO ENCOURAGE A LOWER EMISSIONS ENERGY SUPPLY THAT AVOIDS MARKET DISTORTION 
OR CAUSES INCREASED ENERGY PRICES 

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) (and a 
range of energy industry analysts), 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/MWh76.  This is illustrated in Figure 13, which shows the significantly 

                                                                 

75 See www.budget.gov.au/2013-14/content/myefo/html/index.htm for further information. 
76 Energy Futures Forum (2006), The Heat is on: the future of energy in Australia, December (see www.csiro.au/Organisation-
Structure/Flagships/Energy-Flagship/Energy-Futures-Forum.aspx for further details). 

http://www.budget.gov.au/2013-14/content/myefo/html/index.htm
http://www.csiro.au/Organisation-Structure/Flagships/Energy-Flagship/Energy-Futures-Forum.aspx
http://www.csiro.au/Organisation-Structure/Flagships/Energy-Flagship/Energy-Futures-Forum.aspx
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lower greenhouse gas emission associated with the gas-fired electrical power generation compared 
to the use of other conventional fuels. 

Figure 13. Emissions intensity of various fuel types for electricity generation (tonnes CO2-e/MWh) 

 

Sources: ACIL Tasman, Company websites/reports, McLennan Magasanik Associates, ROAM Consulting (2009). 

Natural gas provides the one of the lowest cost means by which Australia can reduce greenhouse 
gas emissions in the electrical power generation sector, both through increased use of existing 
gas-fired power stations and new gas-fired power stations. 

Natural gas is also an important safeguard for intermittent renewable energy sources.  For 
example, modelling done by South Australia’s Electricity Supply Planning Council notes that every 
5,000MW of wind power generation requires around 2,100MW of gas-fired power generation to 
ensure that a reliable supply of electricity is available to the grid77. 

The increased use of natural gas also has several additional environmental benefits, such as: 
 

 Reduced emissions of particulates. 

 Reduced emissions of sulphur dioxide (an important contributor to smog and acid rain). 

 Significantly lower demand for water for power station cooling. 

Much greater use of Australia’s extensive gas resources will be crucial in meeting the challenge of 
significantly reducing global greenhouse gas emissions at lowest possible cost whilst enhancing 
Australia’s economic and export performance. 

Australia’s LNG industry is in a unique position to contribute substantially to the economic 
development of the nation and reduce greenhouse gas emissions.  Australia’s vast resources 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. 

                                                                 

77 Electricity Supply Industry Planning Council (2008), Submission to AEMC Review of Energy Market Frameworks in Light of Climate 
Change Policies, November (available at www.aemc.gov.au/Media/docs/Electricity%20Supply%20Industry%20Planning%20Council-
51706fed-d681-4e3a-ba64-de54e8de7176-0.PDF). 

http://www.aemc.gov.au/Media/docs/Electricity%20Supply%20Industry%20Planning%20Council-51706fed-d681-4e3a-ba64-de54e8de7176-0.PDF
http://www.aemc.gov.au/Media/docs/Electricity%20Supply%20Industry%20Planning%20Council-51706fed-d681-4e3a-ba64-de54e8de7176-0.PDF
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A 2008 study by WorleyParsons78, 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 emissions: from extraction and processing in Australia 
through to an end use of combustion (using different power generation technologies) in China for 
power generation. 

Figure 14 below is derived from data within the study, and shows 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. 

 The lifecycle greenhouse intensity for LNG is about 50 per cent lower than that of coal. 

Figure 14. Displacement of coal by LNG (kg/MWh CO2-e by fuel source) 

 

Source: Derived from data in WorleyParsons (2008; 2011). 

A similar 2011 WorleyParsons study79 compared lifecycle greenhouse gas emissions of Australian 
LNG projects from Queensland using natural gas from coal seams as the fuel source with Australian 
east coast black coal exports.  The analysis considered lifecycle greenhouse gas emissions: from 
extraction and processing in Australia through to an end use of combustion (using different power 
generation technologies) in China for power generation. 

It found that, in the case of Queensland LNG exports: 
 

 For every tonne of CO2-e emitted in LNG production within Australia, between 2.5 and 
4.3 tonnes of emissions from the coal alternative can be avoided globally. 

 Considering savings from a 30 year 10 million tonnes per year (Mtpa) Queensland onshore gas 
LNG project, if this gas is combusted in a combined cycle gas turbine (CCGT) plant instead of a 
subcritical coal plant, the life cycle emissions are 42.7 Mt CO2-e per year, the annual savings 

                                                                 

78 WorleyParsons (2008; 2011), Greenhouse Gas Emissions Study of Australian LNG, originally prepared August 2008; updated for public 
release, March 2011 (available at www.woodside.com.au/Our-Approach/Climate-Change/Pages/Benefits-of-LNG.aspx).  
79 WorleyParsons (2011), Greenhouse Gas Emissions Study of Australian CSG to LNG, 10 April. 

http://www.woodside.com.au/Our-Approach/Climate-Change/Pages/Benefits-of-LNG.aspx
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37.2 Mt CO2-e and the project life savings 1,114 Mt CO2-e80.  For combustion in a CCGT plant 
instead of a supercritical coal plant the annual savings and project life savings are 
21.7 Mt CO2-e and 652 Mt CO2-e respectively. 

There are significant benefits to Australia and internationally from the greater use of gas as a lower 
greenhouse gas emitting energy source. 

Clear evidence of the emissions benefits arising from the greater use of natural gas in power 
generation is provided by the recent experience of the United States. 

Recent US Energy Information Agency (EIA) data shows that – largely as a result of a shift from coal 
to natural gas for power generation – US carbon dioxide emissions declined by more than 700 Mt in 
2012, 12 per cent lower than the peak in 2007.  The EIA also announced that energy-related carbon 
dioxide emissions in the US fell 3.8 per cent in 2012, to their lowest level since 199481. 

In reporting these findings, the EIA noted: 

The increase in natural gas-fired generation, while coal-fired generation decreased, 
substantially reduced the carbon intensity of electricity generation in 2012. [EMPHASIS 
ADDED] 

The Issues Paper notes on page 35 that 

The primary instruments used by the Government to encourage the uptake and 
development of renewable energy are the legislated Renewable Energy Target and the 
financial assistance offered by various funding sources.  

While the legislated Renewable Energy Target (RET) encourages the uptake of renewable energy 
and thus contribute to lowering emissions, it does so in a way that distorts the energy market and 
causes adverse economic outcomes and increased energy prices.  In particular, the RET drives 
adverse and inefficient outcomes for gas-fired electricity and the operation of the Australian gas 
market. 

As part of its submission to the Climate Change Authority’s Review of the RET, APPEA 
commissioned BAEconomics to examine the implications for the Australian economy of the RET82. 

Amongst other things, the report finds a mandated renewable energy target such as the RET is less 
efficient at achieving a given environmental outcome because it forces higher cost renewable 
energy into the electricity generation mix at the expense of exploiting lower cost emissions 
abatement opportunities from gas generation and elsewhere in the economy. 

                                                                 

80 This compares to total Australian annual emissions (over the year ended September 2013) of 542 Mt CO2-e (see 
www.environment.gov.au/node/35323).  
81 US Energy Information Administration (2013), U.S. Energy-Related Carbon Dioxide Emissions, 2012, October (see 
www.eia.gov/environment/emissions/carbon). 
82 See consultation.climatechangeauthority.gov.au/climate-change-authority1/submissions/73/attachment for a copy of APPEA’s 
submission and for a copy of the BAEconomics report, Implications of the RET for the Australian economy, September 2012 (available at 
www.baeconomics.com.au/wp-content/uploads/2012/09/baeconomics-appea-ret-report-8sep12.pdf). 

http://www.environment.gov.au/node/35323
http://www.eia.gov/environment/emissions/carbon/
http://consultation.climatechangeauthority.gov.au/climate-change-authority1/submissions/73/attachment
http://www.baeconomics.com.au/wp-content/uploads/2012/09/baeconomics-appea-ret-report-8sep12.pdf
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It shows that, compared to a situation where a national carbon abatement policy is in place, the 
addition of the RET reduces Australian GDP by $6.5 billion in today’s dollars more than the 
unadulterated approach and reduces gas-fired generation by 2,313 GWh in 2020. 

Recommendation: The inefficiencies introduced by the RET represent a direct regulatory 
disincentive to further domestic gas supply development across Australia.  The RET is an 
economically inefficient policy that should be discontinued. 


