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KEY POINTS 

GENERAL 

 APPEA welcomes the opportunity to provide comment on the Government’s Energy Green 
Paper (EGP) supporting the development of the Energy White Paper (EWP). 

 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 

 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. 

 New analysis from PwC shows that for every dollar of domestic production, the oil and gas 
sector value-adds 70 cents to Australian output.  This compares to an average of 49 cents for 
every dollar of production for all other industries. 

 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.  The PwC analysis, like 
others before it, show that manufacturing is generally associated with quite low value-added 
contributions, particularly in comparison to the gas industry.  The manufacturing industry adds 
less than 30 cents for every $1 of supply used. 

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 liquefied natural gas (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. 

 Since the mid-1960s, Australia’s oil and gas industry has underpinned much of Australia’s 
economic prosperity and growth.  The Australian oil and gas industry is today building almost 
$200 billion worth of projects – and has the potential to build many billions of dollars more.   
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 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 much of 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 
overseas and attracts increased exploration in the many yet-to-be explored or under-explored 
areas of Australia. 

ATTRACTING ENERGY RESOURCES INVESTMENT 

 APPEA commends the focus in the EGP on addressing the issues that detract from Australia’s 
investment attractiveness. 

Streamline environmental and other approvals 

 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. 

 APPEA supports the Government in addressing and reducing unnecessary regulatory burden on 
industry.  APPEA believes that ongoing reform is needed to continue to remove unnecessary 
and duplicative regulation at all levels of government(s). 

Improving labour productivity and skills 

 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. 

 In its current form, the Fair Work Act 2009 (FWA) encourages high labour costs and low 
productivity on major resource project construction.  It facilitates the continued ratcheting up 
of wages and allowances and project owners cannot be confident about the cost of labour over 
the full life-span of construction.  While APPEA welcomes the proposed amendments to the 
FWA, the oil and gas industry believes further amendments are needed.  Specifically, adopting a 
new form of enterprise agreement – Major Project Agreements (MPAs) – that would apply to 
major capital projects, such as multi-billion dollar LNG plants. 

 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. 

Supply chain opportunities and indigenous employment 

 To sustainably enhance local content, Australia must increase the competitiveness and capacity 
of local suppliers, while also avoiding unnecessary and burdensome regulation.   

 APPEA supports the principle of providing full, fair and reasonable opportunity to local suppliers 
to win work on major projects.  APPEA recommends the repeal of the Australian Jobs Act 2013 
as a key milestone in the Government’s commitment to reduce red tape and uncertainty for 
business.  Improvement of local supplier participation rests on addressing prequalification, 
tendering, competitiveness and ensuring compliance with global standards. 
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 Oil and gas companies operating in Australia are making a significant contribution toward 
creating more indigenous employment opportunities in the industry. 

Better geoscience and community engagement 

 APPEA supports the ongoing work of Geoscience Australia through its precompetitive data 
acquisition programs and regulatory role of data repository. 

 Industry continues to have concerns about proposals to provide open public access to 
centralised industry environmental data not already public under approvals processes.  
Substantial financial investment has been made by many companies in gathering, collating and 
interpreting environmental data and the public disclosure of such information can disadvantage 
companies that have made substantial investments. 

 APPEA supports the ongoing development of the Multiple Land Use Framework to provide a 
platform for consistency across government in relation to land access.  Just as governments 
look for appropriate community engagement by project proponents, industry looks to 
governments for appropriate and nationally consistent regulatory regimes. 

 The petroleum sector recognises that good communication and trust-building is necessary to 
underpin successful coexistence between the oil and gas and agricultural sectors and the 
community more broadly. 

Promoting exports 

 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. 

Attracting energy resources investment: the role of the fiscal regime 

 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.  Tax systems and settings that are not administratively efficient and 
internationally competitive impact on project economics and investment decisions. 

 There is an opportunity through the EWP to identify a number of significant reforms to this 
fiscal framework, including by: 

o Ensuring the immediate deductibility of all exploration costs for income tax purposes 
(recognising the riskiness of such activities); committing to the retention of the 
existing statutory effective life caps for oil and gas assets and promoting shorter 
write-off period for depreciation to match the terms that apply in competitor nations. 

o Modifying aspects of the PRRT regime to ensure it remains up to date with modern 
commercial and operational practices in the industry. 

o Recognising that resource taxes can have as large an impact on project economics as 
company tax and therefore impact on investment decisions.  For example, the 
removal of crude oil and condensate production excise from all onshore areas and 
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projects in state waters would both remove unnecessary red tape and provide a 
stimulus to onshore petroleum exploration. 

ELECTRICITY PRICES 

 While the 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.  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. 

 APPEA notes the Government has commenced a negotiation process with the Opposition to 
agree a legislative response to the Review.  These negotiations must deliver a sensible outcome 
for gas industry.  The need to remove the competitive burden the RET places on trade-exposed 
industries, specifically cleaner forms of energy like natural gas (exports of LNG), is welcomed.  
Such industries should be fully exempted from RET obligations. 

 The implementation of the Emissions Reduction Fund should be accompanied by a significant 
rationalisation of greenhouse measures across all Australian jurisdictions.  Existing measures 
should be subjected to a rigorous cost-benefit analysis against the principles developed through 
the COAG Energy Council and only those measures that can definitively demonstrate their net 
benefits should be considered for retention. 

BUILDING GAS SUPPLY AND IMPROVING MARKET OPERATION 

 Australia’s gas supply industry is focussed on both its domestic and export markets and, as was 
outlined above, the Australian natural gas industry creates significant wealth for the country, 
including through the employment of many Australians, underpinning the revenue collections 
of governments and generating valuable export revenue for the Australian economy.  This 
means that the stakes are high in realising the industry’s potential benefits. 

 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 gas industry is a source of 
comparative advantage that should be harnessed, not hindered. 

 It will be vital that 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: remove regulatory and other barriers to allow 
more gas to flow into the gas market and 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 policy approaches. 

 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 and to 
the EWP Issues Paper.  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. 

 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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 Gas prices are increasing for a number of reasons, many of them not directly related to the 
transition of the eastern Australian market to include gas exports.  New analysis by 
EnergyQuest shows petroleum industry costs have been increasing globally and in Australia 
since 2000.  Finding and development costs for new reserves increased six-fold between 2000 
and 2013. 

 APPEA rejects the need an Australian Competition and Consumer Commission Price Inquiry into 
the eastern Australian wholesale gas market, or a Productivity Commission review.  There is no 
benefit in adding further to the profusion of reviews to which the gas market been subject in 
recent years.  In particular, recommendations for a further review of the competitive nature of 
the gas market are unnecessary and will lead to further market uncertainty. 

SECURITY, INNOVATION AND ENERGY PRODUCTIVITY 

Reliable energy supplies 

 Australia will continue to produce a proportion of its liquids requirements from indigenous 
sources, however 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 continued local exploration and ongoing and open access to international 
markets. 

 APPEA does not support the allocation of a fuel reserve volume 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. 

 As noted above, it will be vital that the EWP continue to reject calls for inefficient, 
inappropriate and ineffective regulatory interventions and focus instead on market-based 
energy policies to ensure security of natural gas supplies. 

Improving 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 introduction of the Emissions Reduction Fund (ERF) as Australia’s national greenhouse 
policy response means the ERF will provide an incentive to identify, evaluate and, where cost 
effective, act on any energy efficiency opportunities. 

Preparing for future energy sources: the role of natural gas in a cleaner energy future 

 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. 
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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 Green Paper 
(EGP), released on 23 September 2014 by the Minister for Industry, the Hon Ian Macfarlane MP, to 
support the development of the Energy White Paper (EWP).  APPEA looks forward to further 
consultation as the EWP is drafted and finalised. 

This process provides the opportunity to develop a policy framework to guide and facilitate the 
long-term development of Australia’s energy industry.  This means the EWP should have a 
long-term focus with policy measures based on the operation and enhancement of competitive 
markets and with a focus on environmental and social responsibility. 

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 EGP. 

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

 Emissions Reduction Fund Green Paper1, 

 Australian Parliament Joint Select Committee on Northern Australia: Inquiry into the 
Development of Northern Australia2, 

 Competition Policy Review Issues Paper3, 

 Northern Territory Inquiry into Hydraulic Fracturing4, 

 WA Economic Regulation Authority’s Inquiry into Microeconomic Reform in Western Australia – 
Draft Report5, 

 Senate Environment and Communications Legislation Committee: Inquiry into Environment 
Protection and Biodiversity Conservation Amendment (Bilateral Agreement Implementation) 

                                                                 

1 See www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/green-paper and 
www.appea.com.au/wp-content/uploads/2014/02/APPEA-Submission-ERF-210214.pdf for further information 
2 See www.aph.gov.au/Parliamentary_Business/Committees/House_of_Representatives_Committees?url=jscna/index.htm, 
www.appea.com.au/wp-content/uploads/2014/09/APPEA-Northern-Australia-Inquiry-Submission.pdf and www.appea.com.au/wp-
content/uploads/2014/09/FINAL-Creating-Communities-Heading-North-the-importance-of-labour-mobility-.pdf for further information. 
3 See competitionpolicyreview.gov.au/issues-paper/submissions and www.appea.com.au/wp-content/uploads/2014/07/APPEA-CPR-
Submission.pdf for further information. 
4 See www.hydraulicfracturinginquiry.nt.gov.au/public_submissions.html and www.appea.com.au/wp-content/uploads/2014/06/APPEA-
Submission-to-NT-Hydraulic-Fracturing-Inquiry.pdf for further information. 
5 See www.erawa.com.au/inquiries/industry-and-resources-inquiries/microeconomic-reform-2014/public-submissions and 
www.appea.com.au/wp-content/uploads/2014/08/APPEA-Submission-ERA-WA-May-2014.pdf for further information. 

http://www.appea.com.au/
http://www.environment.gov.au/topics/cleaner-environment/clean-air/emissions-reduction-fund/green-paper
http://www.appea.com.au/wp-content/uploads/2014/02/APPEA-Submission-ERF-210214.pdf
http://www.aph.gov.au/Parliamentary_Business/Committees/House_of_Representatives_Committees?url=jscna/index.htm
http://www.appea.com.au/wp-content/uploads/2014/09/APPEA-Northern-Australia-Inquiry-Submission.pdf
http://www.appea.com.au/wp-content/uploads/2014/09/FINAL-Creating-Communities-Heading-North-the-importance-of-labour-mobility-.pdf
http://www.appea.com.au/wp-content/uploads/2014/09/FINAL-Creating-Communities-Heading-North-the-importance-of-labour-mobility-.pdf
http://competitionpolicyreview.gov.au/issues-paper/submissions
http://www.appea.com.au/wp-content/uploads/2014/07/APPEA-CPR-Submission.pdf
http://www.appea.com.au/wp-content/uploads/2014/07/APPEA-CPR-Submission.pdf
http://www.hydraulicfracturinginquiry.nt.gov.au/public_submissions.html
http://www.appea.com.au/wp-content/uploads/2014/06/APPEA-Submission-to-NT-Hydraulic-Fracturing-Inquiry.pdf
http://www.appea.com.au/wp-content/uploads/2014/06/APPEA-Submission-to-NT-Hydraulic-Fracturing-Inquiry.pdf
http://www.erawa.com.au/inquiries/industry-and-resources-inquiries/microeconomic-reform-2014/public-submissions
http://www.appea.com.au/wp-content/uploads/2014/08/APPEA-Submission-ERA-WA-May-2014.pdf
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Bill 2014 and the Environment Protection and Biodiversity Conservation Amendment (Cost 
Recovery) Bill 20146, 

 The Review of the Renewable Energy Target7, 

 House Standing Committee on the Environment: Inquiry into streamlining environmental 
regulation, ‘green tape’, and one stop shops8, and 

 Review of the Review of Part 5 of the Offshore Petroleum and Greenhouse Gas Storage 
(Resource Management and Administration) Regulations 2011: Issues Paper9. 

A copy of each of these submissions has been included with our submission on the EGP. 

DEVELOPING AN EFFECTIVE MARKET-BASED ENERGY POLICY FRAMEWORK FOR 
AUSTRALIA 

The EGP on page 1 sets out some of the broad objectives and scope of the EWP: 

The Energy White Paper is central to the Australian Government’s economic reform agenda 
for a strong and prosperous national economy. Reliable and affordable energy, used 
productively, supports business competitiveness, lowers the cost of living, and grows export 
income. 

There is no ‘silver bullet’ to achieve the change needed in the energy sector. Coherent and 
constructive market reform and properly integrated polices will give industry and consumers 
confidence in energy policy. 

Reforms are needed to create competition, and drive innovation and productivity. 
Competition encourages innovation, leading to better products and services. It also 
encourages better prices.  Competition is best enabled through a deregulated environment. 
Sometimes, however, regulation is needed to protect consumers and the environment. 

Competition and deregulation improve productivity. Keeping costs down in the global 
energy market requires a focus on productivity in the extraction, production, supply and use 
of energy. Improved productivity will help attract investment, lower the cost of doing 
business in Australia, and lower household energy costs. The more productive use of energy 
also reduces Australia’s emissions intensity. 

                                                                 

6 See 
www.aph.gov.au/Parliamentary_Business/Committees/Senate/Environment_and_Communications/EPBC_Bilats_and_cost_recovery_Bill
s/Submissions and www.appea.com.au/wp-content/uploads/2014/06/EPBC-amendments-submission.pdf for further information. 
7 See retreview.dpmc.gov.au/published-submissions and www.appea.com.au/wp-content/uploads/2014/05/APPEA-Submission-re-RET-
160514.pdf for further information. 
8 See 
www.aph.gov.au/Parliamentary_Business/Committees/House_of_Representatives_Committees?url=environment/greentape/subs.htm, 
www.appea.com.au/wp-content/uploads/2014/05/ENVIRO-2014-05-01-APPEA-Submission-House-of-Representatives-Green-Tape.pdf 
and www.appea.com.au/wp-content/uploads/2014/05/ENVIRO-2014-05-01-Joint-Submission-APPEA-MCA-BCA-Green-Tape.pdf for 
further information.  
9 See www.industry.gov.au/resource/UpstreamPetroleum/OffshorePetroleumSafety/Pages/ReviewPartRMAR.aspx and 
www.appea.com.au/wp-content/uploads/2014/08/Final-APPEA-Submission-to-Review-of-Part-5-RMAR-well-regulations-1-April-
2014.pdf for further information. 

http://www.aph.gov.au/Parliamentary_Business/Committees/Senate/Environment_and_Communications/EPBC_Bilats_and_cost_recovery_Bills/Submissions
http://www.aph.gov.au/Parliamentary_Business/Committees/Senate/Environment_and_Communications/EPBC_Bilats_and_cost_recovery_Bills/Submissions
http://www.appea.com.au/wp-content/uploads/2014/06/EPBC-amendments-submission.pdf
http://retreview.dpmc.gov.au/published-submissions
http://www.appea.com.au/wp-content/uploads/2014/05/APPEA-Submission-re-RET-160514.pdf
http://www.appea.com.au/wp-content/uploads/2014/05/APPEA-Submission-re-RET-160514.pdf
http://www.aph.gov.au/Parliamentary_Business/Committees/House_of_Representatives_Committees?url=environment/greentape/subs.htm
http://www.appea.com.au/wp-content/uploads/2014/05/ENVIRO-2014-05-01-APPEA-Submission-House-of-Representatives-Green-Tape.pdf
http://www.appea.com.au/wp-content/uploads/2014/05/ENVIRO-2014-05-01-Joint-Submission-APPEA-MCA-BCA-Green-Tape.pdf
http://www.industry.gov.au/resource/UpstreamPetroleum/OffshorePetroleumSafety/Pages/ReviewPartRMAR.aspx
http://www.appea.com.au/wp-content/uploads/2014/08/Final-APPEA-Submission-to-Review-of-Part-5-RMAR-well-regulations-1-April-2014.pdf
http://www.appea.com.au/wp-content/uploads/2014/08/Final-APPEA-Submission-to-Review-of-Part-5-RMAR-well-regulations-1-April-2014.pdf
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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 
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  

Too often, calls for policy interventions reflect dissatisfaction with the operation of competitive 
markets, or have an ‘industry development’ justification.  They do not reflect genuine market 
failure.  Calls for intervention on this basis should be resisted in the EWP.  It is important that 
market failure be correctly defined.  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 and the operation of domestic gas market.  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 
failure10.  In assessing whether or not a market failure exists, three key aspects are worth 
emphasising: 

                                                                 

10 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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 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 failure11.  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. 

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 processing12.  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. 

 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 

                                                                 

11 A recent example can be found in a media release by the Australian Workers’ Union (available at www.awu.net.au/news/grattan-
institute-tells-australians-cop-skyrocketing-gas-prices-sake-ideological-purity#sthash.jg1JAmfN.cWWdxj6M.dpuf), which claimed: “How’s 
this for market failure: Australia is extracting more gas than ever, yet domestic prices are skyrocketing.  How is that fair to Australian 
consumers and local industry?”  This does not represent a market failure, but the operation of the domestic and international gas 
markets.  Such misunderstandings should not be used as the basis for policy development. 
12 See, for example, www.manmonthly.com.au/features/plastics-and-chemicals-industry-fix-australia-s-ex for 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.awu.net.au/news/grattan-institute-tells-australians-cop-skyrocketing-gas-prices-sake-ideological-purity#sthash.jg1JAmfN.cWWdxj6M.dpuf
http://www.awu.net.au/news/grattan-institute-tells-australians-cop-skyrocketing-gas-prices-sake-ideological-purity#sthash.jg1JAmfN.cWWdxj6M.dpuf
http://www.manmonthly.com.au/features/plastics-and-chemicals-industry-fix-australia-s-ex
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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. 

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. 

This result has even been emphasised in reports commissioned to show the supposed deleterious 
impact on manufacturers of increasing gas production, where the report13 from Deloitte Access 
Economics (DAE) found 

… manufacturing is generally associated with quite low value added contributions, 
particularly in comparison to the gas sector. 

And very importantly finds, when considering the overall impact on the economy of increased gas 
productions and exports that 

As a rule, industry level value added contributions sum to total GDP impacts. Given the high 
value-added contributions associated with the gas sector, summing the industry value 
added impacts for all sectors gives an overall net increase in GDP over the forecast period.  

This issue is considered in more detail below. 

VALUE-ADDING: AUSTRALIAN OIL AND GAS INDUSTRY   

To provide a more thoughtful and rigorous perspective on this issue than has been a feature of 
much of the debate so far, APPEA commissioned PwC to produce a report14, against the backdrop 
of an increasing importance of oil and gas to the Australian economy, to analyse the current and 
future value-add of the oil and gas industry.  In particular, PwC was asked to examine the following 
key aspects 

 The contribution of the oil and gas industry to value-add and aggregate economic 
performance15. 

                                                                 

13 Deloitte Access Economics (2014), Gas market transformations–Economic consequences for the manufacturing sector, A report to the 
Australian Industry Group, the Australian Aluminium Council, the Australian Food and Grocery Council, the Australian Steel Institute, the 
Energy Users Association of Australia and the Plastics and Chemicals Industries Association, 21 July, page 60 (available at 
pdf.aigroup.asn.au/Deloitte%20Gas%20Market%20Transformations%20-%20Manufacturing%20Impacts%20Report%20-
%20web%20final%20-%20July%2014%202014.pdf). 
14 PwC (2014), Value-adding: Australian Oil and Gas Industry, September 2014 (available at xxxx). 
15 As the PwC report notes (on page 1), “… this indicates an economy should produce goods and services that are of high demand and 
high value to generate higher incomes for domestic residents after accounting for any negative externalities.  In technical terms, this is 
similar to Kaldor-Hicks studies of efficiency, by shifting resources in the economy from low value-add to high value-add to generate higher 
incomes for the economy.” 

http://pdf.aigroup.asn.au/Deloitte%20Gas%20Market%20Transformations%20-%20Manufacturing%20Impacts%20Report%20-%20web%20final%20-%20July%2014%202014.pdf
http://pdf.aigroup.asn.au/Deloitte%20Gas%20Market%20Transformations%20-%20Manufacturing%20Impacts%20Report%20-%20web%20final%20-%20July%2014%202014.pdf
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 Oil and gas industry’s forward and backward linkages with the rest of the Australian and 
international economies. 

 The relative scale of investment and application of technology between the oil and gas industry 
and other industries in Australia. 

The PwC report finds: 

 Australia’s oil and gas industry plays an important role in the prosperity of Australia’s economy 
through its value-add, employment, scale of technology, and tax contribution. 

 The substantial increase in demand for industrial material inputs has caused non-rural 
commodities prices to increase substantially.  Higher commodity prices have substantially lifted 
our terms of trade with substantial benefits to Australia. 

 The terms of trade is the relationship between export and import prices.  The terms of trade is 
an important driver of resource re-allocation in the economy. 

o When one sector of the economy experiences higher returns (such as the resource 
sector), freely mobile factors of production (capital and labour) tend to move in 
response to those higher factor returns (wages and the return on capital) away from 
lower return sectors (the manufacturing sector for example). 

 The oil and gas sector is a high returning sector that is attracting substantial investment, 
generating significant value relative to its inputs and growing rapidly.  The continued shift of 
resources from sectors with lower ratios of the value of outputs to inputs (value-add) is good 
for the economy. 

o While the oil and gas extraction sector contributes around 2 per cent to national 
output, with value-added of approximately $32 billion in 2012-13, its contribution to 
the Australian economy is similar to that made by the agricultural industry which 
employs around 325,000 people. 

o For every dollar of domestic production, the oil and gas sector value-adds 70 cents to 
Australian output.  This compares to an average of 49 cents for every dollar of 
production for all other industries. 

o Continued strong demand both domestically and internationally will see estimated 
growth in the industry be higher than the rest of the Australian economy over the next 
decade.  This will see the dramatic expansion of output providing a substantial boost to 
national income and taxation revenue. 

o By 2029-30, when production (on the basis of current and forthcoming capacity) and 
prices are expected to stabilise, the industry’s total economic contribution is projected 
to be around 2.6 per cent of national output or approximately $67 billion.  That is an 
increase of over 0.5 percentage points in the industry’s current contribution to the 
national economy. 

o Under current capital expenditure projections, the oil and gas sector will employ over 
35,000 people by 2029-30. 

 The report also notes some commentators have been concerned that the expansion of the oil 
and gas (and resources) sector poses some risks due to reduced diversification of the economy.  
PwC examines a scenario where the terms of trade deteriorate to a lower level than currently 
estimated by the Treasury.  Even with this deterioration, the economy continues to grow 
strongly with an annual growth rate of 2.8 per cent demonstrating that any lack of 
diversification risk is manageable given the adjustment mechanisms within the economy. 
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Very importantly, in considering value-adding across the Australian economy, the report finds that 
in 2009-10, the oil and gas sector provided over $23 billion of value-add to the economy, using 
around $8.8 billion of domestic inputs. 

On average, for every $1 of production by Australian industry, 49 cents of value-add is created in 
the economy.  This compares to 75 cents in education and training, 71 cents in financial and 
insurance services and 70 cents in the oil and gas extraction sector. 

The oil and gas sector has a higher ability to add value to the Australian economy through its large 
scale capital and skilled labour.  The industry with the lowest value-add per unit of supply is the 
manufacturing industry, which adds less than 30 cents for every $1 of supply used (see Figure 1 and 
Figure 2). 

Figure 1. Value-added per unit of production 

 

Figure 2. Value-added per unit of production 

in the manufacturing industry 

 

Source: ABS Catalogue number 5209.0 and PwC estimates (2014). 

Structural change in the economy which results in the flow of resources from lower value adding 
sectors to higher value adding sectors will result in a better economic outcome for Australia.  As 
one of Australia’s highest value-adding industries, the oil and gas industry has great potential to 
produce some of Australia’s highest value-adding goods and services. 

THE MISUSE OF INPUT-OUT MULTIPLIER ANALYSIS  

A feature of the debate regarding the economic merits of policy interventions (such as domestic gas 
reservation or a so-called ‘national interest’ test considered below) is that a range of arguments 
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have been put based on input-output multiplier analysis16.  These arguments often 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. 

This is recognised formally in the Australian Government’s Handbook of Cost-Benefit Analysis17 
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 

                                                                 

16 Two recent examples include the deeply flawed analysis contained in National Institute of Economic and Industry Research (2012), 
Large scale export of East Coast Australia natural gas: unintended consequences, 17 October (available at 
pacia.org.au/mediacentre/new_report_highlights_risks_of_gas_export_boom#sthash.IdbKv6iR.dpuf) and BIS Shrapnel (2014), The 
Economic Impact of LNG Exports on Manufacturing and The Economy – How should we respond to the looming crisis?, 8 September 
(available at 
d3n8a8pro7vhmx.cloudfront.net/nationalawu/pages/135/attachments/original/1411953009/The_Economic_Impact_of_LNG_Exports_o
n_Manufacturing_and_the_Economy_Final_260914.pdf?1411953009).  
17 See Department of Finance (2006), Handbook of Cost-Benefit Analysis, January, page 118 (available at 
www.finance.gov.au/publications/finance-circulars/2006/docs/Handbook_of_CB_analysis.pdf) for further information. 

http://pacia.org.au/mediacentre/new_report_highlights_risks_of_gas_export_boom#sthash.IdbKv6iR.dpuf
https://d3n8a8pro7vhmx.cloudfront.net/nationalawu/pages/135/attachments/original/1411953009/The_Economic_Impact_of_LNG_Exports_on_Manufacturing_and_the_Economy_Final_260914.pdf?1411953009
https://d3n8a8pro7vhmx.cloudfront.net/nationalawu/pages/135/attachments/original/1411953009/The_Economic_Impact_of_LNG_Exports_on_Manufacturing_and_the_Economy_Final_260914.pdf?1411953009
http://www.finance.gov.au/publications/finance-circulars/2006/docs/Handbook_of_CB_analysis.pdf
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value of directing gas for domestic use.  If, as has been claimed18, 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. 

Similarly, the Productivity Commission19 recently recognised that 

Abuse [of input-out tables] primarily relates to overstating the economic importance of 
specific sectoral or regional activities.  It is likely that if all such analyses were to be 
aggregated, they would sum to much more than the total for the Australian economy.  
Claims that jobs ‘gained’ directly from the cause being promoted will lead to cascading 
gains in the wider economy often fail to give any consideration to the restrictive nature of 
the assumptions required for input-output multiplier exercises to be valid.  In particular, 
these applications fail to consider the opportunity cost of both spending measures and 
alternate uses of resources, and may misinform policy-makers. 

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 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 further 
investment and efficient project development in Australia.   

                                                                 

18 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).  
19 Productivity Commission (2013), On input-output tables: uses and abuses, Productivity Commission Staff Research Note, September 
(available at www.pc.gov.au/__data/assets/pdf_file/0008/128294/input-output-tables.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
http://www.pc.gov.au/__data/assets/pdf_file/0008/128294/input-output-tables.pdf


 

 

Page | 16  

 

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 largely 
beyond the ability of industry to influence.  However, other key challenges must be addressed.  
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 ranked Australia outside the top 20 countries for the second year running (after being in 
the top 20 for the entire period the report has been produced)20.  In addition, the well-respected 
Fraser Institute Global Petroleum Survey had mixed assessments for Northern Australian 
jurisdictions for their investment attractiveness21. 

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

Figure 3. Global comparison of LNG plant capital expenditure costs 

 
Source: IHS Inc. (2014). 

                                                                 

20 World Economic Forum (2013), The Global Competitiveness Report 2014-2015, 3 September (available at 
www.weforum.org/reports/global-competitiveness-report-2014-2015).  
21 Fraser Institute (2013), Global Petroleum Survey, 2013, 18 November, page 17 (available at 
www.fraserinstitute.org/publicationdisplay.aspx?id=20589&terms=Global+Petroleum+Survey).  

http://www.weforum.org/reports/global-competitiveness-report-2014-2015
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 regulatory burden and fiscal arrangements 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 tax rates as being, 
respectively, the first and second most challenging factors for doing business here, as highlighted in 
Figure 4. 

Figure 4. The most problematic factors for doing business in Australia, 2014 

 

Source: World Economic Forum (2014). 

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 Africa22. 

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

THE AUSTRALIAN UPSTREAM OIL AND GAS INDUSTRY 

APPEA’s response to the EGP 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. 

                                                                 

22 International Energy Agency (2013), World Energy Outlook 2013, page 99 (available at www.worldenergyoutlook.org).  

http://www.worldenergyoutlook.org/
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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 invest many billions of dollars more.  Ever since 
the first significant Bass Strait discoveries in the mid-1960s, Australia’s oil and gas industry has 
underpinned much of Australia’s economic prosperity and growth. 

The PwC report, Value Adding: Australian Oil and Gas Industry23, shows that: 

 The oil and gas industry’s production profile directly represents around 2 per cent of current 
GDP, with value-added of approximately $32 billion in 2012-13. 

 At current projected investment levels, the total forward contribution of the combined oil and 
gas and exploration sectors is projected to double to approximately $53 billion in 2019-20 and 
$67 billion in 2029-30. 

 Driving strong value-add from the industry is an increase in gas exports over the next decade.  
The value of natural gas exports (already Australia’s third largest export, after iron ore and coal) 
is expected to reach around $60-70 billion by the middle of 2019 and production is expected to 
double over the next five years. 

 In 2030, when production (on the basis of current and forthcoming capacity) and prices are 
expected to stabilise, the oil and gas industry’s total economic contribution is projected to be 
around 2.6 per cent of the Australian economy. 

 After accounting for its inter-linkages with the rest of the 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) the sector is projected to be around 3.5 per 
cent of national output. 

In the case of natural gas, Australia has vast resources.  Geoscience Australia24 recently estimated 
that Australia’s total gas resources are currently around 819 trillion cubic feet (tcf) or 
900,500 petajoules (PJ).  By way of comparison, Australia’s production of natural gas in 2013-14 
(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. 

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 

                                                                 

23 PwC (2014), Value-adding: Australian Oil and Gas Industry, September 2014, pages 28-29. 
24 Geoscience Australia, Department of Industry and Bureau of Resources and Energy Economics (2014), Australian Energy Resource 
Assessment: Second Edition, page 97 (available at www.ga.gov.au/metadata-gateway/metadata/record/gcat_fa6d674d-ecbb-6629-e044-
00144fdd4fa6/Australian+Energy+Resource+Assessment+-+Second+Edition).  

http://www.ga.gov.au/metadata-gateway/metadata/record/gcat_fa6d674d-ecbb-6629-e044-00144fdd4fa6/Australian+Energy+Resource+Assessment+-+Second+Edition
http://www.ga.gov.au/metadata-gateway/metadata/record/gcat_fa6d674d-ecbb-6629-e044-00144fdd4fa6/Australian+Energy+Resource+Assessment+-+Second+Edition
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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 modest25.  In 2012, Australia’s total demonstrated oil 
resources were estimated at 20,664PJ, made up of 11,275PJ (1,917 million barrels (mmbbl)) of 
condensate, 5,467PJ (930 mmbbl) of crude oil and 3,922PJ (932 mmbbl) of liquefied petroleum gas 
(LPG).  It is important that a comprehensive EWP response identifies the opportunities for 
increased oil exploration and therefore addresses the factors that may be impeding the attaining of 
those opportunities.  The upstream oil and gas exploration and production industry is therefore 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 has been eroded in recent years.  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 offshore and onshore 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. 

                                                                 

25 Geoscience Australia, Department of Industry and Bureau of Resources and Energy Economics (2014), Australian Energy Resource 
Assessment: Second Edition, page 37. 
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Gas is a reliable, cleaner-burning fuel.  It is flexible and plentiful and underpins growing domestic 
and export production sectors. 

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). 

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; for example, 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 201226. 

Figure 5. Australian natural gas production (billions of cubic feet (bcf)) 

 

Source: APPEA (2014). 

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. 

                                                                 

26 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 for well into the future. 

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 Project27 (located at Karratha in north-west Western Australia). 

 The Darwin LNG facility28 (located at Darwin). 

 The Pluto LNG29 (also located in north-west Western Australia). 

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

 The Gorgon Project30. 

 Queensland Curtis LNG31. 

 Santos Gladstone LNG32. 

 Prelude Floating LNG33. 

 Australia-Pacific LNG34. 

 The Ichthys Project35. 

 The Wheatstone Project36. 

Figure 6 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.   

As noted above, 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. 
  

                                                                 

27 See www.woodside.com.au/Our-Business/North-West-Shelf/Pages/default.aspx for further information. 
28 See www.conocophillips.com.au/our-business-activities/our-projects/Pages/darwin-lng.aspx for further information. 
29 See www.woodside.com.au/Our-Business/Pluto/Pages/default.aspx for further information. 
30 See www.chevronaustralia.com/ourbusinesses/gorgon.aspx for further information. 
31 See www.qgc.com.au/qclng-project.aspx for further information. 
32 See www.santosglng.com for further information. 
33 See www.shell.com.au/home/content/aus/aboutshell/who_we_are/shell_au/operations/upstream/prelude for further information. 
34 See www.aplng.com.au/about-project/australia-pacific-lng-project for further information. 
35 See www.inpex.com.au/projects/ichthys-project.aspx for further information. 
36 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.santosglng.com/
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 6. Existing and Committed LNG projects 

 

Source: BREE (2014). 

Table 1. Major LNG projects under construction37 

 

Source: BREE (2014). 

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 many billions of dollars 

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. 

                                                                 

37 See www.bree.gov.au/publications/resources-and-energy-major-projects for further information. 

http://www.bree.gov.au/publications/resources-and-energy-major-projects
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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 7 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 7. Crude oil, condensate and LPG production (mmbls) 

 

Source: APPEA (2014). 

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.  There is little 
commentary contained in the EGP on the potential benefits associated with increased liquids 
production in Australia and policy options to achieve such an outcome. 

The operation of these markets and key policy issues are considered below. 

COMMENTS ON SPECIFIC SECTIONS OF THE EGP 

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 Australian Government’s energy policy 
goals, as set out on page 4 of the EGP.  APPEA’s submission addresses specific sections of the EGP, 
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 EGP. 

ATTRACTING ENERGY RESOURCES INVESTMENT  

APPEA commends the focus in the EGP on addressing the issues that detract from Australia’s 
investment attractiveness.  It is critical that the EWP ensures Australia’s oil and gas companies are 
not disadvantaged against international competitors or against producers of other energy sources 
in Australia.  Therefore, the EGP’s message that Australia must be seen to be open for business – 
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with a stable and predictable policy environment and appropriate taxes and regulation – is a 
positive one. 

STREAMLINE ENVIRONMENTAL AND OTHER APPROVALS TO CREATE MORE CERTAIN, TIMELY AND 
ACCESSIBLE APPROVALS 

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 often poorly designed and has been developed 
on an incremental (and uncoordinated) basis, 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 supports the Government in addressing and reducing unnecessary regulatory burden on 
industry.  APPEA believes that ongoing reform is needed to continue 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 
project economics.  In addition, the critical timelines associated with capturing market 
opportunities can be compromised, with the worst outcome leaving resources stranded.  Australia 
must operate in a highly competitive market. 

Compliance costs are incurred as a direct consequence of meeting regulatory obligations.  The 
Productivity Commission38 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 

                                                                 

38 See www.pc.gov.au/__data/assets/pdf_file/0020/8903/regburd.pdf for further information. 

http://www.pc.gov.au/__data/assets/pdf_file/0020/8903/regburd.pdf
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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 Australia39, 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 
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 (see Table 2). 

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). 

                                                                 

39 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.appea.com.au/wp-content/uploads/2013/04/APPEA_Cutting-Green-Tape.pdf
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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 perhaps relatively minor, it 
represents a worst-cast case outcome with an estimated reduction in the new present value of 
government revenues falling by 14.0 per cent for an Onshore LNG project to 14.9 per cent for an 
Offshore LNG project (Table 3). 

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 project40. 

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 Processes41 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 identified substantial duplication in regard to environmental 
approvals.  Unnecessary, subjective, prescriptive and/or duplicative regulation can have a 

                                                                 

40 Details on the results are contained in the APPEA Cutting Green Tape: Streamlining Major Oil and Gas Project Environmental Approvals 
Processes in Australia report. 
41 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. 

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


 

 

Page | 27  

 

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 Santos 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. 

Reforms underway 

The oil and gas industry welcomed42 Minister for the Environment, the Hon Greg Hunt MP’s 
February 2014 endorsement of streamlined approvals processes for offshore oil and gas operations 
that maintains existing high environmental safeguards by making the National Offshore Petroleum 
Safety and Environmental Management Authority (NOPSEMA) the sole environmental approvals 
assessor for offshore petroleum activities in Commonwealth waters. 

This change removes the unnecessary duplication. Industry and interested members of the public 
will now have one point of contact and one regulatory approval system.  This streamlining of 
environmental approvals means clearer approvals processes and increase returns to project 
developers, suppliers, government and the Australian people. 

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.  

                                                                 

42 See www.appea.com.au/media_release/streamlining-offshore-regulations-will-deliver-dividend-for-australia for further information. 

http://www.appea.com.au/media_release/streamlining-offshore-regulations-will-deliver-dividend-for-australia
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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 that was undertaken under the EPBC Act for offshore approvals 
by 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 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 
the first three miles seaward of the territorial sea base line) to NOPSEMA.  At this stage, the 
Victorian Government is the only jurisdiction to have conferred its occupational health and safety 
and structural integrity powers to NOPSEMA. 
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APPEA is encouraged that at the May 2014 meeting of the COAG Energy Council, the Northern 
Territory and South Australia have agreed to commence discussions with NOPSEMA regarding the 
potential conferral of powers and functions on NOPSEMA for occupational health and safety, 
integrity (including well integrity) and environmental management in designated coastal waters43. 
 
APPEA supports ongoing efforts to continue streamlining of regulatory approvals for offshore 
petroleum projects extending into coastal waters. 

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. 

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

In June 2013 amendments to the EPBC Act introduced significant impacts 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.   

The Santos GLNG Project approvals considered above provide an example of the comprehensive 
nature of the existing regime.  In relation to water, the Santos GLNG Project 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 
Processes44 examined inefficiencies in the regulatory processes that currently apply to major 
projects in Australia.  It made a specific recommendation (Recommendation 6.3) that the 

                                                                 

43 See the 1 May 2014 COAG Energy Council communiqué, available at scer.govspace.gov.au/files/2014/05/COAG-Energy-Council-
Communique-Final-1-May-20141.pdf.  
44 See www.pc.gov.au/projects/study/major-projects/report for further information. 

https://scer.govspace.gov.au/files/2014/05/COAG-Energy-Council-Communique-Final-1-May-20141.pdf
https://scer.govspace.gov.au/files/2014/05/COAG-Energy-Council-Communique-Final-1-May-20141.pdf
http://www.pc.gov.au/projects/study/major-projects/report
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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 acknowledges 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. 

The water trigger also prevents full implementation of effective 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 exempt from this process and are 
unable to be included in approval bilateral agreements.  APPEA supports both bilateral assessment 
and approval agreements.  They achieve the intent of the EPBC Act, maintain high environmental 
standards and harmonise Commonwealth and State and Territory processes while removing 
inefficient, costly and often confusing duplication.  

APPEA notes that at the time of making this submission an amendment to the EPBC Act (The 
Environment Protection and Biodiversity Conservation Amendment (Bilateral Agreement 
Implementation) Bill 2014) is under debate in the Australian parliament.  Though this amendment 
does not remove the water trigger itself, it does allow for the full integration of all matters of 
national environmental significance into bilateral agreements and thereby removes some 
duplication and complexity.  If passed, the amendment will allow CSG development and large coal 
mining water issues to be incorporated into regulatory reform with associated benefits of 
rationalised and integrated assessment and approval framework45. 

Duplicative approvals are an unnecessary burden, especially at a time when our cooling economy 
means we should be encouraging large-scale developments across Australia. 

The water trigger, under the Environment Protection and Biodiversity Conservation Act 1999, should 
be repealed as a matter of priority. At the very least, the EPBC Act should be amended to include all 
matters of environmental significance in bilateral agreement negotiations.  

IMPROVING LABOUR PRODUCTIVITY AND SKILLS 

Improving labour 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 seven major LNG projects due for completion in the next few years, demand for the skilled 
and experienced labour to operate these facilities is growing. 

  

                                                                 

45 See APPEA’s submission on the Bill is available at www.appea.com.au/wp-content/uploads/2014/06/EPBC-amendments-
submission.pdf.  

http://www.appea.com.au/wp-content/uploads/2014/06/EPBC-amendments-submission.pdf
http://www.appea.com.au/wp-content/uploads/2014/06/EPBC-amendments-submission.pdf
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Labour relations reform 

Australia’s oil and gas industry believes strongly that labour relations reform must be placed at the 
centre of the national productivity agenda.  To that end, APPEA has developed a blueprint for 
workplace relations reform in major project construction which aims to drive much-needed 
productivity growth and improve the industry’s global competitiveness.  APPEA’s blueprint for 
change – Improving Labour Productivity: A Regulatory Reform Agenda46 – highlights a range of 
sector-specific problems with the Fair Work Act 2009 (FWA) and makes a number of important 
recommendations.  

In its current form, the FWA encourages high labour costs and low productivity on major resource 
project construction.  It facilitates the continued ratcheting up of wages and allowances and project 
owners cannot be confident about the cost of labour over the full life-span of construction.  This is 
undermining Australia’s ability to capitalise on growing global demand for LNG. 

Problems on major projects relate to both how terms and conditions are set at the outset of the 
agreement (greenfields agreement provisions) and risks to project performance and 
competitiveness despite one or more agreements being in place.  These problems include the: 

 Risk of protected industrial action during renegotiation. 

 Broad scope of ‘permitted matters” over which bargaining can take place. 

 Misuse of right of entry provisions. 

 Impact of unprotected action. 

While APPEA welcomes the proposed amendments to the FWA, the oil and gas industry believes 
further amendments are needed.  Specifically, adopting a new form of enterprise agreement – 
Major Project Agreements (MPAs) – that would specifically apply to major capital projects, such as 
multi-billion dollar LNG plants. 

These MPAs would reflect both the scale of these projects and the timeframe required to develop 
them by: 

 Limiting the time available to negotiate. 

 Having the Agreement apply for the entire period of project construction as opposed to a 
renegotiation every four years. 

 Requiring negotiations to be specific to individual major projects’ circumstances, thus 
preventing the most recent deal struck automatically becoming the minimum benchmark for 
the next. 

Once an MPA has been put in place, further reforms to protect major capital investments are 
required, including: 

                                                                 

46 See www.appea.com.au/media_release/labour-reform-crucial-to-boost-australias-competitiveness and www.appea.com.au/wp-
content/uploads/2014/04/APPEA_ILP-report_web.pdf for further information. 

http://www.appea.com.au/media_release/labour-reform-crucial-to-boost-australias-competitiveness
http://www.appea.com.au/wp-content/uploads/2014/04/APPEA_ILP-report_web.pdf
http://www.appea.com.au/wp-content/uploads/2014/04/APPEA_ILP-report_web.pdf
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 Changing Right of Entry provisions, applying them only to those unions with which agreements 
have been made and subjecting permit applications to greater scrutiny. 

 Bigger fines for unlawful industrial action. 

 Raising the threshold for protected industrial action. 

 Anti-picketing laws that deliver faster determinations regarding lawfulness. 

 Re-introducing a well-resourced Australian Building and Construction Commission. 

Access to a skilled workforce 

The oil and gas industry needs a skilled domestic workforce and access to skilled migrants to 
improve workforce productivity.  This, combined with labour mobility, enables timely and 
cost-effective projects, which in turn encourages future investment.  Education and training is a 
priority of the government, and APPEA is working to ensure that policy frameworks support the 
improvement of productivity and access to skilled workers needed to design, operate and maintain 
LNG projects. 

The rapid escalation in investment in the Australian sector has created challenges in sourcing a 
skilled Australian labour force for major project construction in some selected occupational 
categories.  The shift in scale and complexity from modest sized to mega projects (>$5 billion) has 
raised numerous labour productivity challenges for the project construction phase.  These have 
included obtaining skilled resources, fast tracking of workers, spreading experienced labour across 
the projects and providing sufficient training opportunities. 

While training and upskilling local process operators and other operations employees continues, 
there is some concern about the volume and depth of skills available to the maintenance and 
shut-down contractors who will be required undertake much of this work.  Linked to this is the 
capacity and availability of specialists such as project planners, cost controllers and schedulers who 
will be needed to ensure this work is done effectively and efficiently to ensure industry-wide 
productivity is maximised. 

The industry is committing significant resources into training and upskilling Australian workers to 
meet these and other workforce challenges associated with the ten major projects currently under 
construction and set to become operational over the next few years.  In spite of these efforts, 
however, there will continue to be demand for highly skilled overseas workers to undertake 
specialised short-term roles or projects.  This is particularly the case in the offshore environment 
but also more generally across the various temporary skilled visa classes.  Industry efforts to train 
and develop Australian workers are supported, and government should streamline industry access 
to the larger pool of specialised skilled and experienced workers available internationally. 

Recent and flagged reforms will ensure the skilled migration system is flexible, streamlined and 
responsive to the needs of employers.  Any changes that make it more difficult to employ 
specialised workers need to be averted.  However, any system must also be sustainable and APPEA 
would like to see the all parties work together to develop a streamlined skilled migration system 
that does not impose an unacceptable regulatory burden on Australia’s multi-billion dollar oil and 
gas industry, particularly in the offshore environment which has seen a range of legislative changes. 

The politicisation of the use of international labour in the offshore environment in particular has 
been an unfortunate development that has necessitated a range of legislative changes.  
Government should work with the industry and with all parties to ensure the development of a 
sustainable and streamlined visa system with bipartisan support that does not impose an 
unacceptable regulatory burden on the industry. 



 

 

Page | 33  

 

Policy settings that facilitate the training and upskilling of Australian workers and encourage labour 
mobility are vital.  While residential employment remains a significant component of the industry’s 
workforce, particularly moving from construction into the long-term operational phase, generally 
the local residents cannot meet all of this demand and so alternatives such as commuting or skilled 
migrants must be readily available. 

All parties should work together to develop a sustainable skilled migration system for Australia’s 
multi-billion dollar oil and gas industry, particularly in the offshore environment. 

Increasing the labour pool 

While it is working to maximise the quantity, quality and flexibility of Australian workers, the 
industry needs to have access to the larger pool of skilled workers available internationally.   

The industry is putting significant commitment and resources into developing the local skilled 
workforce, there will nevertheless be demand for highly skilled overseas workers to undertake 
specialised short-term roles or projects.  This is particularly the case in the offshore environment 
but also more generally across the various temporary skilled visa classes. 

In this respect, APPEA notes the statements in the EGP on page 16 that 

There is broad industry and government support for temporary work (skilled) visas.  
Subclass 457, labour agreements, Enterprise Migration Agreements, and Designated Area 
Migration Agreements all help fill skills shortages that cannot be filled domestically in a 
short timeframe. 

Feedback from industry through this process is that they would like to see the repeal of the 
2013 changes to the 457 programme that required initial domestic labour market testing.  
Concerns are the changes impede quick access to the right skills for a productive workforce 
because of complexity, red tape and cost.  Enterprise Migration Agreements were 
developed as part of the National Resources Sector Workforce Strategy.  With the expected 
increase in the gas industry’s workforce needs, the need for an agreement structure that 
supports large resource sector and infrastructure projects remains strong. 

Some resource companies have argued for greater streamlining of requirements for 
intercompany transfers.  Many resources companies have an international presence, and 
more Australian employees gain experience working overseas than overseas employees do 
by working on Australian projects. 

The reforms proposed to the visa subclass 457 arrangements announced by the Government as 
part of its recent Industry Innovation and Competitiveness Agenda47 are important and positive 
developments48.  However, APPEA was disappointed that the announcements did not include a 
commitment to repeal the labour market testing requirements.  Labour market testing makes the 

                                                                 

47 See www.dpmc.gov.au/publications/Industry_Innovation_and_Competitiveness_Agenda/index.cfm.  
48 See www.appea.com.au/media_release/action-plan-recognises-the-strength-of-oil-and-gas for further information. 

http://www.dpmc.gov.au/publications/Industry_Innovation_and_Competitiveness_Agenda/index.cfm
http://www.appea.com.au/media_release/action-plan-recognises-the-strength-of-oil-and-gas
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process of employing temporary skilled migrants significantly more difficult, and will hamper the 
participation for Australian employees in the international talent development and sharing 
programs of global oil and gas companies. 

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. 

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 should be 
repealed. 

Australia already has one of the most stringent offshore visa systems in the world and any changes 
that make it more difficult to employ these workers need to be averted.  APPEA recommends the 
development of a sustainable and streamlined visa system that does not impose an unacceptable 
regulatory burden on the industry. 

Australian alignment with International Standards 

Inefficiencies and productivity imposts arise from differential Australian and international 
standards.  The Australian oil and gas industry often procures goods and services on the basis of 
internationally recognised standards (International Standards Organisation, American Petroleum 
Institute standards, and so on).  Currently, misalignment between Australian oil and gas industry 
standards and international standards mean that machinery and equipment that is manufactured 
overseas and meets international standards is then required to be retrofit to meet Australian 
standards. 

The reforms announced in the Industry Innovation and Competitiveness Agenda to ensure that 
Australian regulators not impose additional requirements beyond those already applied under 
trusted international regulation are important reforms and are welcomed by the industry. 

Science, technology, engineering and mathematics (STEM) skills 

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’. 
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The reforms announced in the Industry Innovation and Competitiveness Agenda to increase the 
focus on STEM, and innovation in schools are also welcomed by the industry. 

Workforce mobility 

Geographic mobility is a critical 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.  Advances in transport and communication technologies, including 
telecommuting and long-distance or fly-in/fly-out or drive-in/drive out commuting, have broadened 
the scope and extent of geographic labour mobility.  However, market signals alone are not 
encouraging the movement of people from areas of high unemployment to areas with greater 
employment and income prospects49. 

Given the regional or remote location of most of Australia’s oil and gas facilities, a skilled, 
experienced and mobile workforce will be critical to supporting the development of Northern 
Australia.  Workforce requirements for oil and gas projects vary according to project phase. During 
the construction phase a very large but temporary labour requirement exists, while project 
operations typically require fewer but highly specialised workers to manage the operation and 
maintenance of production facilities on an ongoing basis. 

The continued use of fly-in/fly-out and drive-in/drive-out work models, particularly during the 
temporary construction phase, is essential to enable mobile, flexible and highly skilled operators to 
be deployed in their most productive capacity in support of these projects.  It is also important to 
avoid the ‘boom-to-bust’ cycle that can beset remote regional centres during the construction 
phase of projects.  

Residential employment remains a significant part of the industry’s workforce practices and is 
usually the preferred alternative when a local workforce is available.  Significant investments are 
being made by companies in social and community infrastructure, particularly for onshore 
projects50.  Onshore activities present opportunities for oil and gas companies to seek local 
indigenous workforce participation in projects. 

The main factors affecting location decisions are personal and this needs to be well understood 
when considering workforce mobility policies.  The impact of some policies, such as taxation (for 
example, payment of state stamp duties on sale of residential property) and housing, may serve as 
barriers to labour mobility and should be addressed to open up more opportunities for individuals 
and families.  While APPEA does not support distortionary fiscal policies, a recognition of the higher 
costs faced by residents in remote areas can to some extent by addressed through policy settings.   

                                                                 

49 Productivity Commission (2014), Geographic Labour Mobility, Research Report, 6 May (available at 
www.pc.gov.au/projects/study/labour-mobility/report).  
50 Australian Venture Consultants Pty Ltd (2012), The wider contribution to Australia of the Oil and Gas Industry, a selection of case 
studies from the development of offshore gas fields (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.pc.gov.au/projects/study/labour-mobility/report
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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The benefits that resource development projects bring to regional communities are highlighted in 
research commissioned by APPEA and the Minerals Council of Australia in 2013.  This work analysed 
the long distance commuter workforce across Australia and the changing resident demographic 
profile of Australia’s resource communities51.  

Key standard of living measures were drawn for nine resource regions, including the Pilbara, 
Central-West WA, and North West Queensland.  These showed that overall, incomes and 
educational attainment are higher, and unemployment is lower in resource regions compared to 
regional Australia more generally.  There are more families and working aged people in resource 
regions than regional Australia generally, and, while fewer people own their own residences, the 
report showed that workers are not just flying in and out, they are moving to the regions to live.  
Challenges included service provision (such as medical, cultural) and infrastructure, often impacted 
by growing long distance commute workers.  

Linked to these earlier research projects, APPEA commissioned a more detailed labour mobility 
report focussed on identifying the challenges, opportunities and potential policy responses needed 
to harness the potential of the oil and gas resources in Northern Australia.  This report, Heading 
North: the Importance of Labour Mobility in Development Northern Australia52, was commissioned 
to consider 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.   

Box 2 highlights the key recommendations in the report (which are detailed in Chapter 10 of the 
report itself): 

Box 2. Recommendations: Heading North: the Importance of Labour Mobility in Development 
Northern Australia 

Recommendation 1: Blended and flexible workforce models 

 Support blended employment models 

 Retain capacity to source skilled workers from global markets 

 Support industry to improve productivity 

 Reduce ‘red tape’ 

Recommendation 2: Developing a northern city of national and global significance 

 Prioritise the development of Darwin as a significant city of the north 

  

                                                                 

51 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. 
52 Creating Communities (2014), Heading North: the Importance of Labour Mobility in Development Northern Australia (available at 
www.appea.com.au/wp-content/uploads/2014/09/FINAL-Creating-Communities-Heading-North-the-importance-of-labour-mobility-
.pdf). 

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
http://www.appea.com.au/wp-content/uploads/2014/09/FINAL-Creating-Communities-Heading-North-the-importance-of-labour-mobility-.pdf
http://www.appea.com.au/wp-content/uploads/2014/09/FINAL-Creating-Communities-Heading-North-the-importance-of-labour-mobility-.pdf
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Recommendation 3: High-quality social infrastructure and services 

 Develop an infrastructure strategy and fund 

 Develop liveable towns and cities 

 Deliver high-quality health services 

Recommendation 4: Affordable housing 

 Develop a holistic approach across the region for land use planning 

 Secure Land and Housing Supply 

 Review punitive taxes such as stamp duties 
Recommendation 5: Exceptional education and research opportunities 
 

 Deliver high-quality education and training opportunities 

 Establish and support the development of National Centre of Oil and Gas Technology 
 
Recommendation 6: Effective Indigenous engagement and participation 
 

 Support best practice resource access agreements 

 Maximise pathways for indigenous participation 
 
Recommendation 7: Reframing the image of Northern Australia 
 

 Promote the attractions and benefits of living in Northern Australia 

SUPPLY CHAIN OPPORTUNITIES AND INDIGENOUS EMPLOYMENT 

Supply chain opportunities 

To sustainably enhance local content, Australia must increase the competitiveness and capacity of 
local suppliers, while also avoiding unnecessary and burdensome regulation.  Petroleum companies 
operating in Australia support the principle of providing full, fair and reasonable opportunity to 
local suppliers to win work on major projects.  Focussing efforts on increasing supplier 
competitiveness and capacity is the key pre-requisite step to addressing the productivity 
constraints that are limiting the ability of local suppliers to participate on a global basis. 

A 2012 report by Australian Venture Consultants53 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. 

                                                                 

53 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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The EGP on page 17 recognises that one of the key challenges for improving local participation in 
the supply chains of upstream projects rests on the capability and competitiveness of local 
suppliers.  In relation to major projects, challenges for local suppliers to address have included: 

 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. 

For upstream proponents, the use of local suppliers can provide significant advantages to projects 
through faster turnaround of services, localised employment, improved timings and improved 
communication. 

The Australian Government’s most recent efforts to improve local supplier participation did not 
seek to address these challenges, but instead duplicated existing company efforts to make supply 
chain opportunities visible and introduced significant uncertainty by changing the timing of when 
companies must deliver Australian Industry Participation Plans. 

The Australian Jobs Act 201354 should be repealed as a key milestone in the Government’s 
commitment to reduce red tape and uncertainty for business.  Improvement of local supplier 
participation rests on addressing prequalification, tendering, competitiveness and ensuring 
compliance with global standards. 

The Australian Job Act 2013 was introduced by the previous Government as part of a broader local 
industry participation policy and seeks to influence procurement decisions connected with large 
investment projects in Australia.  Rather than achieving its stated objective, the legislation 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.  When coupled with 
the potential for injunctions and other penalties, the regime 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 Plan without any clear need or definition has created significant ambiguity.  As a 
result, the policy merely increases uncertainty and escalates compliance costs (particularly for 
smaller projects and/or those with limited exposure to the existing Enhanced Project By-Law 
Scheme structure) without a demonstrated commensurate additional benefit to Australian 
suppliers. 

                                                                 

54 See www.industry.gov.au/industry/AustralianIndustryParticipation/Pages/AIP-plans-required-Jobs-Act-2013.aspx for further 
information. 

http://www.industry.gov.au/industry/AustralianIndustryParticipation/Pages/AIP-plans-required-Jobs-Act-2013.aspx


 

 

Page | 39  

 

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 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. 

Indigenous employment 

Oil and gas companies operating in Australia are making a significant contribution toward creating 
more indigenous employment opportunities in the industry.  Initiatives are wide ranging and 
extensive and include dedicated employment strategies, opportunities for indigenous enterprises in 
the supply chain, education and training initiatives in schools, vocational providers and universities, 
dedicated traineeship/apprenticeship/cadetship opportunities, establishment of dedicated training 
centres, improved cultural awareness and community engagement. 

In order to support continued growth in numbers of indigenous employees in the sector it is 
important that training is firmly linked to genuine employment outcomes and that government 
agency roles in the various jurisdictions are clarified to remove duplication of effort and improve 
effectiveness and efficiency. 

The training of indigenous employees should be firmly linked to genuine employment outcomes 
and that government agency roles in the various jurisdictions should be clarified to remove 
duplication of effort and improve effectiveness and efficiency. 

BETTER GEOSCIENCE AND COMMUNITY ENGAGEMENT 

Geoscience and environmental data 

APPEA supports the ongoing work of Geoscience Australia through its precompetitive data 
acquisition programs and regulatory role of data repository. 

Given that Geoscience Australia manages all ‘in-confidence’ digital data and petroleum mining 
samples submitted to the National Offshore Petroleum Titles Administrator (NOPTA) under the 
OPGGS Act, the continued development of the National Offshore Petroleum Data and Core 
Repository (NOPDCR), which has been operational since 1 January 2014, is important in ensuring 
data is stored, available and quality assured.  The establishment of a national repository has the 
potential to greatly simplify the submission of geological and geoscientific data and samples as 
required by legislation and licence conditions.  The imminent arrival of the National Offshore 
Petroleum Information Management System (NOPIMS) will also provide better access for this data 
and its full capability growth is supported by industry. 

In conjunction with NOPTA, Geoscience Australia is continuing to develop data and physical sample 
compliance standards which will not only assist in compiling the store of geological knowledge, but 
will also assist with Geoscience Australia’s regional integration studies which feed into prospectivity 
mapping and acreage release.  The basin inventory study released in April 2014 is a key example of 
this.  Better coverage and quality of geoscientific data assists explorers and investors to investigate 
Australia’s petroleum potential when the data is released to open file (public after confidentiality 
period served). 

The EGP also raises on page 19 the issue of the development of a centralised management and 
open access of industry environmental data.  APPEA recognises that the centralised management of 
environmental data that is already publicly available and submitted for approval and regulatory 
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purposes could have benefits through open access to a large volume of data for all stakeholders.  
The management and demonstration of this data could positively contribute to improving the social 
licence of the industry and improve better planning and awareness of environmental outcomes. 

While the discussion on a central repository for environmental data is an important one, there are 
some hurdles that must be overcome before industry can fully support this recommendation.  
Serious consideration is required on a number of issues such as: 

 Data quality and management. 

 Data collection and format. 

 Data identification. 

 Ongoing funding of central repository. 

 Existing data, and aggregation. 

 Confidentiality arrangements and excluded data. 

Industry continues to have concerns about proposals to provide open public access to centralised 
data not already public under approvals processes.  Substantial financial investment has been made 
by many companies in gathering, collating and interpreting environmental data and the public 
disclosure of such information can disadvantage companies that have made substantial 
investments above the levels required for regulatory approval.  APPEA welcomes the opportunity 
to work closely with the Australian Government on this issue. 

Community engagement 

As the EGP notes on page 20 

Better engaging communities means genuine contact, and having trusted project impact 
information available. This information needs to cover environmental, social and economic 
issues.  The main responsibility for engaging communities rests with industry.  Governments 
look for appropriate community engagement as a normal part of their approval and 
regulatory roles. 

The industry acknowledges the importance of community engagement and that the main 
responsibility for engaging with the community rests with industry. 

However, the experience of member companies in such engagement has highlighted that there is 
typically an equal appetite from the community for information from regulatory agencies on 
approvals requirements and compliance measures.  Similarly, in areas where there are no operating 
companies but there is prospective acreage, considering and addressing community information 
needs is the responsibility of Government. 

The industry recognises that it is increasingly being called upon to engage in a meaningful way with 
communities.  In response, it has become necessary to develop expertise well beyond the 
engineering excellence that has been traditionally required in oil and gas activities.  This is a 
challenge for individuals and smaller exploration companies.  Constraints include the lack of 
understanding and confidence in industry activities and its regulation, and the increase in 
campaigns and criticism by groups opposed to natural resources development.  
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Land Access 

APPEA supports the overarching land access principles set out by the Council of Australian 
Government’s (COAG) Energy Council in the Multiple Land Use Framework (MLUF), which 
encourages consistency across jurisdictions.  The high level framework set out by the MLUF is 
consistent with the principles on which APPEA has engaged with land owners and peak farming and 
pastoral bodies across Australia in relation to the development of standardised land access 
agreements.  Consistency between industry and government on best practice land access 
approaches is critical, as efforts to provide clarity to the community around land access rights and 
responsibilities is being separately led by either industry or government in Australia depending on 
the jurisdiction. 

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.  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. 

Delivery of a nationally consistent framework for land access is a significant task.  Despite the MLUF 
receiving formal endorsement by (the former) SCER in December 2013, APPEA is not aware of the 
framework having received widespread implementation and it therefore remains 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 with peak agricultural bodies across Australia to establish a shared understanding 
of how science and cooperation can help in resolving technical issues and concerns about 
petroleum exploration activities. 

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 

In Western Australia and the Northern Territory, APPEA is working with the Western Australian 
Farmers Federation (WAFarmers), the Pastoralists & Graziers Association of WA, vegetablesWA and 
the Northern Territory Cattleman’s Association.  Engagement in these two jurisdictions is expected 
to deliver standardised land access agreements which will: 

 Simplify the negotiation process with model agreements which incorporate input from the key 
stakeholder groups and can be confidently used as a platform for any further discussions and 
terms. 

 Ensure respect, fairness and equity for all parties in the negotiation of access, tenure and 
compensation agreements. 

 Deliver certainty to both land holders, pastoralists and petroleum companies. 

 Establish protocols for early communication and consultation between the parties. 

 Provide guidance on matters that can be considered in relation to the activities to be 
undertaken on the land and appropriate compensation mechanisms for the impact petroleum 
activities have. 
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This work will provide the most value in areas where activity is proposed or underway.  

IDENTIFYING AND ADDRESSING INFRASTRUCTURE CONSTRAINTS 

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, 
including 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. 

APPEA supports the introduction of a pipeline trading capacity initiative55 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. 

PROMOTING EXPORTS 

Exports of natural gas: value-adding 

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

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 PwC56 considered 
the value-adding provided to the Australian economy by a range of industries and found: 

On average, for every $1 of production by Australian industry, 49 cents of value-add is 
created in the economy.  This compares to 75 cents in education and training, 71 cents in 
financial and insurance services and 70 cents in the oil and gas extraction sector.  The oil 
and gas sector has a higher ability to add value to the Australian economy through its large 
scale capital and skilled labour.  The industry with the lowest value-add per unit of supply is 
the manufacturing industry, which adds less than 30 cents for every $1 of supply used. 

 

                                                                 

55 See www.scer.gov.au/workstreams/energy-market-reform/gas-market-development/gtpct for further information. 
56 PwC (2014), Value-adding: Australian Oil and Gas Industry, September 2014 (available at www.appea.com.au/industry-in-depth/appea-
submissions-and-reports/submissions-and-reports-2014).  

http://www.scer.gov.au/workstreams/energy-market-reform/gas-market-development/gtpct
http://www.appea.com.au/industry-in-depth/appea-submissions-and-reports/submissions-and-reports-2014
http://www.appea.com.au/industry-in-depth/appea-submissions-and-reports/submissions-and-reports-2014
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Structural change in the economy which results in the flow of resources from lower value adding 
sectors to higher value adding sectors will result in a better economic outcome for Australia.  As 
one of Australia’s highest value-adding industries, the oil and gas industry has great potential to 
produce some of Australia’s highest value-adding goods and services. 

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

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. 

The importance of foreign investment 

In a similar way, 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 the majority 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.  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. 

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 interventions57, such as a domestic 
gas reservation policy or ‘national interest’ test that would endanger Australia’s investment profile, 
including for foreign investors. 

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. 

                                                                 

57 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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With this in mind, the conclusion of the range of Free Trade Agreements (FTAs) currently under 
negotiation should be a key short-term priority for the Government. 

APPEA is also supportive of the export promotion initiatives outlined in the EGP on page 23. 

ATTRACTING ENERGY RESOURCES INVESTMENT: THE ROLE OF THE FISCAL REGIME 

As the EGP notes on page 10 (particularly in the context of the competitive position of the Australia 
LNG industry compared to rivals in East Africa and North America): 

Taxation and regulation are two areas for governments to address, with the Australian 
Government committed to remove unnecessary business costs and barriers to investment. 

The impact of taxation on achieving energy policy outcomes is a vital consideration, as the fiscal 
framework is a critical determinant of investment decisions in the oil and gas industry. 

Taxation factors 

While not covered by the terms of reference of the EGP, the fiscal framework has an important 
impact on the ability to achieve any established energy policy objectives.  The Australian oil and gas 
industry is subject to a wide variety of taxes and charges, with taxes estimated to account for nearly 
50 per cent of pre-tax profit (see Figure 8). 

Figure 8. Estimated Petroleum Industry Profit (Before Tax) and Taxation Contributions 

       $m                       Proportion 

 

Source: APPEA Financial Survey (2014). 

Taxes and charges include company income tax, resources taxes (including the petroleum resource 
rent tax, petroleum royalties and production excise), licence fees, fuel excise, transfer duties and 
import duties.  To varying degrees, these imposts impact on investment decisions at all stages of 
the exploration, development and production cycle. 

The development of an energy policy that fails to recognise the impact of taxation will lead to 
sub-optimal outcomes.  APPEA highlighted a range of fiscal issues in our February 2014 submission 
to the EWP Issues Paper.  Most of these issues remain unresolved. 

In terms of the taxation settings, the following factors should be considered. 
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Resource Taxes and Charges 

 Competing energy sources should be subject to similar imposts to ensure competitive neutrality 
when competing to supply markets. 

 With the decision to extend the Petroleum Resource Rent Tax (PRRT) regime to all petroleum 
production in Australia, the existing crude oil and condensate production excise regime that is 
imposed by the Australian Government should be abolished, at a minimum for onshore areas 
and projects in state waters.  This will help avoid duplicative taxes and unnecessary red tape on 
the industry. 

 All costs associated with exploring and producing petroleum should be deductible for PRRT 
purposes. 

 Concerns surrounding administrative complexity and technical definitions associated with PRRT 
should be addressed in an equitable and transparent manner consistent with the original intent 
of the regime which was as a charge on economic rent. 

 The PRRT settings should be carefully monitored to ensure that they do not impede the 
development of small and remote oil and gas resources. 

 Royalty-based imposts levied by governments should be applied on a principles-based manner 
that allows all costs associated with producing petroleum as being deductible in determining 
the wellhead value of petroleum. 

 Exploration permits and rights should be allocated using the principles of the ‘work program 
bidding system’ rather than through the imposition of cash-based auctioning systems that act 
of dilute exploration budgets. 

Income Tax 

 The immediate deductibility of all costs associated with exploration activities must be 
maintained in recognition of the high risk nature of such activities, including those expenditures 
associated with determining the commerciality of discovered resources. 

 Australia’s depreciation provisions must remain competitive with other countries seeking to 
supply gas into global markets. 

 The Australian Government should ensure the process of amending the legislation to restrict 
the immediate deduction of certain costs associated with obtaining mining rights and 
information is done in a manner that ensures taxation consequences do not arise when 
tenement and permit realignments are undertaken on a non-cash basis.  Such transactions are 
important in seeking to commercialise discovered resources. 

 Global taxation settings should avoid the double taxation of income. 

Other Fees and Charges 

 Tariff duties should be abolished as they represent a significant impost on development costs 
during the early stages of a project. 

 Full fuel tax credits should be available for all activities associated with exploring, developing 
and producing petroleum resources. 

 Licence fees and transfer duties should be minimised to avoid the imposition of charges that 
can discourage the efficient allocation of permits and the commercialisation of resources. 

Each of these factors are important in ensuring that resources are both identified and developed in 
a timely manner to allow for the nation’s broader energy policy objectives to be achieved. 
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ELECTRICITY PRICES  

ELECTRICITY PRICES AND THE RENEWABLE ENERGY TARGET 

The EGP notes on page 25 that 

Electricity prices have recently risen sharply, with household prices rising by around 50 per 
cent nationally over the past four years … The carbon tax and other environmental policies, 
such as the Renewable Energy Target (RET) and state feed-in-tariffs, have also had an 
impact.  In 2013-14, environmental schemes were projected to make up around 16 per cent 
of the national average electricity price, compared with network costs of 52 per cent. 

While the 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. 

APPEA notes the report of the Review of the Renewable Energy Target58 (to which APPEA provided 
a submission59) was released on 28 August 2014 and the Government has commenced a 
negotiation process with the Opposition to agree a legislative response to the Review60.  As APPEA 
noted when the negotiation process commenced, these negotiations must deliver a sensible 
outcome for gas industry61.  In particular, recognition by both major parties of the need to remove 
the competitive burden the RET places on trade-exposed industries, specifically cleaner forms of 
energy like natural gas (exports of LNG), is welcomed.  Such industries should be fully exempted 
from RET obligations. 

Australia’s LNG exporters are among the most trade exposed of all Australian exporters.  They 
cannot pass increased costs on to consumers and any loss of international competitiveness would 
benefit Australia’s international LNG competitors or suppliers of alternative, higher greenhouse gas 
emitting, energy sources.  The Government’s recognition of the need to reduce pressure on energy 
intensive trade exposed sectors like LNG is therefore welcomed. 

Higher cost renewable energy sources increase the average cost of electricity supply and these 
costs must ultimately be recovered, notwithstanding any transient reduction in wholesale prices.  
Moves to revise the target down to reflect the level required to achieve the 20 per cent by 2020 
commitment can therefore lower the cost burden on the Australian economy. 

 

                                                                 

58 See retreview.dpmc.gov.au/papers for further information. 
59 See retreview.dpmc.gov.au/published-submissions and www.appea.com.au/wp-content/uploads/2014/05/APPEA-Submission-re-RET-
160514.pdf for further information. 
60 See www.minister.industry.gov.au/ministers/macfarlane/media-releases/renewable-energy-target and 
markbutler.alp.org.au/news/2014/10/22/abbott-government-plan-would-ruin-renewable-energy for further information. 
61 See www.appea.com.au/media_release/ret-negotiations-must-deliver-sensible-outcome-for-gas-industry for further information. 

http://retreview.dpmc.gov.au/papers
http://retreview.dpmc.gov.au/published-submissions
http://www.appea.com.au/wp-content/uploads/2014/05/APPEA-Submission-re-RET-160514.pdf
http://www.appea.com.au/wp-content/uploads/2014/05/APPEA-Submission-re-RET-160514.pdf
http://www.minister.industry.gov.au/ministers/macfarlane/media-releases/renewable-energy-target
http://markbutler.alp.org.au/news/2014/10/22/abbott-government-plan-would-ruin-renewable-energy
http://www.appea.com.au/media_release/ret-negotiations-must-deliver-sensible-outcome-for-gas-industry
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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. 

RATIONALISE EMISSIONS REDUCTIONS SCHEMES 

APPEA notes this key policy issue is raised on page 33 in the context of higher electricity prices, 
where the EGP states 

The Australian Government could develop principles for the COAG Energy Council to 
determine the market impact of on-market interventions.  Impacts include energy 
consumption, price, investment and ability to deliver emissions reductions.  COAG could 
periodically receive reports on market interventions and their impact. 

APPEA welcomes this proposal.  It is important that these principles be developed in a rigorous and 
transparent manner and in full consultation with stakeholders.  The development of these 
principles should be followed by a review of existing emissions reduction schemes (in the context of 
the Emissions Reduction Fund (ERF)62, the centrepiece of the Australian Government’s climate 
change policy response) to ensure they are complementary to that mechanism. 

The growth of separate Australian Government and State and Territory Government policies and 
greenhouse initiatives and their lack of consistency are increasing costs and uncertainty for 
Australian industry, including the upstream oil and gas industry.  This cost and uncertainty and the 
associated sovereign risk, misallocation of resources and deadweight losses to the economy 
associated with the hotchpotch of greenhouse measures in Australia is significant.  While positive 
moves to rationalise measures has occurred in recent years, the task is not complete. 

In addition, governments should not introduce policies and mechanisms inconsistent with a 
national approach.  Importantly, this includes greenhouse gas abatement requirements that may be 
imposed as part of State environmental approval processes.  Such requirements are redundant in 
the face of the ERF and should be removed from existing approval conditions and not included in 
any new approval processes. 

The implementation of the ERF should be accompanied by a significant rationalisation of 
greenhouse measures across all Australian jurisdictions.  Existing measures should be subjected to a 
rigorous cost-benefit analysis against the principles developed through the COAG Energy Council 
and only those measures that can definitively demonstrate their net benefits should be considered 
for retention. 

  

                                                                 

62 See www.environment.gov.au/climate-change/emissions-reduction-fund for more information. 

http://www.environment.gov.au/climate-change/emissions-reduction-fund
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BUILDING GAS SUPPLY AND IMPROVING MARKET OPERATION  

Australia’s gas supply industry is focussed on both its domestic and export markets and, as was 
outlined above, the Australian natural gas industry creates significant wealth for the country, 
including through the employment of many Australians, underpinning the revenue collections of 
governments and generating valuable export revenue for the Australian economy.  This means that 
the stakes are high in realising the industry’s potential benefits. 

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 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 gas63. 

EASTERN MARKET 

As the EGP notes on page 38, the eastern gas market was the subject of a recent review through 
the Eastern Australian Gas Market Study.  APPEA’s comprehensive submission to that process 
noted that in considering the findings of the Study, the Government’s focus should be on measures 
to further improve supply, most particularly removing the current significant impediments to 
further supply that exist in New South Wales and Victoria and definitively ruling out regulatory 
interventions in the Eastern Australian gas market. 

Events since the APPEA submission was lodged in February 2014, such as the 25 September 2014 
announcement by the NSW Government (just two days after the release of the EGP) of a twelve 
month extension of its freeze on natural gas exploration64, have reinforced this key finding. 

The “solution” to the issues considered by the Study and raised again in the EGP on page 38, 
namely 

… potential near-term supply shortage and price pressures facing gas users …  

                                                                 

63 As was recently noted by the Hon Gary Gray MP “If we restricted wheat and beef exports could we get cheaper hamburgers?  Not for 
long, I’d guess.  Within days of banning wheat and beef exports, farmers would begin cancelling orders for farm machinery and 
agricultural industries would begin letting workers go, supply of wheat and beef would fall.  For how long would the price of hamburgers 
fall before dwindling supply of beef and wheat pushed up the price?  A sort of Aussie beef for Aussies campaign! Or should we reserve just 
some beef cattle and some wheat just for consumption as Australian hamburgers?  We live in a global economy.” (see 
www.garygray.com.au/media/speech---energy-users-association-of-australia for more information). 
64 Roberts MP, the Hon A (2014), “Freeze Extended on Petroleum Exploration Licence Applications”, Media Release, 25 September 
(available at www.resourcesandenergy.nsw.gov.au/__data/assets/pdf_file/0004/530644/Freeze-extended-on-Petroleum-Exploration-
Licence-Applications.pdf), which announced 12 month freeze (to 26 September 2015) on NSW Petroleum Exploration Licence 
Applications and Petroleum Special Prospecting Authority applications.  APPEA’s response (www.appea.com.au/media_release/nsw-
natural-gas-freeze) noted NSW consumes around a quarter of the gas used in the eastern Australia gas market, yet supplies only about 
one per cent of the gas production for that market.  The state’s 1.3 million gas customers rely on interstate producers for 95 per cent of 
their supply, despite the state possessing very significant reserves and experienced gas companies willing and able to produce local gas 
for local consumers.  NSW regulated gas prices are increasing by more than 10 per cent this year.  New production depends upon 
successful exploration activity.  And without new exploration and production in NSW, it will be very difficult to put downward pressure 
on NSW gas prices. 

http://www.garygray.com.au/media/speech---energy-users-association-of-australia
http://www.resourcesandenergy.nsw.gov.au/__data/assets/pdf_file/0004/530644/Freeze-extended-on-Petroleum-Exploration-Licence-Applications.pdf
http://www.resourcesandenergy.nsw.gov.au/__data/assets/pdf_file/0004/530644/Freeze-extended-on-Petroleum-Exploration-Licence-Applications.pdf
http://www.appea.com.au/media_release/nsw-natural-gas-freeze
http://www.appea.com.au/media_release/nsw-natural-gas-freeze
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is not to handicap, through inappropriate regulatory interventions or increasing red tape/green 
tape, a growing industry that is already delivering great benefits to Australians and capable of doing 
much more, for the simple reason that it offers a product Asian customers want and security of 
supply that Asian consumers really value. 

As the Study confirms in a number of areas in its report, Australia (including eastern Australia) has 
vast resources of natural gas.  Geoscience Australia and the Australian Council of Learned 
Academies has estimated that eastern Australia has gas reserves and resources totalling 407,107PJ.  
By way of comparison, eastern Australia’s production of natural gas in 2013-14 was around 700PJ, 
meaning eastern Australia has more than enough gas to service both domestic and export markets 
for decades. 

As the EGP goes on to note on page 38 

… stakeholders agree that increasing gas supply will help reduce upward pressure on gas 
prices … 

In relation to onshore gas regulation, as with all forms of regulation, the industry supports stable, 
predictable, robust regulation of its activities based on sound scientific principles and assessment. 

Queensland and South Australia both provide examples of a generally effective and proactive 
regulatory development processes.  Queensland’s natural coal seam gas industry is in the process 
of investing $65 billion in the Queensland and Australian economies, has signed nearly 
4,700 landholder agreements and has so far contributed nearly $130 million to community projects 
and causes65.  South Australia has also taken a proactive approach through the development, in 
consultation with stakeholders including APPEA, of its Roadmap for Oil and Gas Projects. 

In New South Wales, where government regulation continues to send the signal that the State is 
closed for business, the industry employs fewer than 300 people and has signed just 
284 agreements with landholders. 

In Victoria, the October 2013 report of the Victorian Gas Market Taskforce set out a clear 
regulatory reform development and implementation agenda66.  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 rising prices. 

In its October 2014 energy policy statement, the Victorian Government highlighted the importance 
of natural gas to the state’s 1.8 million households and manufacturing businesses yet made no 
mention of lifting current moratoriums on gas exploration and hydraulic fracturing67. 

                                                                 

65 See www.appea.com.au/wp-content/uploads/2014/07/Q1-2014-Total-CSG-Industry-Data_FINAL.pdf for further information. 
66 See www.energyandresources.vic.gov.au/about-us/publications/Gas-Market-Taskforce-report for further information. 
67 See www.energyandresources.vic.gov.au/about-us/publications/victorias-energy-statement for a copy of the Statement and 
www.appea.com.au/media_release/time-to-lift-moratoriums-on-victorian-gas-development for a copy of APPEA’s response. 

http://www.appea.com.au/wp-content/uploads/2014/07/Q1-2014-Total-CSG-Industry-Data_FINAL.pdf
http://www.energyandresources.vic.gov.au/about-us/publications/Gas-Market-Taskforce-report
http://www.energyandresources.vic.gov.au/about-us/publications/victorias-energy-statement
http://www.appea.com.au/media_release/time-to-lift-moratoriums-on-victorian-gas-development
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Policies that undermine the development of energy projects and curtail energy production impose 
costs on the Australian community, in jobs, economic growth and higher energy costs. 

It is vital that both the New South Wales and Victorian Governments proactively support the 
development of the onshore gas industry so as to create a safe and efficient onshore gas industry 
that is underpinned by leading practice regulation and community engagement.  All governments 
must work together to through COAG to remove regulatory and other barriers to allow more gas to 
flow into the Australian gas market. 

WESTERN MARKET 

The EGP notes on page 41, in relation to the western market 

Domestic consumption is expected to grow slowly, with the Carnarvon basin expected to 
remain the major supplier to both the domestic and LNG markets.  The Western Australia 
GSOO (2014) projects that gas production will increase over the next 10 years. 

Very importantly, non-LNG linked domestic capacity can meet 87 per cent of current average 
WA daily demand, of around 980 TJ/d.  The fact that six of the seven current domestic gas 
processing facilities are not linked to an LNG project suggests that this is the result of buyers willing 
to commit to contract terms that underpin the enormous investment required to develop and 
construct a gas processing facility. 

Clearly, there are no substantial commercial barriers to obtaining gas supply in WA, undermining 
further the “rationale” for imposing a domestic gas reservation policy in WA. 

Table 4. WA Domestic Gas Processing Facilities 

FACILITY OPERATOR CAPACITY 
(TJ/D) 

AVERAGE 
THROUGHPUT 
(TJ/D) 

LOCATION 

Karratha Gas Plant 
(NWSV) 

Woodside 630 477 Burrup Peninsula, Pilbara 

Varanus Island Apache 390 289 Varanus Island, Pilbara 

Devil Creek Apache 220 91 Devil Creek, Pilbara 

Macedon BHP Billiton 200 149 Onslow, Pilbara 

Dongara AWE 18 2 Dongara, Mid-West 

Beharra Springs Origin 19.6 11 Mid-West 

Red Gully Empire Oil and 
Gas 

10.6 4 Mid-West 

Source: IMO (2013 and 2014). 

Western Australian’s domestic supply capacity will nearly double by 2020 with the addition of 
Gorgon and Wheatstone.  For this capacity to be fully utilised, it would require demand for gas to 
increase by more than seven per cent per year, compared to a ten-year historical average of 1.1 per 
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cent a year68.  It is worth noting that demand has historically been significantly influenced by mining 
and resource processing projects, many of which are sensitive to global economic influences and 
historically do not see a high rate of realisation. 

Western Australia’s gas market continues to respond to genuine demand and needs to be able to 
respond to market signals without the unnecessary hindrance of government intervention.  The 
recent announcements by major mining companies69 of a switch from diesel to natural gas is 
further evidence that gas supplies are available on commercial terms at competitive prices. 

These factors point to the need for policy makers to review the need for a domestic gas reservation 
policy that on the evidence is both unnecessary and ineffective, and to look at market-based 
options that deliver energy security to Western Australia. 

The EGP notes the Economic Regulatory Authority (ERA), in its recent report70, Inquiry into 
Microeconomic Reform in Western Australia: Final Report, considered the operation of the 
domestic gas reservation policy in WA and found, reinforcing the comments made elsewhere in this 
submission, that there is no market failure in the operation of the WA domestic gas market and no 
economic justification for the government intervention.   

The ERA recommended the WA Government rescind the policy as soon as possible.  The ERA report 
concludes that reservation: 

 Discourages investment in gas projects, reducing the availability of gas for future domestic or 
international use. 

 Perpetuates the existence of industries that may not have a comparative advantage in WA at 
the expense of investment in other industries. 

 Increases reliance on subsidised gas prices. 

 Discourages efficiency and technological innovation. 

Most importantly, the ERA concluded: 

The gas reservation policy represents a distortion in the market that prevents Western 
Australia from realising the full value of its gas reserves. 

These important findings have been welcomed and endorsed by the industry71.  Unfortunately, the 
WA Government has chosen not to make any changes to existing policy72. 

                                                                 

68 Independent Market Operator, Gas Statement of Opportunities, July 2013 (available at www.imowa.com.au/home/gas/gas-services-
information/gas-statement-of-opportunities).  
69 For example, Fortescue Metals Group (see www.miningaustralia.com.au/news/fmg-to-switch-to-gas-pay-down-2-5-billion-in-debt) and 
AngloGold Ashanti (see www.miningaustralia.com.au/oil-gas/news/anglogold-sign-gas-agreements-for-wa-gold-mines). 
70 See www.erawa.com.au/inquiries/industry-and-resources-inquiries/microeconomic-reform-2014/download-individual-chapters-and-
fact-sheets, www.erawa.com.au/cproot/12765/2/Chapter%207.4%20-%20Domestic%20Gas%20Reservation%20Policy.PDF and 
www.erawa.com.au/cproot/12769/2/Fact%20Sheet%20-%20Domestic%20Gas.PDF for more information. 
71 See www.appea.com.au/media_release/era-warns-gas-reservation-threatens-was-energy-security for further information. 
72 See www.mediastatements.wa.gov.au/Pages/StatementDetails.aspx?listName=StatementsBarnett&StatId=8499 for further 
information. 

http://www.imowa.com.au/home/gas/gas-services-information/gas-statement-of-opportunities
http://www.imowa.com.au/home/gas/gas-services-information/gas-statement-of-opportunities
http://www.miningaustralia.com.au/news/fmg-to-switch-to-gas-pay-down-2-5-billion-in-debt
http://www.miningaustralia.com.au/oil-gas/news/anglogold-sign-gas-agreements-for-wa-gold-mines
http://www.erawa.com.au/inquiries/industry-and-resources-inquiries/microeconomic-reform-2014/download-individual-chapters-and-fact-sheets
http://www.erawa.com.au/inquiries/industry-and-resources-inquiries/microeconomic-reform-2014/download-individual-chapters-and-fact-sheets
http://www.erawa.com.au/cproot/12765/2/Chapter%207.4%20-%20Domestic%20Gas%20Reservation%20Policy.PDF
http://www.erawa.com.au/cproot/12769/2/Fact%20Sheet%20-%20Domestic%20Gas.PDF
http://www.appea.com.au/media_release/era-warns-gas-reservation-threatens-was-energy-security
http://www.mediastatements.wa.gov.au/Pages/StatementDetails.aspx?listName=StatementsBarnett&StatId=8499
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This outcome further highlights the importance of the Australian Government taking a leadership 
position on this issue, working with all jurisdictions to ensure that where it exists, a domestic gas 
reservation policy is removed, and where it might be considered, that a domestic gas reservation 
policy is not implemented. 

ADDRESSING NEAR-TERM EAST COAST GAS SUPPLY 

The EGP makes a welcome finding on page 43 that 

The Australian Government does not consider the eastern Australian gas market to be 
fundamentally broken, even though there is no short-term ‘fix’ for potential near-term 
supply shortages and price pressures facing major users. 

Every credible study of the domestic gas market undertaken in recent years has shown the gas 
market is delivering for all Australians and is working to supply natural gas for both domestic and 
export use.  These findings also highlights that the continuation of the market’s capacity to deliver 
depends on industry’s ability to continue to explore for and develop Australia’s vast gas resources. 

It is not a lack of natural gas but onerous regulatory restrictions in some jurisdictions (notably NSW 
and Victoria) that is impeding gas supply. 

Rejecting domestic gas reservation, national interest tests and other protectionist interventions 

APPEA also particularly welcomes the Australian Government’s confirmation on page 43 that 

The Australian Government does not propose to pursue any form of intervention, such as 
reservation policies. 

… these policies can distort market signals, increase the risk of underinvestment, and defer 
the development of new gas supply.  Such policies may have no short-term impact unless 
applied to existing projects, causing potentially unacceptable sovereign risk. 

This should put to rest any calls for interventions such as protectionist domestic gas reservation 
policies, unnecessary national interest tests or similar policies.  The EGP rightly highlights the 
inefficient and unnecessary nature of such interventions. 

A freely operating and competitive market is the best way to allow gas resources to be developed 
for the benefit of the owners of that resource – the Australian people. 

As numerous studies73 have shown, domestic reservation polices or similar protectionist 
interventions, would come at significant cost to the nation’s economic welfare.   

                                                                 

73 See, for example, grattan.edu.au/report/gas-at-the-crossroads-australias-hard-choice, 
www.erawa.com.au/cproot/12765/2/Chapter%207.4%20-%20Domestic%20Gas%20Reservation%20Policy.PDF and 
www.appea.com.au/wp-content/uploads/2013/10/DAE-Economic-impacts-of-gas-reservation-2.pdf.  

http://grattan.edu.au/report/gas-at-the-crossroads-australias-hard-choice/
http://www.erawa.com.au/cproot/12765/2/Chapter%207.4%20-%20Domestic%20Gas%20Reservation%20Policy.PDF
http://www.appea.com.au/wp-content/uploads/2013/10/DAE-Economic-impacts-of-gas-reservation-2.pdf
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Such a policy – in effect – places a simultaneous tax on domestic gas production and subsidy on 
domestic gas consumption.  The result is that the economy forgoes export income in order to 
inefficiently subsidise domestic consumption.  Like all taxes and subsidies, a reservation policy 
distorts economic decisions and generates an unequivocal economic loss – one which compounds 
over time as future investment decisions are affected. 

In an advanced economy underpinned by competitive markets, such as Australia, one industry 
should not be required to subsidise a small number of activities in another industry. 

As the Chairman of the Australian Competition and Consumer Commission (ACCC), Rod Sims, noted 
in a speech74 on 13 October 2014: 

…it is important that we not seek a ‘quick fix’ that distorts the competitive operation of gas 
markets.  Forms of gas reservation, for example, distort market signals, and the 
development of new gas supply. 

The benefits of freer markets and freer trade have been accepted by successive Australian 
governments and the steady removal of market distortions has delivered significant economic 
benefits to the nation.  A domestic gas reservation would only serve to reverse those gains.  Laws 
that dictate where and how gas can be sold invariably deter the very investment needed to develop 
Australia’s abundant gas resources.  This in turn raises the risk that domestic supply will be 
compromised by a domestic gas reservation rather than assured.  It should come as no surprise 
then that every jurisdiction (except WA) has rejected domestic gas reservation or similar policies as 
an appropriate policy response. 

It is incorrect to claim that Australia is the only gas-exporting nation without a reservation policy 

It is also incorrect to claim, as some have, that Australia is the only gas-exporting nation that does 
not have some form of reservation or national interest test.  Countries such as the USA, Canada, the 
Netherlands and the UK allow the market to set wholesale gas prices, just as we need to in 
Australia. 

The 2013 report by EnergyQuest, Domestic Gas Market Interventions: International Experience75, 
provides an overview of current international standing on domestic gas reservation policies, 
national interest tests and other interventions in gas markets around the world. 

Many of the countries often used as examples, with heavily regulated gas prices, need to import 
gas or consider developing other expensive forms of energy.  For example: 

 Indonesia is buying gas from its own LNG plants at prices above US$10/MMBtu. 

 Thailand, Malaysia, Argentina, Mexico, India and China all import LNG, and Egypt is planning to 
import LNG. 

 The United Arab Emirates (UAE) imports pipeline gas and LNG and is evaluating nuclear energy. 

                                                                 

74 See www.accc.gov.au/speech/carbon-mergers-and-other-issues for further information. 
75 Available at www.appea.com.au/wp-content/uploads/2013/04/EnergyQuest-APPEA-Report_20130107_Final.pdf.  

http://www.accc.gov.au/speech/carbon-mergers-and-other-issues
http://www.appea.com.au/wp-content/uploads/2013/04/EnergyQuest-APPEA-Report_20130107_Final.pdf
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 Oman imports pipeline gas from Qatar and is considering importing electricity from the UAE. 
 

The international experience clearly offers lessons for Australian policy-makers, but not of the kind 
described by those supporting protectionist policies. 

An examination of the real world experience shows that energy policies generally reflect whether a 
country has a market economy or not, whether its industry is state-owned, and where it ranks 
globally in regard to economic development. 

A closer examination of the impact of higher gas prices on manufacturing 

It is also important to closely examine the claimed impacts of higher gas prices on the 
manufacturing industry and consider them within the context of the impacts on the broader 
Australian economy of a growing gas industry.  For example, the July 2014 report by DAE, Gas 
Market Transformations – Economic Consequences for the Manufacturing Sector76, on pages 60-61 
presents the economic modelling results for the Australian economy as a whole (the key 
determinant for policy-makers).  These results are not highlighted in the media releases77 
accompanying the report or in the report’s Executive Summary. 

Nevertheless, the results show the development of a gas export industry on the east coast of 
Australia is a net positive for the Australian economy and that these positive impacts increase over 
time. 

Figure 9. Chart 6.4 from the DAE report, Gas Market Transformations – Economic Consequences 
for the Manufacturing Sector 

 

Source: Deloitte Access Economics (2014). 

                                                                 

76 Available at pdf.aigroup.asn.au/Deloitte%20Gas%20Market%20Transformations%20-%20Manufacturing%20Impacts%20Report%20-
%20web%20final%20-%20July%2014%202014.pdf.  This report was partly taxpayer funded by the Consumer Advocacy Panel 
(www.advocacypanel.com.au) as part of its grants process for consumer advocacy projects and research projects.  APPEA’s media release 
in response to the report is available at www.appea.com.au/media_release/manufacturers-report-reinforces-need-for-gas-expansion. 
77 For example, the release by Plastics and Chemicals Industry Association (www.pacia.org.au/mediacentre/Aus-Chemistry_Gas-market-
transformations-hitting-home_21-07-2014) or the Australian Food and Grocery Council (www.afgc.org.au/2014/07/gas-market-reform-
and-increased-supply-urgently-needed-to-reduce-damaging-impacts-of-higher-gas-prices) do not highlight this key result. 

http://pdf.aigroup.asn.au/Deloitte%20Gas%20Market%20Transformations%20-%20Manufacturing%20Impacts%20Report%20-%20web%20final%20-%20July%2014%202014.pdf
http://pdf.aigroup.asn.au/Deloitte%20Gas%20Market%20Transformations%20-%20Manufacturing%20Impacts%20Report%20-%20web%20final%20-%20July%2014%202014.pdf
http://www.advocacypanel.com.au/
http://www.appea.com.au/media_release/manufacturers-report-reinforces-need-for-gas-expansion
http://www.pacia.org.au/mediacentre/Aus-Chemistry_Gas-market-transformations-hitting-home_21-07-2014
http://www.pacia.org.au/mediacentre/Aus-Chemistry_Gas-market-transformations-hitting-home_21-07-2014
http://www.afgc.org.au/2014/07/gas-market-reform-and-increased-supply-urgently-needed-to-reduce-damaging-impacts-of-higher-gas-prices
http://www.afgc.org.au/2014/07/gas-market-reform-and-increased-supply-urgently-needed-to-reduce-damaging-impacts-of-higher-gas-prices
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Appendix D of the DAE report outlines the approach taken to the economic modelling used in the 
report and references three assumptions that meant the modelling results overstate the adverse 
impacts of any gas price increases on the manufacturing sector.  These assumptions are highlighted 
on pages 110-111 of the report and are: 

1. Gas price increases are passed through to manufacturing users regardless of individual contract 
price arrangements.  Increases may be overstated due to long term fixed-price contracts. 

2. Input price increases, such as gas inputs, are fully passed on to final consumers.  There may be 
scope in the short-term for manufacturers to absorb gas price rises through reduced margins.  
This would lead to the model overstating the short-term impacts on manufacturing 
production. 

3. The model takes limited account of fixed capital in the manufacturing sector.  Capital is 
reasonably free to shift from one sector to other sectors based on changes in rates of return 
(though the model incorporates an elasticity of substitution that restricts capital mobility to 
some extent).  This, again, can overstate any adverse output impacts of rising gas prices 
because industries with fixed (or lumpy) capital tend to reduce margins as input prices rise in 
order to continue to operate. 
 

Under the price assumptions highlight in the report, the net impact on the economy is positive.  
This is despite the assumptions overstating the adverse impacts on the manufacturing subsectors. 

A closer look at the case studies highlighted in the DAE report 

As noted above, LNG developments in the eastern Australia will create a new export industry 
involving significant LNG production, employment and new capital investment.  It also means the 
eastern market is undergoing a major transition. 

Industries that both use gas intensively and are significantly trade exposed are likely to face the 
most challenges as part of this transition.  Figure 10, taken from page 19 of the report, shows gas 
use and “dependency” within the manufacturing industry. 

Figure 10. Figure 3.1 from the DAE report, Gas Market Transformations – Economic Consequences 
for the Manufacturing Sector 

 

Source: Deloitte Access Economics (2014). 
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However, claims that higher gas prices will have “… dire consequences for Australian 
manufacturing”78 or that “… one in five heavy manufacturing operations would shut down over the 
next four years”79 require close scrutiny. 

It is instructive then, to draw on the DAE report to focus in one the case studies that examine those 
sectors identified as having “high” gas dependency. 

For example, DAE notes, on page 41, that the case study examining the alumina industry is 
hypothetical as Rio Tinto Alcan (RTA) is protected from prices changes by a long-term supply 
agreement.  RTA has a gas supply agreement (GSA) for 23PJ of gas (per annum) that expires in 2031 
and another for 5PJ of gas (per annum) expiring in 2014. 

RTA uses its 160MW cogeneration plant to generate both steam and electricity needed for the 
refinery’s operations.  If RTA operates its cogeneration plant at full capacity, it will generate a 
surplus of around 75MW of electricity.  This electricity can be sold and exported to the Queensland 
electricity grid.  As the DAE report notes, when pool prices in the electricity market are high, selling 
surplus electricity not only provides RTA with additional revenue, it also feeds in gas-powered 
electricity onto the electricity grid, which is associated with much lower emissions. 

RTA’s risk profile will be influenced by a number of factors such as: 

 Conditions within alumina markets. 

 Future growth in developing countries such as China and India (for industrial expansion and 
infrastructure). 

RTA has a long-term supply agreement in place that does not expire until 2031.  If anything, the 
inclusion of this case study demonstrates the exaggerated nature of aspects of the debate around 
gas prices and supply. 

More broadly, the Australian Aluminium Council’s website notes80 that there are six alumina 
refineries (following the closure this year of the Gove alumina refinery) and four aluminium 
smelters (following the closure this year of the Point Henry smelter) in Australia.   

Looking at each of the six alumina refinery reveals that: 

 Four of the six refineries (Alcoa Kwinana, Alcoa Pinjarra; Alcoa Wagerup and BHPB Worsley) are 
in Western Australia which already has Alcoa’s preferred policy prescription – a domestic gas 
reservation policy – in place. 

 Yarwun (Queensland) – Rio Tinto Alcan has gas supply agreement in place until 2031. 

                                                                 

78 See Australian Industry Group (2014), “Gas market reform and increased supply urgently needed to reduce damaging impacts of higher 
gas prices”, Media Release, 21 July (available at www.aigroup.com.au/portal/site/aig/mediacentre/releases) for further information. 
79 This assertion (based on flawed BIS Shrapnel research) is made at www.reserveourgas.com.au/the_impact_on_australian_jobs.  
80 See www.aluminium.org.au/industry-description (noting the AAC’s website has not been updated to account for the closure of the 
Gove alumina refinery or the Port Henry aluminium smelter). 

http://www.aigroup.com.au/portal/site/aig/mediacentre/releases
http://www.reserveourgas.com.au/the_impact_on_australian_jobs
http://www.aluminium.org.au/industry-description
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 Queensland Alumina Ltd (QAL) (Queensland) (Rio Tinto Alcan, Rusal) – QAL signed a 15-year gas 
supply agreement with Origin Energy in 200381.  Under the contract, Origin commenced 
supplying between 11-13PJ of gas per annum from 1 November 2006 (that is, QAL has a gas 
supply agreement in place that runs until 2021).  The total contract is about 180PJ and is 
supplied from Origin Energy’s CSG fields located in central Queensland.  Origin has been 
supplying gas to QAL since the late 1980s. 

While a closer look at Australia’s four aluminium smelters shows that while some gas is used in the 
anode bake process, there is no reliance on gas for power generation: 

 Bell Bay (Tasmania) – Pacific Aluminium: hydro-electricity supplied by Hydro Tasmania. 

 Boyne Island (Queensland) – Pacific Aluminium: electricity supplied by the coal-fired Gladstone 
Power Station. 

 Portland (Victoria) – Alcoa of Australia: electricity supplied by the brown coal-fired Loy Yang 
power station. 

 Tomago (NSW) – Rio Tinto Alcan, CSR, Hydro Aluminium: electricity supplied by Macquarie 
Generation from coal-fired power stations. 

This means that of the ten alumina and aluminium operations in Australia, four (the aluminium 
smelters) do not use significant amounts of gas, four (the WA alumina refineries) are covered by 
the WA domestic gas reservation and two have long-term (to 2021 in the case of QAL and 2031 in 
the case of Yarwun) gas supply agreements in place.  It is hard, therefore, to see a credible case for 
any intervention to assist the alumina or aluminium sectors in Australia. 

Both the alumina and aluminium sectors face broader challenges that are not related to gas supply.  
In the case of the recent closure of the Point Henry aluminium smelter (which had been supplied by 
brown coal-fired electricity from the Anglesea and Loy Yang power stations and was not reliant on 
gas), Alcoa stated, when announcing the closure82: 

The Point Henry smelter was placed under strategic review in February 2012 due to 
challenging market conditions.  A comprehensive review found that the 50-year-old smelter 
has no prospect of becoming financially viable and in February 2014 Alcoa announced it 
would permanently close its Point Henry smelter and rolling mill and a rolling mill in 
Yennora (NSW). (EMPHASIS ADDED) 

In closing the Gove alumina refinery, Rio Tinto Alcan stated83: 

In November 2013, Rio Tinto announced it would suspend alumina production at Gove in 
2014 and focus on its bauxite operations.  Key factors influencing the decision were 
continuing low alumina prices, a high exchange rate and substantial after-tax losses for 
the refinery despite considerable efforts to improve refinery performance during that time. 
(EMPHASIS ADDED) 

                                                                 

81 See www.originenergy.com.au/news/article/asxmedia-releases/326 for more information. 
82 See www.alcoa.com/australia/en/news/releases/2014_07_31_Pt_Henry_end_of_production.asp.  
83 See www.riotintoalcan.com/ENG/ourproducts/1803_gove.asp.  

http://www.originenergy.com.au/news/article/asxmedia-releases/326
http://www.alcoa.com/australia/en/news/releases/2014_07_31_Pt_Henry_end_of_production.asp
http://www.riotintoalcan.com/ENG/ourproducts/1803_gove.asp
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This followed (and is despite) significant efforts by the NT Government and the gas industry to 
secure gas supplies for the operation84. 

It is clear that the likely impact of higher gas prices or supply issues on the alumina and aluminium 
sectors has been overstated. 

The urgent need to bring on new supplies 

As the EGP goes on to note on page 43 

The Australian Government considers that bringing on new east coast supply as quickly as 
possible, and improving market transparency and competition, are the best responses to 
eastern gas market pressures. 

New technology and rising gas prices are improving the viability of previously un-economic 
gas resources, with consultation on the Eastern Australian Domestic Gas Market Study 
pointing to increasing gas supply as the best response to price pressures.  Producers cite 
regulatory barriers as the main impediment to new supply. 

APPEA endorses this position.  Leadership is urgently required to allow for the responsible 
exploration and production of natural gas in NSW and Victoria to secure supply and put downward 
pressure on rising prices. 

APPEA notes the EGP’s proposed actions, listed on page 44 

The Australian Government will work with states and territories on improvements to licence 
management policies and removal of unnecessary barriers to supply. 

The Australian Government will work with states and territories to facilitate the approval of 
priority gas projects.  Goals are to improve cooperation on, and access to, pre-competitive 
geo-scientific information, and to improve the coordination, transparency and 
accountability of both offshore and onshore gas exploration licence approval processes. 

The Australian Government will prepare a strategy to support the responsible development 
of the CSG industry and other unconventional gas resources, in consultation with state and 
territory governments. 

The industry looks forward to working closely with all governments to further develop and 
implement these proposed actions. 

Some, either those opposed to development of Australia’s onshore gas resources or those pushing 
for protectionist interventions in the domestic gas market, have claimed that that restricting gas 
supply will increase gas prices.  The nub of the argument, from The Australia Institute85 and others 

                                                                 

84 See, for example, newsroom.nt.gov.au/mediaRelease/8844.  
85 See, for example, www.afr.com/p/opinion/gas_prices_are_rising_despite_protests_Y4Y6ACVPeCZDq6EZvxvPRI.  

http://newsroom.nt.gov.au/mediaRelease/8844
http://www.afr.com/p/opinion/gas_prices_are_rising_despite_protests_Y4Y6ACVPeCZDq6EZvxvPRI
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is that east coast Australian gas prices will be set completely by global prices and the only thing that 
will affect local prices is changes in global prices.   

While this argument has some validity in the case of commodities traded in deep global markets 
like oil – discovering more oil in Bass Strait would be unlikely to reduce east coast petrol prices – 
gas is quite different to oil or petrol.  Primarily due to the greater difficulties of transporting gas, 
there is nothing like a liquid global market in gas of the kind there is in oil.  Around 60 per cent of oil 
is traded globally but only 10 per cent of gas is traded as LNG.  Any oil produced in Australia can be 
readily sold on the global market.  That is not true of gas.  It is not the case that any additional gas 
produced on the east coast can be sold as LNG.  Accordingly the price of NSW gas, for example, will 
be determined by its cost, the price of alternative Victorian gas supplies and the price of energy 
substitutes such as coal. 

This important point is demonstrated in recent research prepared by ACIL Allen Consulting, which 
examines the benefits of increasing gas supplies in NSW.  The report, Future NSW Gas Supply and 
Usage: Economic Benefits of Increased Coal Seam Gas Development86, was commissioned by AGL.  
ACIL Allen used their gas market model and a Computable General Equilibrium (CGE) model of the 
Australian economy to determine economic activity in NSW across a range of scenarios.  Two 
scenarios were examined: 

 “CSG Freeze” – in this scenario, no new CSG projects in NSW are developed.  The existing 
project continues to operate. 

 “Gloucester Only” – in this scenario, Gloucester produces 22.6PJ per annum from 2017 
onwards. 

There are key differences in the results of ACIL Allen Consulting’s gas market modelling: 

Even though the Gloucester project produces a small proportion of the aggregate east coast gas 
demand, its output has the effect of reducing wholesale gas prices immediately in NSW.  By 2025, 
the Gloucester project is forecast to reduce wholesale gas prices by 8 per cent.  The ACIL Allen 
Consulting study also considers a “Base Case” scenario whereby the gas industry in NSW grows 
steadily, and by 2030 is producing 160PJ per annum – effectively making NSW ‘self-sufficient’ in 
relation to gas supplies.  Such a scenario would result in wholesale gas prices being 12 per cent 
lower than the “CSG Freeze” scenario in 2025. 

In other words, this analysis finds that increasing in NSW can place downward pressure on 
wholesale gas prices. 

GAS PRICES ARE NOT TRANSPARENT 

The EGP asserts on page 44 

                                                                 

86 See aglblog.com.au/wp-content/uploads/2014/07/Final-ACIL-Allen-Report-July-2014.pdf for further information. 

http://aglblog.com.au/wp-content/uploads/2014/07/Final-ACIL-Allen-Report-July-2014.pdf
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The rising gas prices in the eastern gas market present uncertainty for both gas sellers and 
buyers.  In any market, a rising price is not in itself a policy problem.  However, as sellers 
have more market information available than buyers, an information asymmetry is created, 
favouring sellers over buyers.  Rising gas prices and supply uncertainties may cause sellers 
to delay executing supply contracts.  Price outcomes could be influenced by market power, 
making the adjustment to new prices more severe than necessary.  There is no suggestion 
that any market participants are acting improperly. [EMPHASIS ADDED] 

APPEA welcomes the final sentence in this quote from page 33, which renders the need for any 
proposed ACCC or Productivity Commission unnecessary.  These issues are, however, considered 
further below. 

In relation to the claim that the market has access to insufficient price and other market 
information, APPEA notes possible measures to promote greater price transparency in gas markets 
were considered in APPEA’s submission to the EWP Issues Paper and the Department’s earlier 
Eastern Australian Domestic Gas Market Study.  These submissions noted the Australian gas market 
already has abundant information available to it. 

The volume and 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 3 
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 3. GSAs and other commercial arrangements announced since November 201287 
 
1. Origin Energy Limited (Origin) on 20 December 2012 announced88 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. 

2. Beach Energy Limited, through its wholly owned subsidiary Delhi Petroleum Pty Ltd, 
announced89 on 10 April 2013 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. 

  

                                                                 

87 See www.appea.com.au/wp-content/uploads/2014/09/Gas-supply-deals-since-Nov-2012.pdf for the most up-to-date list. 
88 See www.originenergy.com.au/news/article/asxmedia-releases/1454 for further information. 
89 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. 

http://www.appea.com.au/wp-content/uploads/2014/09/Gas-supply-deals-since-Nov-2012.pdf
http://www.originenergy.com.au/news/article/asxmedia-releases/1454
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
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3. Lumo Energy on 14 May 2013 announced90 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 announced91 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. Origin on 19 September 2013 announced92 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. 
 

6. ExxonMobil Australia on 11 November 2013 announced93 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. 

7. Origin on 28 November 2013 announced94 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. 

8. Santos Ltd on 4 December 2013 announced95 that it had recently signed five domestic gas 
contracts for a total of 30PJ of gas over generally five-year periods. 

9. Santos on 19 December 2013 announced96 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. 

10. Incitec Pivot Limited on 19 December 2013 announced97 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. 

  

                                                                 

90 See www.afr.com/p/markets/market_wrap/lumo_strikes_gas_deal_with_esso_FD8v5OF1saveqPKo7T599O for further information. 
91 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. 
92 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. 
93 See www.exxonmobil.com.au/Australia-English/PA/news_releases_20131111.aspx and www.orica.com/News---Media/-BHP-Billiton 
for further information. 
94 See www.originenergy.com.au/news/article/asxmedia-releases/1535 for further information. 
95 See www.santos.com/Archive/NewsDetail.aspx?p=121&id=1407 for further information. 
96 See www.santos.com/Archive/NewsDetail.aspx?p=121&id=1409 and www.originenergy.com.au/news/article/asxmedia-releases/1539 
for further information. 
97 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.  

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://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.exxonmobil.com.au/Australia-English/PA/news_releases_20131111.aspx
http://www.orica.com/News---Media/-BHP-Billiton
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
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11. Strike on 15 January 2014 announced98 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 ten-year term 
from 2017, the expected commencement of production from the Project. 

12. Strike on 27 February 2014 announced99 that the company has entered into a Gas Supply 
Option Agreement for 12.5PJ of gas with Austral Bricks, a subsidiary of Brickworks Limited.  
Strike has granted an option to Austral Bricks for the supply of 12.5PJ of gas, to be delivered at 
1.25PJ per annum, at a fixed price over a ten-year term from 2017, the expected 
commencement date of production from the Project. 

13. Comet Ridge Ltd announced100 on 19 March 2014, it had executed a revised agreement with 
Stanwell which replaces original Sale & Purchase Option Agreement signed in September 2011.  
The revised agreement provides for the transfer by Stanwell to Comet Ridge of its current 5% 
interest in the Mahalo Gas Project (MGP) and the relinquishment of its option to acquire up to 
a further 35% interest in the MGP in exchange for (at Stanwell’s election exercisable at Final 
Investment Decision (FID) of the MGP) either Stanwell and Comet Ridge entering into a 20PJ to 
40PJ gas supply agreement (GSA) over a 10-year period or Stanwell receiving a cash payment of 
$20 million (escalated at CPI). 

14. Strike on 24 March 2014 announced101 it had executed with Orica a full GSA which adds a 
further 100PJ to the 150PJ agreed in July 2013 for a total prospective gas supply of 250PJ over a 
20-year period, with initial gas supply anticipated to commence in 2017. 

15. WestSide Corporation Limited announced102 on 27 March 2014 that the Meridian joint venture 
has signed a binding 20-year agreement to sell gas to the GLNG project.  The agreement 
provides for future sales volumes up to 65TJ/d. 

16. Strike on 23 June 2014 announced103 that the company has entered into a GSA for 45PJ of gas 
with Orora.  The GSA adds a further 15PJ of gas to the 30PJ agreed with Orora earlier this year 
in the Gas Supply Option Agreement (Option Agreement) announced by Strike on 15 January 
2014 and supersedes and replaces that Option Agreement.  The additional gas has been 
contracted on the same terms as the Option Agreement at a fixed rate of supply over a 10-year 
term from 2017. 

  

                                                                 

98 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. 
99 See 
www.strikeenergy.com.au/images/stories/pdf/20140227_Strike%20Signs%20New%20Gas%20Supply%20Option%20Agreement.pdf and 
www.brickworks.com.au/IRM/Company/ShowPage.aspx/PDFs/1399-10000000/STXStrikeSignsNewGasSupplyOptionAgreement for 
further information. 
100 See 
www.cometridge.com.au/PDF/ASX19Mar14_Comet%20Ridge%20buys%20back%20Mahalo%20Interests%20from%20Stanwell.pdf for 
further information. 
101 See strikeenergy.com.au/images/stories/pdf/20140325_Orica%20Gas%20Sales%20Agreement.pdf and www.orica.com/news---
media/orica-signs-agreement-to-secure-an-additional-100-pj-of-prospective-gas-supply-from-strike-energy#.UzD-s7mKC70 for further 
information. 
102 See newwebchart.weblink.com.au/clients/pfl/article.asp?asx=WCL&view=2790171 for further information. 
103 See strikeenergy.com.au/images/stories/pdf/20140623_Strike%20Signs%20Orora%20Gas%20Sales%20Agreement.pdf for further 
information. 

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
http://www.strikeenergy.com.au/images/stories/pdf/20140227_Strike%20Signs%20New%20Gas%20Supply%20Option%20Agreement.pdf
http://www.brickworks.com.au/IRM/Company/ShowPage.aspx/PDFs/1399-10000000/STXStrikeSignsNewGasSupplyOptionAgreement
http://www.cometridge.com.au/PDF/ASX19Mar14_Comet%20Ridge%20buys%20back%20Mahalo%20Interests%20from%20Stanwell.pdf
http://strikeenergy.com.au/images/stories/pdf/20140325_Orica%20Gas%20Sales%20Agreement.pdf
http://www.orica.com/news---media/orica-signs-agreement-to-secure-an-additional-100-pj-of-prospective-gas-supply-from-strike-energy#.UzD-s7mKC70
http://www.orica.com/news---media/orica-signs-agreement-to-secure-an-additional-100-pj-of-prospective-gas-supply-from-strike-energy#.UzD-s7mKC70
http://newwebchart.weblink.com.au/clients/pfl/article.asp?asx=WCL&view=2790171
http://strikeenergy.com.au/images/stories/pdf/20140623_Strike%20Signs%20Orora%20Gas%20Sales%20Agreement.pdf
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17. Lakes Oil NL on 4 July 2014 announced104 it had signed a letter of intent to supply gas (over a 
10-year term) to Simplot Australia.  The supply is subject to the execution of a formal supply 
agreement, final commercialisation of the Wombat field together with the lifting of the State’s 
moratorium on drilling for gas onshore Victoria. 

18. Armour Energy Ltd on 17 July 2014 advised105 that it had entered a non‐binding Memorandum 
of Understanding with MMG Century Pty Ltd to work together towards gas supply 
arrangements from Armour’s exploration tenements in North West Queensland to MMG’s 
Queensland operations.  The study will evaluate gas supply volumes of up to 7-9PJ per annum 
plus an overlay for potential third party requirements. 

19. Lakes Oil NL on 24 July 2014 announced106 it had signed a letter of intent to supply gas (over a 
10-year term) to Dow Chemical (Australia) Limited.  The supply is subject to the execution of a 
formal supply agreement, final commercialisation of the Wombat field together with the lifting 
of the State’s moratorium on drilling for gas onshore Victoria. 

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.   

These arrangements also reflect some of the strategies outlined on page 45 of the EGP, which 
reflect maturing of attitudes by some industrial gas consumers and a desire to act positively to 
sensibly secure their business future by moving beyond self-serving calls for protectionist 
interventions in the domestic gas market that will actually threaten new investment in gas projects 
and perversely, risk investment in future supply. 

An example of this was captured in February 2014 comments107 by the Chairman of Orica Ltd, 
Russell Caplan, who recognised 

I like the notion of self-help – I don’t have much sympathy for large firms who bleat about 
government assistance. 

… companies need to get out and look after themselves. 

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.  
  

                                                                 

104 See www.lakesoil.com.au/index.php/reports-and-announcements/item/lko-signs-loi-to-supply-gas-to-simplot?category_id=10 for 
further information. 
105 See armourenergy.com.au/assets/2014/1345009.pdf for further information. 
106 See www.lakesoil.com.au/index.php/reports-and-announcements/item/lko-signs-loi-to-supply-gas-to-dow-chemical?category_id=10 
for further information. 
107 See www.theaustralian.com.au/business/mining-energy/orica-chairman-russell-caplan-tells-gas-users-to-stop-seeking-
assistance/story-e6frg9df-1226816189322 for further information. 

http://www.lakesoil.com.au/index.php/reports-and-announcements/item/lko-signs-loi-to-supply-gas-to-simplot?category_id=10
http://armourenergy.com.au/assets/2014/1345009.pdf
http://www.lakesoil.com.au/index.php/reports-and-announcements/item/lko-signs-loi-to-supply-gas-to-dow-chemical?category_id=10
http://www.theaustralian.com.au/business/mining-energy/orica-chairman-russell-caplan-tells-gas-users-to-stop-seeking-assistance/story-e6frg9df-1226816189322
http://www.theaustralian.com.au/business/mining-energy/orica-chairman-russell-caplan-tells-gas-users-to-stop-seeking-assistance/story-e6frg9df-1226816189322
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There is no benefit in adding further to the profusion of reviews 

With that in mind, APPEA rejects the need, discussed on page 45 of the EGP, for an ACCC Price 
Inquiry into the eastern Australian wholesale gas market, under Part VIIA of the Competition and 
Consumer Act 2010, or a Productivity Commission review. 

There is no benefit in adding further to the profusion of reviews to which the gas market been 
subject in recent years.  In particular, recommendations for a further review of the competitive 
nature of the gas market are unnecessary and will lead to further market uncertainty. 

The gas market is subject to review every year through the Gas Statement of Opportunities, 
prepared by the Australia Energy Market Operator, and has since 2012 been reviewed through an 
Energy White Paper, the (former) Queensland annual Gas Market Review, the Victorian Gas Market 
Task Force, a number of Parliamentary inquiries in New South Wales (such as the Downstream gas 
supply and availability in NSW inquiry) and pricing reviews by the Queensland Competition 
Authority, the Independent Pricing & Regulatory Tribunal (in New South Wales) and the 
Independent Competition and Regulatory Commission (in the Australian Capital Territory). 

In addition, the Productivity Commission has already commenced a research project108 examining 
policy issues in the gas exploration, production and transmission sectors that are important to the 
efficient functioning of Australian gas markets.  This project will report in March 2015. 

An ACCC inquiry will carry with it the inappropriate connotation that there are genuine competition 
concerns, in particularly that the Government is concerned gas producers are somehow exercising 
market power in a manner that raises competition concerns. 

This is, of course, incorrect, but will be seen by many as evidence that concerns are justified and 
that abuse of market power must be taking place if the Government is concerned enough to ask the 
ACCC to investigate. 

The ACCC inquiry109 into the competitiveness of retail prices for standard groceries, conducted in 
2008, for example, was commissioned by the former Government in response to concerns about 
the market power of Coles and Woolworths and the influence they were held to have over the 
grocery supply chain in Australia.  The inquiry was also linked to the former Government’s “Grocery 
Watch” policy and was conducted in an atmosphere of concern around asserted abuse of market 
power by the incumbent grocery chains. 

An inquiry modelled on this approach is a fundamentally inappropriate vehicle to examine the 
operation of the eastern Australian gas market and consider, in a holistic fashion, the market 
development and regulatory reform responses that are required to address any perceived 
challenges with the operation of the gas market. 

                                                                 

108 See www.pc.gov.au/research/commission/gas-markets for more information. 
109 See www.accc.gov.au/about-us/consultations-submissions/public-consultations/grocery-inquiry-2008 for more information. 

http://www.pc.gov.au/research/commission/gas-markets
http://www.accc.gov.au/about-us/consultations-submissions/public-consultations/grocery-inquiry-2008
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The list of GSAs and other commercial arrangements outlined in Box 3 above demonstrates an 
active and competitive market and suggests that there is enough information available to allow 
supply contracts to be concluded between willing buyers and sellers. 

It therefore remains unclear what competitive issues an ACCC would inquiry would seek to address, 
particularly through an inquiry of a “general” nature.  If specific issues of anti-competitive conduct 
have been identified, it would be far better for the ACCC to investigate those specific 
circumstances, rather than through a general inquiry that risks tarnishing the entire industry. 

The key issue facing the eastern Australia gas market is the regulatory impediments to further gas 
supply that are in place in New South Wales and Victoria.  The answer to concerns about the 
operation of the gas market is to remove these restrictions, not risk new ones through an ACCC 
inquiry. 

An ACCC inquiry will also tie up significant Government and industry resources, as such an inquiry 
will almost certainly involve significant legal advice.  It is unclear that this is the best use of 
resources by either the Government or the industry. 

Price movements: the role of (global) industry costs 

Gas prices are increasing for a number of reasons, many of them not directly related to the 
transition of the eastern Australian market to include gas exports.   

To examine the key role rising costs have played in recent price movements, APPEA commissioned 
EnergyQuest to undertake an assessment of how much oil and gas exploration and development 
costs have increased in recent years and what have been the main drivers. 

EnergyQuest’s report, Oil and Gas Industry Cost Trends110, finds: 

 Petroleum industry costs have been increasing globally since 2000.  Finding and development 
costs (F&DC) for new reserves increased six-fold between 2000 and 2013, from less than 
US$5/barrel of oil equivalent (boe) to over US$25/boe. 

 According to IHS CERA, global upstream capital costs have more than doubled since 2000 and 
operating costs have nearly doubled. 

o The even greater increase in F&DC implies that reserve additions per dollar spent on 
development have also fallen. 

 There have also been significant increases in Australia.  In the three years to 2013 total 
Australian F&DC averaged $4.16/GJ, 2.7-times the average for the three years to 2007. 

 The average cost of Australian and Papua New Guinea LNG projects (including both upstream 
costs and LNG plant development) increased by 33% between 2009 and 2013, reflecting both 
higher upstream and plant construction costs. 

                                                                 

110 A copy of the report is available at www.appea.com.au/industry-in-depth/appea-submissions-and-reports/submissions-and-reports-
2014.  

http://www.appea.com.au/industry-in-depth/appea-submissions-and-reports/submissions-and-reports-2014
http://www.appea.com.au/industry-in-depth/appea-submissions-and-reports/submissions-and-reports-2014
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 Costs have increased substantially for development of offshore domestic gas projects.  The 
increase reflects higher costs for drilling rigs, labour and materials, such as steel, and also lower 
field size and quality (requiring more treatment). 

 F&DC in Queensland have increased from an average of $0.83/GJ in the three years to 2011 to 
$5.37/GJ in the three years to 2013, a 6.5-fold increase. 

 Higher exploration costs are an important driver of higher F&DC.  A decade ago the average 
exploration cost in the Cooper Basin was $2-3 million per well.  It has since doubled, 
notwithstanding more efficient drilling practices.  The average exploration cost in Queensland 
(reflecting both conventional and CSG targets) has increased from less than $1 million per well 
in 2008 to almost $3 million in 2013.  Offshore Western Australia there has been a steep 
increase in costs over the last decade from $10 million per well to $90 million (and in some 
cases to more than $130 million).  This reflects higher rig rates and more challenging drilling. 

 The best oil and gas fields are developed first and development then moves to higher cost fields 
if commercially viable. 

 There have been significant increases in the cost of materials.  The price of Hot Rolled Coil steel 
ex-Asia, used for tubulars and gas transmission pipelines, increased through the 2000s and 
peaked in 2011 at over US$700/tonne.  Prices have since declined (in $US terms) to around 
US$500/tonne but they are still significantly higher than during the 2000s. 

 High Australian labour costs are one of the drivers of higher costs.  As will be considered further 
below, Incitec Pivot, for example, has said that it will cost around $1 billion to build its new 
ammonia plant in the US compared with $1.4 billion in Australia.  Labour costs would be 35 per 
cent of the total project in the US compared with 60 per cent in Australia. 

o Higher costs reflect not only wages but also poor productivity.  

 Tighter environmental regulation has increased costs and supply restrictions mean that 
potentially low-cost gas cannot be accessed. 

IMPROVING GAS MARKET FUNCTION 

Ongoing gas market reform, that is based on the operation of competitive markets and only 
supports intervention in the presence of clearly identified market failure (that can be improved 
through intervention), should remain an important feature of government policy responses. 

The upstream industry has been a key focus of and participant in reform over the past decade (the 
development of a Gas Bulletin Board and Gas Statement of Opportunities for both the eastern and 
western gas markets, and the various Short-Term Trading Markets), and stands ready to participate 
constructively in future gas market reform processes. 

As noted earlier 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. 

APPEA supports the proposals to establish in consultation with stakeholders a longer-term gas 
market agenda to promote an efficiently operating market and to work through the COAG Energy 
Council in consultation with stakeholders to strengthen the gas market reform governance 
framework through updating and progressing the implementation of the Gas Market Development 
Plan agreed reforms. 
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A new forward agenda should also follow a consideration of the success of previous reform 
agendas to ensure that lessons from those experiences inform any forward reform agenda.  For 
example, the 2004 reform principles agreed by the (former) Gas Market Leaders Group (GMLG) 
provided a useful basis for guiding the GMLG’s work111.  In a similar way, a forward work program 
could be usefully underpinned by a set of reform principles. 

SECURITY, INNOVATION AND ENERGY PRODUCTIVITY  

RELIABLE ENERGY SUPPLIES: TRANSPORT FUELS 

As the EGP highlights on page 54 

The Australian Government is considering the views provided by stakeholders, including the 
IEA, on the benefit of government-controlled or mandated stocks in excess of the 
commercial levels held by industry, in the context of a modern oil market in the Asia-Pacific 
that is much changed since Australia joined the IEA. 

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 more than twice as large as its crude oil 
resources and make up over 50 per cent of Australia’s liquid petroleum 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 2015-16, 
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).   

                                                                 

111 The work of the GMLG led to the introduction of the Gas Bulletin Board, Gas Statement of Opportunities and a range of Short-Term 
Trading Markets to the eastern Australian gas market. 
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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 allocation of a fuel reserve volume 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 
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 of indigenous liquids resources. 

RELIABLE ENERGY SUPPLIES: GAS SUPPLY 

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 Roundtable for Oil and Gas Projects in SA112 as an 
example of robust strategy for facilitating onshore industry development. 

                                                                 

112 APPEA participated in the development of this approach through its membership of the Roundtable for Oil and 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) and maintains its involvement through membership of a number of the 
Roundtable’s ongoing Working Groups. 

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
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
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APPEA has also provided a detailed submissions to the Department’s Eastern Australian Domestic 
Gas Market Study and Energy White Paper Issues Paper, and as noted above, a copy of those 
submissions has been supplied with this submission.  Gas supply and market development issues 
were also considered in more detail above. 

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 EWP continue to reject 
calls for inefficient, inappropriate and ineffective regulatory interventions and focus instead on 
market-based energy policies. 

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 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, or other similar interventions, by carrying through on the 
position set out in the EGP and definitively ruling out such a policy approach in the EWP to 
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 EGP notes on page 52 

Without timely investment in natural gas infrastructure and the development of reserves, 
there will be potential gas shortfalls in New South Wales … 

The same is true in Victoria where the October 2013 report of the Victorian Gas Market Taskforce113 
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.” 

                                                                 

113 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.  

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
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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 resources114.  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 
Opportunities115. 

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 oil116. 

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. 

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 Oil and Gas Projects, would provide an effective framework for integrating state/territory 
approaches and would assist with identifying and addressing cross-jurisdictional infrastructure 
requirements. 
  

                                                                 

114 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).  
115 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). 
116 US Energy Information Administration/Advanced Resources International (2013), World Shale Gas and Shale Oil Resource Assessment, 
pages 90-91. 

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
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IMPROVING 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 performance117.  
The industry has also been a participant in numerous voluntary and mandatory energy efficiency 
and energy productivity-related programmes since such programmes commenced in Australia. 

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 productivity 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 that in mind, APPEA welcomed the September 2014 repeal of the Energy Efficiency 
Opportunities Act 2006 and the cessation of the Energy Efficiency Opportunities (EEO) 
programme118. 

The introduction of the ERF as Australia’s national greenhouse policy response means that the 
reason for most existing energy efficiency or energy productivity programmes.  With that in mind, 
APPEA welcomes the EGP’s statement on page 33 that 

Measures to improve energy productivity should not introduce an unnecessary layer of 
regulation or additional compliance costs. 

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 or productivity improving 
opportunities. 

                                                                 

117 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 and 
www.industry.gov.au/Energy/EnergyEfficiency/Documents/03_2013/report-prime-minister-task-group-energy-efficiency.pdf for further 
information. 
118 See www.appea.com.au/media_release/appea-welcomes-repeal-of-energy-efficiency-opportunities-program.  

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.industry.gov.au/Energy/EnergyEfficiency/Documents/03_2013/report-prime-minister-task-group-energy-efficiency.pdf
http://www.appea.com.au/media_release/appea-welcomes-repeal-of-energy-efficiency-opportunities-program
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With that in mind, each of the proposed elements of the National Productivity Plan, outlined on 
page 53 of the EGP, should be subject to rigorous cost-benefit analysis and be the subject of 
significant consultation with stakeholders before they are even considered for implementation. 

The clearest role for Government is in energy productivity 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. 

DEVELOP A BETTER ‘OUTLOOK’ CAPACITY 

The gas market has a significant range of ‘outlook’ related reports prepared on a regular or ad-hoc 
basis.  The linkages between these outlooks (for example, the Gas Market Report119 produced by 
BREE, the National Energy Security Assessment120 prepared by the Department and the two 
separate Gas Statement of Opportunities (prepared by the Australian Energy Market Operator121 
and the Independent Market Operator122, respectively) is an area that requires further 
consideration. 

APPEA recommends the Australian Government, through the COAG Energy Council undertake, in 
consultation with stakeholders, an assessment of current gas market outlook publications, with a 
view to consolidating the information into a single, national and comprehensive report. 

PREPARING FOR FUTURE ENERGY SOURCES: THE ROLE OF NATURAL GAS IN A CLEANER ENERGY 
FUTURE 

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/MWh123.  This is illustrated in Figure 11124, which shows the significantly 

                                                                 

119 Available at www.bree.gov.au/publications/gas-market-report.  
120 Available at www.industry.gov.au/Energy/EnergySecurity/nesa/Pages/default.aspx.  
121 Available at www.aemo.com.au/Gas/Planning/Gas-Statement-of-Opportunities.  
122 Available at www.imowa.com.au/home/gas/gas-services-information/gas-statement-of-opportunities.  
123 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). 
124 Australian Council of Learned Academies (2013), Engineering Energy: Unconventional Gas Production, a study of shale gas in Australia 
Final Report, 4 June (available at www.acola.org.au/index.php/projects/securing-australia-s-future/project-6). 

http://www.bree.gov.au/publications/gas-market-report
http://www.industry.gov.au/Energy/EnergySecurity/nesa/Pages/default.aspx
http://www.aemo.com.au/Gas/Planning/Gas-Statement-of-Opportunities
http://www.imowa.com.au/home/gas/gas-services-information/gas-statement-of-opportunities
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
http://www.acola.org.au/index.php/projects/securing-australia-s-future/project-6
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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 11. Emissions intensity of various fuel types for electricity generation (tonnes CO2-e/MWh) 

 

Source: ACOLA (2013). 

Natural gas provides a cost effective 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 (in the future, noting the current downward trend in electricity demand) 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 Industry 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 grid125. 

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. 

                                                                 

125 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 WorleyParsons126, 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 12 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 12. Displacement of coal by LNG (kg/MWh CO2-e by fuel source) 

 

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

A similar 2011 WorleyParsons study127 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 

                                                                 

126 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).  
127 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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subcritical coal plant, the life cycle emissions are 42.7 Mt CO2-e per year, the annual savings 
37.2 Mt CO2-e and the project life savings 1,114 Mt CO2-e128.  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. 

The important role natural gas can play in reducing greenhouse gas emissions was also highlighted 
in the recent Fifth Assessment Synthesis Report129 by the International Panel on Climate Change, 
which noted on page SYR-51: 

GHG emissions from energy supply can be reduced significantly by replacing current world 
average coal-fired power plants with modern, highly efficient natural gas combined-cycle 
power plants or combined heat and power plants, provided that natural gas is available and 
the fugitive emissions associated with extraction and supply are low or mitigated. 

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

The EWP should, along with the ERF, emphasise the key role natural gas can play in lowering 
emissions both domestically and throughout the Asia-Pacific region. 

 

                                                                 

128 This compares to total Australian annual emissions (over the year ended March 2014) of 542 Mt CO2-e (see 
www.environment.gov.au/climate-change/greenhouse-gas-measurement/publications/quarterly-update-australias-national-
greenhouse-gas-inventory-march-2014).   
129 See www.ipcc.ch/report/ar5/syr for further information. 

http://www.environment.gov.au/climate-change/greenhouse-gas-measurement/publications/quarterly-update-australias-national-greenhouse-gas-inventory-march-2014
http://www.environment.gov.au/climate-change/greenhouse-gas-measurement/publications/quarterly-update-australias-national-greenhouse-gas-inventory-march-2014
http://www.ipcc.ch/report/ar5/syr

