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03 September 2021 

Senate St anding Committees on Economics 

PO Box 6100 
Parliament House 

CAN BERRA ACT 2600 

RE: SUPPLEMENTARY SUBMISSION: SENATE STANDING COMMITTEE ON ECONOMICS 
(REFERENCES) INQUIRY INTO AUSTRALIA'S OIL AND GAS RESERVES 

APPEA welcomes the opportunity to provide further comment to the inqu iry into Australia's oil and 
gas reserves. APPEA's supplementary submission is intended to be read in addition to its previous 
submission to this inquiry (Submission 13). 

As outlined in Submission 13, the Australian oil and gas industry' s significant benefits to the public 

include: 

• the supply of reliable and competit ively priced energy 
• the investment of hundreds of billions of dollars of capital 
• the payment of taxes and resources charges to State and Commonwealth Governments 
• the direct and indirect employment of more than 80,000 Australians, and 
• the significant contribution and generation of export earnings. 

To provide maximum benefit to the public, any arrangements considered by this inquiry must 
support the exploration and development of oil and gas reserves in Austra lia. 

Beyond the benefits outlined in Submission 13, this supplementary submission will encourage the 
inquiry to consider: 

1) Proposed reforms to encourage investment, 
2) Investment pipeline scenarios to maximise opportunities for Austra lian workers, 
3) The role of natural gas in a cleaner energy future, and 
4) The industry's commitment to protecting Australia's marine environment and safely 

decommissioning assets. 

Proposed reforms to encourage investment 

The best way to maximise benefit to the public of Australia's national o il and gas resources is by 
creating and supporting w ell-paying jobs. This inquiry should embrace measures for long-term 
business investment that w ill ensure sustained job creation and economic growth for Australia. 

Capital intensive projects like infrastructure and resources offer the best ongoing opportunity to 

create well-paying jobs. These projects can take upwards of six years to complete once an 
investment decision is taken, while the job creation arising starts almost immediately from the time 
investment decisions were taken. 
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Three key reforms will help to create certainty for capital-intensive industries - including oil and gas 

- for sustained investment that wi ll drive job creation, increase employment opportunities and 
promote domestic spending in order to maximise the benefit to the public. 

As Australia competes for scarce global capital, we must ensure we have in place a world-class fisca l 
regimen, deliver objective-based regu lation, promote exploration and innovation in resources 
development, and allow markets to work without intervention. 

APPEA urges the Senate Standing Committee on Economics (References) to consider the following 
reforms to maximise the benefit to the public of Australia's national oil and gas reserves: 

1) Promote investment through the introduction of investment allowance(s) to provide positive 
signals and encourage investment, increase employment opportunities, promote domestic 
spending by low ering the overall cost of projects. 

2) Encourage employment and job creation by ensuring it is clear salary and wage costs are 
immediately deductible for all industries, thereby removing ambiguity for capita l-intensive 

industries like infrastructure, mining, uti lities distribution and t ransmission, agriculture, 
construction and oil and gas. 

3) Remove barriers to business project restructuring by faci litating transactional swapping of 

permits and existing infrastructure interests in Australia. 

These reforms will ensure Australia is able to lock in the next wave of globa l investment to create 

jobs and economic opportunit ies for the nation, w ithout compromising government revenues and 
the integrity or underlying principles of Australia's taxation regimes. 

Alongside fiscal attractiveness, Wood Mackenzie has identified fiscal stability as being a key enabling 

factor for Australia' s success, particularly in the decade preceding Austra lia' s LNG investment boom.1 

Since then, the number of regulatory changes has increased significant ly. Austra lia had an average of 
1.6 state and federal reviews or legislative changes per year, w hich increased to 6.3 per year from 
2010-2020 as clearly demonstrated below . 
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1 Wood Mackenzie (2020), Australia Oil & Gas Industry Outlook Report, appea.com.au/wp-content/uploads/2020/06/Australia-Oil-and­
Gas-lndustry-Outlook-Report.pdf. 
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Investment pipeline scenarios to maximise opportunities for Australian workers 

EY's November 2020 report, Australia's oil and gas industry: kickstarting recovery from COVID-19, 
commissioned by APPEA, developed a future investment profile for the Australian oil and gas 
industry. A copy of the report is at Attachment 3. The report showcases the broad economic 

impacts, likely levels of investment and projected production for the industry under two different 
growth trajectories: 

• Low growth - The levels of investment for projects that are currently under development or 
have very high levels of investor commitment. This path incorporates the capital required to 

sustain existing faci lit ies, projects and fields. 

• High growth - The potential investment path if more speculative investment is secured. This 
scenario bui lds on the low growth case to capture projects that have higher levels of uncertainty 
associated w ith their development. It is based on a tax and regulatory reform regime which 
creates investment-inducing conditions for industry growth (outlined below). 

Possible scenarios and related industry settings2 

Industry changes 

Taxation 

Regulation 

Investment 

Broader economic 
parameters 

Current policy settings maintained 

No change to corporate taxation, 
resource rent taxes and investment 

allowances 
Current regulatory settings are 

retained 

Forward investment outlook 
consistent with consensus industry 

view 

High growth industry policy and 
regulatory reform 
New investment allowances 

supporting capital intensive 
investment 

Adjusting gas exploration 
restrict ions and streamlined 
environmental approva ls 

Strong industry investment 

Consistent view across scenarios on broader macro and external variables 
including the duration of the COVID-19 pandemic shutdown and staged 
lifting of restrict ions, cross border trade and the effect of other country 

lockdowns, global oil prices and population growth etc. 

2 EV (2020), Australia's oil and gas industry: kickstarting recovery from COV/0-19, Table 8, www.appea.eom.au/ wp­
content/uploads/2020/11/EY-Report-Australias-oil-and-gas-industry-Kickstarting-recovery-from-COVI0-19.pdf . 
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Economic impacts of indust ry growth scenarios3•

4 

Variable 2021-40 2025 2030 2040 

Low growth scenario 

Gross Domest ic Product (GDP), $bi llion 176.4 24.6 19.1 20.0 

Gross National Income (GNI), $billion 136.5 26.7 11.7 12.2 

Employment, FTE 105,000 11,000 4,000 5,000 

High growth scenario 

Gross Domest ic Product (GDP), $billion 352.7 27.4 41.8 47.9 

Gross National Income (GNI), $billion 241.9 30.1 27.6 28.1 

Employment, FTE 220,000 13,000 11,000 13,000 

Investment pipeline ($ bill ion)5 

Scenario 2021 2022 2023 2024 2025 2026 2027 2028 2029 
low growth 26 23 27 25 21 19 20 20 19 

High growth 26 26 33 42 40 42 43 26 25 

Cumulative - +3 +9 +26 +45 +68 +91 +97 +103 
investment 
different ial 

The inquiry should consider arrangements that will encourage the high growth scenario of industry 
investment. This w ill maximise benefits to the Australian public by creat ing an additiona l 

115,000 jobs, generating almost double the GDP ($176.3 bi llion more under t he high growth 
scenario) and delivering an additional $103 billion of potential investment. 

3 EY (2020), Australia's oil and gas industry: kickstarting recovery from COV/0-19, Table 1, www.appea.eom.au/wp­
content/ uploads/2020/ 11/EY-Report-Australias-oil-and-gas-industry-Kickstarting-recovery-from-COVID-19.pdf. 
4 Estimates are reported as Net Present Value (NPV) and adopt a discount rate of 7%. Employment is reported as a cumulative total and is 
not discou nted. 
s EY (2020), Australia's oil and gas industry: kickstarting recovery from COVID-19, Table 4, www.appea.eom.au/ wp­
content/uploads/2020/11/EY-Report-Australias-oil-and-gas-industry-Kickstarting-recovery-from-COVID-19.pdf. 
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The role of natural gas in a cleaner energy future 

As a lower emissions fuel, natural gas has an important role to play in helping Australia meet its 
emissions reduction targets and fulfi l its international emissions reduction obligations. Australia' s 

LNG exports will also continue to help Australia's trading partners reduce their emissions profile. 

APPEA supports a national climate change policy that delivers greenhouse gas emissions reductions 
consistent with net zero emissions across the Australian economy by 2050, as part of a contribution 
to a goal of globa l net zero emissions by 2050. 

Using more natural gas in Australia' s power generation and resource processing cou ld significantly 
enhance the nation' s ability to meet increasing energy needs and reduce emissions. These outcomes 
are possible because available natural gas power generation technologies can reduce greenhouse 
gas emissions compared to the average across the National Electricity Market and by even more 

compared to traditional power generation technologies.6 

In addition, intermittent renewable energy requires 'on ca ll' electricity generation to manage fa lls in 
renewable output or peaks in demand. Gas-fired generation is a key technology capable of delivering 
that flexible response. As more renewable energy is integrated into the grid, this balancing role 
becomes more crit ica l. 

Natural gas-fired generation has the additional advantage of providing long-duration energy firming. 

As the electricity market evolves, a portfolio of energy storage and firming options will be required 
w hich w ill likely include natural gas-fired generation, hydro and batteries. 

Fuel sw itching would have other benefits. Natural gas plants use much less water than coal-fired 

power and produce much lower levels of noxious substances such as sulphur dioxide, nitrogen 
oxides and fine particle emissions7• Burning gas instead of coa l improves urban air quality. 

The use of Australian LNG by our key trading partners can also reduce global emissions, help 
improve air quality in neighbouring nations and improve energy security in the region. 

The Australian Government estimates Australia' s LNG has the potential to lower emissions in LNG 
importing countries by around 170 million tonnes COre each year by providing an alternative to 
higher emissions fuels -the equivalent of almost one-third of Australia' s tota l annual emissions.8 

As w ell as reducing emissions through fuel switching, LNG exports and firming renewable energy, the 
Austra lian upstream oil and gas industry has the technology, expertise, commercial and trade 
relationships to further develop carbon capture, utilisation and storage (CCUS) and make hydrogen 
exports a reality. 

• Commonwealth of Australia (2017), Independent Review into the Future Security of the National Electricity Market: Blueprint for the 
Future, June, page 203, www.energy.gov.au. Data from the report shows natural gas power generation technologies can reduce emissions 
by 68 pe r ce nt compared to current brown coal generation technologies and by 61 per cent compared to current black coal generation 
technologies. 
7 See, for example, IEA (2017), The environmental case for naturol gas, www.iea.org/commentaries/the-environmental-case-for-natural-

ll.il· 
8 Departme nt of Industry, Scie nce, Energy and Resources (2020), Australia's emissions projections 2020, www.industry.gov.au/data-and-
publications/australias-emissions-pro jections-2020. 
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CCUS is already well established as a safe, large-scale permanent greenhouse gas emissions 
abatement solution and is seen in the revised Net Zero by 2050-A Roadmap for the Global Energy 
Sector report as essential to meeting net-zero emissions targets. 

"A delay in the development of other CCUS technologies would have a major impact on the p 
rospect of getting to net-zero emissions in 2050. For example, CCUS is the only scalable low­
emissions option to remove Ca2 from the atmosphere and to almost eliminate emissions fro 
m cement production. If progress in these technologies were delayed and could not be deploy 
ed at scale, then achieving net-zero emissions by 2050 would be vastly more difficult. '13 

Austra lia has a natural competit ive advantage to implement CCUS with known high quality, stable 
geological storage basins, existing infrastructure, world-class technical expertise and regulatory 
regimes (environment protection, carbon accounting and report ing, financial services). 

Australia needs low-cost carbon abatement to maintain its position as a leading energy exporter and 
ensure international competitiveness in a lower-emissions future. With scale and experience, the cost of 
CCS will decrease, creating the potential to deliver competitive, large-scale abatement for exist ing 
industries and new industries such as hydrogen and ammonia. 

Just as LNG exports are playing an important role in reducing global emissions, CCS in Aust ralia can play 
an important role in securing the future of Australia's oil and gas industry in a cleaner energy fu ture. 

The real answer to more supply and competitive prices is safely developing more gas resources 
close to customers 

In 2020-21, during the height of the COVID-19 pandemic, the industry produced record volumes of 
gas while average spot prices remained low. The most recent report by the Australian Competit ion 

and Consumer Commission (ACCC)10 found that commodity gas prices for contracted gas in the east 
coast market through to February 2021 remained at the low levels observed during 2020. 

Prices for supply in 2022 trended down during the first half of 2020 and have largely remained stable 
into the first part of 2021. Since mid-2020, most offers have been in the range of $6-8/GJ, with 
producer offers generally lower than retai ler offers. The Australian Energy Regulator made similar 
findings11, noting that across most short-term trading markets on the east coast average prices in 
2020-21 were at their lowest level since 2015-16. 

Austra lia has abundant gas resources and the real answer to more supply and competitive prices is 
safely developing more gas resources close to customers. 

9 IEA (2021), Net Zero by 2050: A Roadmap for the Global Energy Sector, www.iea.org/reports/net-zero-by-2050. 
10 Austra lian Competition and Consumer Commission (2021), Gas Market Inquiry 2017-2025 July 2021 Interim Report, 
www.accc.gov.au/publications/serial-publications/gas-inguiry-2017-2025/gas-inguiry-july-2021-interim-report. 
11 Aust ra lian Energy Regulator (2021), Wholesale markets quarter/y-Q2 2021, www.aer.gov.au/wholesa1e-markets/performance­
reporting/wholesale-markets-guarterly-g2-2021. The AER finds average financial year spot prices in all east coast gas markets were low in 
2020-21. Prices ranges from $5.60/GJ in the Wallumbilla Gas Supply Hub to $6.54/GJ in Brisbane, the only market where prices increased 
from the previous financial year. For all other markets, prices were at their lowest levels since 2015 16. 
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To make this new supply available, the industry has announced billions of dollars in new investment 
in recent years, to bring more gas into the market, supporting both domestic gas consumption and 
the gas export projects that are underpinning much of Australia's economic growth. For example, in 
the past three years, there have been announcements from companies including Arrow Energy, 
APLNG, Beach Energy, BHP, Cooper Energy, ESSO Australia, GLNG, Origin Energy, Santos, Senex, Shell 
Austra lia, Strike Energy and Westside Corporation to provide new supply in various parts of eastern 
Austra lia gas market. 

The industry is also constantly working with customers to meet their energy needs. This includes 

signing more than 100 gas supply agreements and other commercial arrangements since 2012. As a 
recent example, on 22 July 2021 Senex Energy completed a long-term domest ic gas sales agreement 
w ith Adbri Limited to supply up to 11 petajoules (PJ) of natural gas to support Adbri's South 
Austra lian manufacturing operations to 203012• 

Meeting demand in the years beyond 2022 will require ongoing industry investment in 
commercialising existing reserves and resources and finding new sources of supply. This requires a 

focus on removing red and green tape and regulatory burdens to developing new supply. The most 
sustainable way to ensure competit ive prices and to improve energy securit y is more gas supply and 
more gas suppliers. This should be the focus of all governments. 

The industry's commitment to protecting Australia's marine environment and safely 

decommissioning assets 

As oil and gas structures come to the end of their l ifespans, the industry is committed 
to responsibly managing its infrastructure in a way that maximises the ecological, social and 
economic opportunit ies for all Austra lians and future generations. 

APPEA and member companies are working with the Austra lian Government to deliver a robust 
decommissioning framework that protects our marine environment and enables a local 
decommissioning industry to create jobs. 

Getting the policy settings right for future decommissioning works w ill be crucial to protect the 
environment, create jobs and st imulate the economy in the coming years. Around US$6.5 billion was 
invested in offshore decommissioning projects globally in 2019 and this is set to grow to US$8.3 
billion by 2024.13 

Some case studies of safely decommissioning assets, outlined below, can also provide benefits to 
other marine industries such as fisheries and tourism operators. 

Measures that protect our marine environment, support diverse marine ecosystems, and enable 
best-practice decommissioning outcomes wil l provide significant benefits to the Australian public for 
generations to come. 

12 Sen ex Energy Ltd and Adbri Ltd (2021), 'Senex a nd Adbri sign new long-term gas sales agreement to support manufacturing operations', 
Media Release, www.senexenergy.com.au/wp-content/uploads/2021/07 /2237889.pdf and 
wcsecure.weblink.com.au/clients/adbri/headline.aspx?headlineid=21311126. 
13 Statista (2021), Market value of offshore decommissioning worldwide in 2019 and 2024, www.statista.com/statistics/326070/global­
offshore-decommissioningmarket-size/ 
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Case Study 1: BHP King Reef4 

King Reef, located approximately six nautical miles off the coast of Exmouth, Western Australia, is 
the largest and fastest developing purpose-built artificial reef in the Southern Hemisphere. 

In mid-2018, six giant streel structures from BHP's Griffin oil and gas faci lity were decommissioned, 
cleaned, repurposed and deployed on the ocean floor within the Exmouth Gulf in Western Australia. 

Today, the two-acre King Reef has created more than 27,000 cubic metres of new underwater 
habitat, providing food and shelter for more than fifty different types of marine life, including a 
variety of fish, sea turtles, sea snakes, sharks and rays. 

BHP also funds Reef Vision which empowers community stewardship through ecological data 
collection and is a vital component of the King Reef Project. 

Through Reef Vision, community members head out to the reef, drop cameras to observe the 
marine life and send the data back to Recfishwest and Curtin University for scientific assessment and 

reporting. 

Case Study 2: BHP Griffin subsea pipeline research15 

A soon-to-be decommissioned gas pipeline off the coast of north-west Australia has become a haven 

for endangered fish species, including green sawfish (critically endangered) and zebra sharks, as well 
other commercially important fish. 

BHP is planning for the safe and sustainable closure of the Griffin faci lit ies, including the underwater 
pipeline, and will work with relevant parties through an inclusive, transparent consultation process. 

A recent world-first research project on the BHP Griffin subsea gas pipeline undertaken w ith the 
University of Western Austra lia and coordinated by PhD researcher Todd Bond showed that the 

pipeline has a diverse fish community comparable to that described in the 1950s, an era before fish 
trawling. 

In depths beyond 80 metres, they found the immediate area around the pipeline had t wo-to-three 
times the value of commercial fish than in surrounding areas. They found similar fish numbers in 

shallower depths. 

Through this research they saw crit ical ly endangered fish species near the pipeline such as the green 
sawfish, along with over twenty endangered or threatened species such as the scalloped 
hammerhead, great hammerhead and zebra sharks. The research also found the pipeline to have 
high numbers of valuable commercial fish such as goldband and sadd letail snappers and red and 

spangled emperors. 

The research used baited cameras to survey 42.3 ki lometres of the pipeline up to a depth of 
140 metres. They then compared these resu lts with similar surveys undertaken up to 40 kilometres 

either side of the pipeline. Of key significance, they observed many more commercial fish around the 
pipeline than off pipeline. More commercial fish means fisheries could benefit from leaving the 

pipeline as is. 

14 Available at: www.bhp.com/susta inability/community/community-news/2019/08/old-bhp-infrastructure-creates-fishing-playground/ 
1S Available at: www.bhp.com/media-and-insights/prospects/2020/06/how-an-underwater-gas-pipeline-became-a-fish-haven/ 
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BHP's final decommissioning decision on the Griffin pipeline will balance their values and obligations 

w ith environment, health and safety considerations and external expectations to achieve an 
optimised closure outcome. 

Case Study 3: Woodside Echo Yodel Subsea ln/rastructure16 

In 2020, Woodside announced plans to decommission subsea infrastructure no longer required for 
production activities from the Echo Yodel field subject to approva ls. 

The existing subsea infrastructure has attracted a diverse array of marine life over the years. A 
number of scientific research articles have been published on the subsea infrastructure which has 
found a total of 48 species and 28 families of teleost fish and sharks have been recorded on the 
pipeline from a video survey completed in 2013. Over 20 species of commercial caught fish have 
been found on the pipeline, as well as a number of vulnerable species like the giant guitarfish, 
blotched fantai l ray, sandbar shark, and silvertip shark. 

Woodside plans to leave this subsea infrastructure in place to support the maintenance of this 
ecosystem, a decision made following consu ltation with stakeholders w ith interests in commercial 
fishing, marine science, and the Western Australian Government. 

16 Available at : https://www.woodside.eom.au/media-centre/news-stories/story/echo-yodel-subsea-infrastructure 
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ATTACHMENT 1 

INQUIRY TERMS OF REFERENCE 

The Senate Standing Committee on Economics (References) has been tasked by the Senate with 
inquiring into Austra lia' s o il and gas reserves. The terms of reference released on 19 September 

2019 are: 

• arrangements used by other countries to maximise the benefit to the public of nationa l oil and 
gas reserves; 

• arrangement that could be considered to maximise benefit to the public of Australia's national 
oi l and gas resources, cognisant of: 

sovereign risk, 
existing property rights, and 
federal and state jurisdictions; and 

• any related matters. 
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ATTACHM ENT 2 

UPDATED APPEA FINANCIAL SURVEY RESULTS 

Since APPEA started collecting financial information in 1987, considerable amounts of tax payments 
through royalt ies, levies, excise and other payments have been made directly to state and federa l 
governments. These taxes provide significant benefits to the Australian public, paying for our 
schools, hospitals and crit ical infrastructure. 

While these tax payments are substantial, it is not the only contribution from the oi l and gas sector 
to the Austra lian economy. When considering the benefits to the Australian public from the oi l and 

gas industry, it's important not to view just one aspect of the industry's economic contribution in 
isolation. 

The industry supplies reliable energy to power our businesses, mines and manufacturers across the 
country; supports the jobs of more than 80,000 Australians directly and indirectly, w ith their 
incomes driving local businesses and communities; invests hundreds of billions of dollars of capital in 
Austra lia; and generates significant export earnings for the country. 

The table below provides a high-level summary of total payments made directly to state and federal 

governments: 17 

$37 .02 billion 

Production $8.15 bi llion $13.714 billion $21.947 billion $43.811 billion 
excise, royalties 
and fees 

Other tax and $538 million $852 mi llion $2,743 million $4,133 million 
fees 

Total $25.723 billion $54.962 billion $75.022 billion $155.707 billion 

17 Note: due to rounding, the cumulative figu res in the "total" columns and rows may not be exact. 
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AUSTRALIA'S OIL AND GAS INDUSTRY: KICKSTARTING RECOVERY FROM COVID-19 

Australia's oil and 
gas industry: 
k ic ksta rti ng recovery 
from COVID-19 

20 November 2020 

ATTACHMENT 3 
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Release notice 

Ernst & Young ("EY") was engaged on the instructions of the Australian Petroleum Production & 
Exploration Association ("APPEA" or "Client") to assess the role of Australia's oil and gas sector, 
and the impact of taxation and regulatory reform, in the recovery phase of the COVID·l 9 pandemic 
("Services"), in accordance with the engagement agreement dated 25 May 2020. 

The results of Ernst & Young's work, including the assumptions and qualific.ations made in preparing 
the report, are set out in Ernst & Young's report dated 20 November 2020 (•Report "). The Report 
should be read in its entirety including the transmittal letter, the applicable scope of the work and 
any limitations. A reference to the Report includes any part of the Report. No further work has 
been undertaken by Ernst & Young since the date of the Report to update it. 

Ernst & Young has prepared the Report for the benefit of the Client and has considered only the 
interests of the Client. Ernst & Young has not been engaged lo act, and has not acted, as advisor to 
any other party. Accordingly, Ernst & Young makes no representations as to the appropriateness, 
accuracy or completeness of the Report for any other party's purposes. 

No reliance may be placed upon the Report or any of its contents by any party other than APPEA 
("Third Parties•). Any Third Party receiving a copy of the Report must make and rely on their own 
enqui ries in relation to the issues to which the Report relates. the contents of the Report and all 
matters arising from or relating to or in any way connected with the Report or its contents. 

Ernst & Young disclaims all responsibility to any Third Parties for any loss or liability that the Third 
Parties may suffer or incur arising from or relating to or in any way connected with the contents of 
the Report, the provision of the Report to the Third Parties or the reliance upon the Report by the 
Third Parties. 

No claim or demand or any actions or proceedings may be brought against Ernst & Young arising 
from or connected with the contents of the Report or the provision of the Report to the Third 
Parties. Ernst & Young will be released and forever discharged from any such claims, demands, 
actions or proceedings. 

Ernst & Young have consented to the Report being published publicly. The material contained in the 
Report, including the Ernst & Young logo, is copyright. The copyright in the material contained in 
the Report itself, excluding Ernst & Young logo, vests in the Client. The Report, including the Ernst 
& Young logo, cannot be altered without prior written permission from Ernst & Young. 

Ernst & Young's liability is limited by a scheme approved under Professional standards Legislation. 

Australia's oil and gas indust ry: kickstartinq recovery t rom C0\110-19 EV I i 
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Here's what you need to know 

► Australia's oil and gas industry has helped weather the country from more damaging economic 
fallout from COVID· 19 by supporting jobs, preserving energy security and delivering steady 
export income. 

► o ur ability to secure the next wave of investment in oil and gas exploration and production has 
strong foundat ions but laces intense challenges. The investment landscape is riskier. with 
higher hurdle rates. and global competition for mobile capital is f ierce. Many producers are 
now focusing on smaller. incremental projects (often in mature basins) rather than developing 
mega projects. 

► In the current environment. there is an urgency to address Australia's competitive posit ion 
through effective and nationally cohesive policy settings. undue regulatory and tax imposts 
have heightened risk of deterring long term investment. 

- strong opportunities exist to improve regulatory regimes by adopting clear risk-based 
frameworks and speeding up the time for project approvals. 

- some key priorities for the tax system include maintaining stability in Australia's resource 
rent tax and royalty regime, optimising capital depreciation arrangements and supporting 
efficient restructuring of joint ventures. 

► The economic dividends from unleashing a new wave of oil and gas developments are large. If 
we unleash the key projects which are currently in the industry pipeline, under a high growth 
t rajectory, national economic output is estimated to increase by over $350 billion with over 
220.000 jobs created over the next two decades. 

- conversely. regulations which suppress the industry's potential to develop Australia's 
resources impose heavy economic costs. The economic efficiency tosses of regulations 
which prevent the industry's investment pipeline from being realised could far exceed 
those from Australia's worst performing taxes. In fact, for every billion dollars of industry 
activity lost through regulation there could have an overall efficiency loss of up to 
S1.79 billion to the economy. such costs should be recognised alongside the potential 
social and environmental risks of projects which many regulations are seeking to manage 
or avoid. 

► The gains from reinvigorated activity in the oil and gas industry have the potential to spread 
throughout the economy, providing a kickstart for Australia's industrial base by lowering 
energy prices, boosting demand for services, and generating wealth for all Australians. 
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Executive summary 

Australia is a globally preeminent exporter of energy with a longstanding track record as a stable 
and low-risk destination for major investment which capitalises on our world-class resource 
endowments. over the last decade there has been a massive expansion in Aust ralia's gas 
product ion capacity with more than $350 billion invested in new gas f ields and LNG facilities. 
Alongside o atar, Australia has now r isen to be a significant world exporter of LNG. 

But the world has changed abruptly since the beginning of 2020. Australia's oil and gas industry is 
currently going through considerable disruption. Like almost every industry it is grappling with the 
immediate impacts of COVID· l 9 which, among a myriad of challenges, has intensified a protracted 
period of low global energy prices. Yet in the face of these pressures, the industry has a major role 
to play in continuing to support Australia's economic recovery from COVID·l9, securing a new 
phase of investment and growth, creating jobs, and helping the long process of repairing public 
finances. 

Indeed, unlocking new energy resources at scale builds wealth and economic resilience for the 
entire country. 

Managing the complex economic challenges of COVID-19 

As a result of the COVID·l 9 pandemic, Australia Is in a deep recession, the first in 30 years. With 
vast swathes of the economy having been shut down, coupled with domestic and international 
border controls, economic activity and confidence has deteriorated sharp ly. This is a historically 
uniQue crisis. 

A key message from other crises is that recovery where there has been a sharp contraction in the 
economy and high unemployment is rarely, if ever, fast. certainly, the longer the pandemic 
endures, the more difficult the process or reigniting economic activity will be. What will be crucia l is 
the ability of the private sector to rebound and begin investing and hiring once restrictions are 
lifted and government support measures wind up. 

Within the midst of the crisis, Australia's oil and gas industry has been a shining light , helping 
weather the country from more damaging economic fallout . The industry implemented a raft of 
measures during the first wave of the pandemic including relocating critical personnel and 
eQuipment, and new shift and fly-in fly-out arrangements. These responses enabled oil and gas 
businesses to maintain production and underpin Australia's trade performance while large parts of 
the economy were frozen. In fact, managing through the COVID· 19 pandemic, value added 
generated by the oil and gas industry, which measures the industry's contribution to GDP, was up 
24% on the previous year. 

This contribution over the last six months highlights the role which Austral ia's industrial base, 
including oil and gas, mining and other capital-intensive enterprises play in generating lucrative 
export streams and diversi fying the economy. In contrast, the most devastated areas of the 
economy from COVID· 19 have been those which are heavily dependent on services. This is a 
pattern which has played out across advanced economies. 

There are some major pressures on investment 

Looking forward, investment by the oil and gas industry is facing some major headwinds. The slump 
in oil and LNG prices, which has been exacerbated by the COVID· l 9 pandemic, has caused 
producers worldwide to cut expectations for revenues and global gas consumption over the next 
several years. 

An immediate impact of the deteriorat ing business environment has been some significant write· 
downs on gas assets, especially LNG facilities, and downgrading of producers' capital spending 

Australia's oil and gas indust ry: kickstartinq recovery t rom C0\110-19 EV J 3 

appea.com.au australian petroleum production & exploration associat ion limited ABN 44 ooo 292 713 

Australia’s oil and gas reserves
Submission 13 - Supplementary Submission



e oppeo 

programs. several targeted f inal 1n11estment Decisions have been delayed, including Scarborough, 
Pluto Train 2 and Browse and other backfill projects. 

The nature of the investment pipeline is also changing. Many producers are focusing strongly on 
smaller, incremental investments (often in mature basins) rather than developing the mega projects 
which have dominated the landscape over the past decade. This accret ive approach helps lower 
risks while prices have declined, as well as optimising existing resources and delivering capital 
efficiencies. 

Australia's competitive position as a gas producer is also being challenged. Development costs for 
Australian oil and gas projects are high compared to new developments in the united states. 
Middle East and Africa. With strong competition within company capital allocations to secure 
funding and meet higher internal rate of return thresholds. the economics of many Australian gas 
projects have become more marginal. In effect, local projects now need to demonstrate their 
viability at the bottom of the price cycle as companies look to rebalance their investment portfolios 
in the current market. 

The prospects for gas demand and prices to rebound Quic.kly and underpin futu re growth in 
production capacity also has some major structural determinants. A key inf luence will be the long· 
term role of gas as an energy source, especially in terms of how it consolidates as a global 
alternative to coal fired power and its ability to complement higher penetrat ion of variable 
renewable power generation within electricity systems. The capacity, in some circumstances, to 
integrate carbon capture and storage will also influence the use of gas as a fuel to lower-emissions 
electricity generation. carbon capture and storage was recently identified as a priority technology 
with the potential for transformational economic and emissions outcomes, as part of the Australian 
Government's Low Emissions Technology statement. 

Based on existing fleets of power plants (where natural gas forms around 23'Ji of global electricity 
generation) and other capital stock, there is likely to be significant demand for oil and gas for the 
next few decades. The International Energy Agency's 2020 world Energy Outlook underscores this 
potential, projecting consistent growth in the global demand for gas to 2040, particularly in 
Australia's trading markets in Asia, under each of its scenarios. 

A support ive policy environment is needed to kickstart investment 

Australia's ability to secure the next wave o f investment in oil and gas exploration and production 
has strong foundations - we are a proven, dependable and low risk exporter of energy and 
minerals, with proximity to industrial economies in Asia. But competition with other lower-cost and 
stable jurisdictions is fierce, and global capital can of ten achieve better returns in other producing 
countries. 

This places increased importance on establishing policy settings which can attract investment in the 
oil and gas industry over the long term. With the next generation of Australian gas projects needing 
to meet higher hurdle rates, the potent ial for undue tax and regulatory imposts - separately and in 
conjunction - to stifle investment going forward is significant. Indeed, key facets of Australia's 
policy and regulatory framework were put in place when gas projects were much larger and 
underpinned by buoyant prices. This environment has changed. 

There are some key areas where policy attention to support investment and address Australia's 
competitive position is urgent. 
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Regulatory approvals 

Australia's oil and gas businesses operate in a complex regulatory landscape. All levels of 
government have a role in creating and administering frameworks governing the approval of 
project investments and licenses to operate. 

A key regulatory challenge involves improving the time required to obtain environmental approvals, 
with problems in how state and federal regimes interact. The duplication and overlap of federal and 
state responsibilities within the Environmental Protection and Biodiversity (EPBC) Act, Australia's 
major plank of environmental regulation, has been identified as a significant (and worsening) cost 
and time impediment for gas projects. Problems with how the EPBC Act is designed and 
administered have been highlighted by the Product ivity commission in its current review of 
resource regulation, as well as the current independent review of the EPBC Act. 

Initiatives to reduce red and green tape, while appropriately managing project development r isks, 
are to be welcomed. In this regard, there are strong opportunities to improve regulatory regimes by 
adopting clear risk-based frameworks. This would identity and assess the risk associated with gas 
projects and adjust regulatory requirements acc.ordingly. where gas projects and their 
underpinning production techniques have established proof of concept and a strong environmental 
safety record, regulatory compliance would be lighter, and approval limeframes accelerated. 

Australia's achievements in commercialising gas production over decades should, in principle, be 
reflected in how all levels of government manage assessment and approval processes. Recent 
successes in adjusting regulatory requirements and fast-tracking project approvals as part of 
COVI0-19 emergency responses showcase how regulatory regimes might function under more 
normalised conditions. Low cost and speedy project approvals, without compromising standards, 
will be fundamental to shoring up Australia's competitive position. 

Managing community engagement to unlock new oil gas provinces 

The commercialisation of highly prospective new oil and gas provinces such as the Sydney Basin 
and the Great Australian Bight has shown to be extremely c.hallenging. Alongside the technical and 
commercial challenges of frontier exploration and development there is increased concern 
regarding focus by investors on the role of the industry in a carbon constrained world. 

Proponents have also been confronted with highly coordinated groups opposing the developments, 
typically on environmental grounds. While approval requirements need to consider the views of the 
community and risks inherent to projects, they are not well suited to managing the sheer influx of 
activist opposition which can be marshalled using social media. 

Both government and industry can play a pivotal role in helping manage community sentiment, 
especially to facilitate frontier basin opportunities. These could involve measures to highlight the 
industry's out standing record of safety and environmental stewardship, the economic benefits that 
resource development provides to the country (which is discussed below), and the strategic gains 
from improving Australia's fuel security. 

Tax settings 

Australia's fiscal regime has generally well-supported the development of the nation's oil and gas 
resources. our record as a world leading resource exporter is testament to Australia's stable and 
transparent tax system. However, our ability to encourage mobile capital into Australia to build the 
resource base will depend on the competitiveness Australia's tax regime. simply, foreign investors 
face many chOices on investment destinations and opportunities will not come to Australia if 
returns are pu.shed down by a relatively high tax burden. 
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To incentivise investment and business expansion, there are some key priorities for the tax system: 

► Maintain stability in Australia's resource rent tax and royalty regimes 

The Petroleum resource rent tax (PRRn, which covers offshore oil and gas production, has 
worked well over several decades. While there are some concerns regarding the adequacy of 
PRRT receipts, there are major risks that any increase in the regime, either through changing 
the rate in which profits are taxed or how exploration, development and operating costs are 
deducted, could undermine project commercial ity and discourage future investment. 

Tax is an important factor in the investment case for gas projects. Taxes limiting returns and 
are assessed in the evaluation of sovereign risk. Producers with legacy assets have concerns 
(managed well so far) about their exposure to policies which lower the returns they receive. 
further, Australia's field mix is also c.hanging, with the cheap easy-to-recover gas mostly gone. 
A number of future Australian projects are located in deeper water and further offshore than 
earlier developme-nts. An increase in the tax burden could result in these discoveries being 
abandoned. 

► Optimise capital depreciation arrangements 

Oil and gas project s are character1sed by long lead and construction timeframes, substantial 
upfront costs and long payback periods. The economics of these projects tends to be finely 
balanced. Arrangements to depreciate installed capital can thus impact project viabil1ty, 
especially in an environment in whic.h competition for global capital is aggressive. 

11 is crucial that capital depreciation arrangements are strongly aligned with the economics of 
gas projects. especially as economic pressures change. statutory capital write-off caps of 15· 
20 years are typically well within the effective life of these projects, which can often exceed 45 
years. However, depreciation allowances only come into effect when a project is fully 
commissioned and starts producing. For projects with long construction periods (large LNG 
projects can take over six years to build), this has major timing implications for tax credits. 

Importantly, some key competitor countries have shorter depreciation timeframes and enable 
installed capital to be depreciated after two years (e.g. Canada), rather than When a project is 
fully completed. 

► Support efficient restructuring of joint ventures 

New oil and gas projects in Australia have traditionally been developed using joint ventures. The 
large LNG projects are owned and operated using these vehicles. JV structures provide a range 
of cost and r isk advantages. enabling exploration and development costs to be spread, 
aggregation of adjacent projects and common-use infrastructure, access to technical expertise 
and capital pooling. They often involve asset swaps to give participants a proportionate share 
of each project's assets, and thus align commercial interests. 

Given the long economic life of gas projects, JVs often need to be realigned to reflect 
participants' changing commercial priorit ies, as is currently occurring in the North west Shelf 
JV. These transactions, like the projects themselves, are complex and have major 
infrastructure valuation, revenue, capital raising and tax consequences. It is imperative that the 
tax treatment of JV realignments does not impede establishing capital efficient project 
structures which can maximise resource development opportunities. 

To this end, there are concerns that the tax treatment of capital gains can potentially 
discourage (or slow down) beneficial JV transactions and impose a barrier on entry and exit. 
Particular issues relate to how project costs can be deducted and whether the shifting of 
interests is considered a realignment or divestment. As a principle, the tax system should 
enable JVs to be restructured in a clear, cost -effective and straightforward manner. 
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Unleashing the industry's potential 

In the lace of mounting global competition for oil and gas developments. and to support recovery 
from cov10-19, there is an urgency to address Australia's competitive position with effective 
regulatory and tax settings, Without concerted action to back business in, the ability to harness the 
next wave of investment will diminish. 

The potential whole-of-economy gains from firming and building the industry's productive 
foundations 011er the next two decades are examined under two alternat ive growth scenarios: 

► Low growth scenario - This scenario encompasses investment and production for oil and gas 
projects that are currently under development or have a high le11el of investor commitment. 
The scenario, which also includes capex to sustain existing facilities and fields, represents 
aggregate industry activity if oil and gas businesses maintain existing portfolios and deliver 
already locked-in production expansion plans, but do not move beyond a near term growth 
t rajectory. under the low growth scenario, projected production is, on average, 5 .8% higher 
than the 20-year historical average. 

► High growth scenario - Th is scenario builds on the low growth scenario and includes oil and 
gas investments and associated production yields for projects that are considered prospective, 
but which have higher development uncertainty and have not yet secured firm commercial 
commitments. It highlights a visible frontier of resource development and industry expansion 
that could be realised under favourable policy and market conditions. under this scenario, 
average production is significantly higher than the 20-year historical average - with a 64'lt 
increase. 

The analysis highlights that the economic dividends from strengthened industry investment is 
significant and wi ll help create jobs, generate growth across a broad range of sectors and underpin 
prosperity over the long term. 

Industry expansion under the low growth scenario is estimated to raise national economic output by 
around $24.6 billion and generate close to 11,000 jobs over the next five years as Australia 
recovers from the cov10-19 recession (see Table 1). Tax receipts from expanded industry 
investment and growth could be higher by around $137 billion. over the period to 2040, when long 
run gains from new oil and gas investments can be realised, economic gains are estimated to be in 
the order of $176.4 billion and generate 1os.ooo jobs. 

The potential impacts of a high growth scenario for the industry are considerably higher, reflecting 
the gains from investments which open-up and capitalise on new gas provinces. under this 
•step change• growth trajectory, national economic output is est imated to be over $350 billion 
higher and boost employment by 220,000 jobs over the next two decades. The industry's fiscal 
contribution is also elevated and is estimated to return over $286 billion to government to 2040. 
This represents an increase in aggregate tax receipts o f 20816 over the low growth scenario, 
highlighting the benefits that successful industries play in shoring up public finances and helping 
fund services for all Australians - when policy setting enable their potential to be unlocked. 

In addition to raising national income and employment, a key aspect of the growth scenarios for the 
oil and gas industry is the extent to which they provide spill over benefits for other industri es (see 
figure 1) . Both growth pathways have the potential to deliver broad ranging gains as oil and gas 
investment. export production and job creation increase opportunities for supplying businesses and 
boost aggregate demand across the economy. Signif icant benefits may also accrue for f inance and 
professional services, trade and communications, emphasising the close economic linkages 
between strategic c.apital-intensive businesses in regional and remote areas of the country and city­
based service providers. 

There is also a major stimulus for Australia's manufacturing and construction businesses. over the 
next 20 years. activit y in these sectors is estimated to increase by close to $40 billion under the 
hiQh growth scenario. A key supply-side channel involves the role of expanded gas production -
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especially when a major wave of investment can unlock major new gas resources - in dr iving down 
gas and electricity prices for energy intensive firms. 
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Recognising the economic costs of regulation 

Oil and gas developments are frequently subjected to a high level of publlc scrutiny, particularly 
around environmental and planning laws. Recent approval processes for the Narrabri gas project 
are a case in point. Planning and other approval gateways accentuate delays, increase risks, and 
add to the time needed for facilities to be built. 

While regulations serve a vital role in improving social, environmental and economic standards, 
ongoing and continuous refinement to deliver better regulatory outcomes and manage costs for 
businesses is crucial. In a highly compet itive global market for capital, as we currently observe, 
suboptimal regulatory costs have a higher potential to impede investment and act as a handbrake 
on economic growth. In this way, regulat ion has similar cost features as taxes, which generate (big 
or small) disincentives on labour supply, investment, savings and other economic decisions. 
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The tax •equivalence• of regulation on the industry growth paths was assessed and compared with 
the efficiency of Australia's current tax mix. A proxy tax which would reduce the oil and gas 
industry from a high lo low growth trajectory over the next 20 years would be highly inefficient, 
with a marginal excess burden (the economic efficiency losses from raising a tax> of 0.79, which far 
exceeds the costs imposed by existing taxes. The analysis shows that regulations which lower the 
industry from its current investment and production frontier are very costly in economic terms. 

A key aspect of these economic costs is that because, unlike taxes, regulation does not generate 
revenue for the government, which funds programs and circulates throughout the economy. 
Rather, regulat ion typically has few multiplying impacts. In fact , every billion dollars of industry 
activity lost through regulation could generate an overall economic efficiency loss of up to 
S 1. 79 bil lion. These costs should be recognised alongside the potential social and environmental 
risks of projects which many regulations seek to manage or avoid. 

Policymakers would be rightly concerned about taxes which impose such heavy and narrow costs 
on an industry. such scrutiny should also be applied in consider ing options to reduce the regulatory 
burdens on Australia's strategic resource and energy industries. Indeed, to the extent that 
excessive regulation imposes a lower growth path on the oil and gas industry, the economic costs 
would be extremely high. Accordingly , the dividends from better and less costly regulations for all 
Australians could be large. 

Going forward 

The oil and gas industry will play a significant role in supporting recovery from the COVID·19 
recession, as it has since the crisis emerged, and improving the country's long run growth 
prospects. A renewed phase of at scale industry investment is vital to fully realise the economic 
dividend from Australia's oil and gas resources. 

But current market conditions facing the industry are challenging and investment uncertainty 
remains high. It is not pos.sible to anticipate the extent and t iming for global demand and prices to 
regain momentum. What is imperative is our ability to develop a competitive and agile business 
environment so we can fully capitalise on new project opportunities and meet growing competition 
trom other gas producing countries. 
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1. Introduction 

The COVID·l 9 pandemic might well be the most disruptive event of our lifetime. The combined 
health and economic shocks are reshaping almost all aspects of our business, political and social 
environment. The effects will likely be felt for decades. 

Australia, like the rest of the world, faces enormous challenges managing the pandemic. Large 
parts of the economy have been locked down, coupled with domestic and international border 
controls, to impose social distancing. The longer the crisis endures the more difficult the process of 
reigniting economic activity. It is likely there will be a sustained period of economic weakness and 
mounting fiscal pressures on government. 

Within the current crisis, Australia's oil and gas industry has been a standout performer, helping 
buttress Australia from more damaging economic fallout. Production volumes, export performance 
and energy security have been maintained. There is no more important time, when government is 
attempting lo stimulate economic activity, to be able to rely on secure streams of 'hard currency• 
from overseas gas sales. 

But this success, which has been built on decades of innovation, investment and international 
engagement, cannot be taken for granted. Indeed, the industry is confronting its own challenges -
perhaps the most difficult business conditions it has faced in decades. Looking forward, there are 
strong headwinds including protracted low prices, significant asset write -downs, and a more modest 
investment pipellne which is focused on incremental projects. 

There is strong cause for optimism - Australia is a wortd·class and low risk exporter of energy and 
minerals - but tax and policy settings which continue to promote long term investment and growth 
are needed. 

In this context. EY has been engaged by APPEA to examine how the oil and gas industry can 
support Australia's economic recovery from the covI0-19 recession. The assessment highlights 
how Australia's oil and gas facilities provide critical economic diversification during the crisis. and 
how good tax and regulatory policies can maximise strong industry growth and investment, for the 
benefit of all Australians. 

Report structure 

This report is structured in the following chapters. 

Chapter 2 provides an overview of Australia's oil and gas sector, including production, reserves, 
investment, exports and domestic consumption, as well as latest developments. The chapter 
highlights the substantial increase in LNG production over the last decade, which has now propelled 
Australia to one of the world's largest LNG exporters. 

Chapter 3 showcases the industry's recent success in managing the CO\IID-19 crisis. It discusses 
how oil and gas businesses maintained production. quickly adjusted to different operating 
requirements and underpinned Australia's trade performance while large parts of the economy 
were shut down. The industry's economic support during the height of the crisis, when the economy 
contracted sharply, is also shown. 

Looking forward, Australia's oil and gas industry is now in an investment phase which is 
concentrated on smaller, incremental investments (often in mature basins) rather than the mega 
projects which have dominated the landscape over the last 10 years or so. Chapter 4 examines the 
outlook on investment in the industry, focusing on how lower gas prices and competition for capital 
within firms are affecting the scale and scope of projects. and where bright spots are emerging. 
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Chapter 5 discusses the key policy issues confronting the industry. It discusses the current tax and 
regulatory environment and how these are affecting industry investment, especially considering 
current risk drivers and next-generat ion project opportunities. Areas where reforms could be made 
to improve policy certainty. lower costs and enhance project commerciality are identified. 

The ability to capitalise on Australia's world-class energy endowments, supported by growth· 
promoting policy regimes, is crucial to boosting national wealth and community living standards 
over the next decade and beyond. Building on the preceding chapter, Chapter 6 highlights the 
potential for renewed industry investment to drive sustainable economic growth and employment, 
as Australia first manages the COVID·l 9 crisis and then commences the long path of economic 
recovery. some alternative growth paths for the industry are also presented highlighting the 
national economic impacts if investment conditions are weakened. Chapter 7 provides some 
concluding comments. 
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2 . A snapshot of Australia's oil and gas industry 

Australia is gifted with abundant natural resources which we have capitalised on to become a world 
leader in energy and mining. Leveraging these endowments, Australia's oil and gas industry has 
become a key economic pillar and globally significant energy producer. The industry plays a critic.al 
role in supporting Australians - not only in meet ing our domestic ene-rgy needs but also generating 
long term export revenues. 1mportantty there are also significant reserves and basins yet to be 
developed which will help drive (under the right conditions) major economic opportunities going 
forward. 

over the years. the industry has undertaken a slow shift away from oil and towards gas 
development. This divergence has primarily occurred due to the discovery of new worlcklass gas 
resources and the absence of new oil discoveries in which to replace deplet ing assets. 

This trend has accelerated over the past decade, with the oil and gas industry experiencing an LNG 
fuelled investment boom. since the early 2010s. several industry•shaping greenfield LNG projects 
have been approved and production has rapidly expanded, part icularly on the east coast. This has 
propelled Australia to become the world's second largest LNG exporter. 

Looking forward. the industry is facing from a global decline in gas prices. as well as an increase in 
global competition to secure investment. Despite challenges, there is strong cause for optimism in 
looking at the future of the industry. There are many promising projects on the horizon and some 
projects undertaken in the recent resources boom have yet to fully realise their asS-ociated benefits. 

2.1 Australia's LNG investment boom 

over the past decade, Australia's oil and gas industry has benefited from a surge in investment. 
Between 2010 and 2020, an estimated S473 billion has been invested in the industry. 1 This has 
been driven by an increase in LNG capacity, with about S305 billion invested in Australian LNG 
projects since 2010. 

As shown in Figure 2. exploration expenditure surged in the early to mid-201os. peaking in 2014. 
This showcases strong investment in large·scale LNG projects. 

figure 2: Tot•I petroleum exploc•llon e xpenditure (1990 - 2020) 
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This rise in LNG investment has highlighted a shift in the upstream petroleum industry away from 
oil and towards gas. There has been significant growth in the gas sector, including the construction 

1 Wood Mackenzie, 2020, AIJS!Talia Oil & Gas lndu<try Outtoclc Roport 
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of a new coal seam gas industry in Queensland. Over the last decade alone, gas production has 
increased by 140%. 

As the industry transitions from an investment boom phase, it will begin to capitalise on the 
increase in LNG production associated with this investment. Many of the projects had high upfront 
development costs and lengthy payback periods, so the full benefits have not yet translated into 
direct government revenues. underpinned by long-term contracts, these projects will provide 
strong export and revenue streams for several decades, and perhaps beyond. 

2.2 Australia's mix of gas projects 

Australia's petroleum industry has discovered, and developed resources dispersed across the 
country. The industry is diverse - with a unique mix of mature assets, such as the cooper Basin, 
and emerging developments, like in Queensland where onshore gas is being unlocked. Throughout 
the country, there are both conventional natural gas assets (extracted from underground 
reservoirs) and unconventional gas resources (found as coal seam, shale and tight gas). As of 
2019, Australian crude oil, natural gas and natural gas liquids production had exceeded 18 million 
barrels.2 

Most of Australia"s key LNG projects are in western Australia and the Northern Territory. The two 
states are responsible for about 71% of Australia's LNG production capacity. 3 For more than 30 
years, the offshore North west Shelf (NWS) project has provided western Australia with a rel iable 
supply of domestic gas, while facilitating the exports of LNG throughout the globe. There has also 
been an increase in LNG developments in western Australia and t he Northern Territory. An 
additional three LNG projects in Queensland represent 291' of production capacity. Appendix e 
provides an overview of Australia's 10 major LNG projects currently underway. of these, seven are 
offshore projects and three are located onshore. 

There has been rapid growth in Queensland's CSG industry, largely for LNG exports. Approximately 
90% of gas reserves in eastern Australia are forms of unconventional gas. Improvements in 
extraction techniques, and $70 billion worth of investment in CSG fields in Queensland (namely the 
Surat and Bowen Basins), has enabled the development of these reserves. In the last decade, about 
1 ,000 gas production wells have been drilled in Queensland. 

Most of Australia's crude oil and condensate comes from western Australia, with the state 
providing about 70% of Australia's production. Key basins include Browse, carnarvon and Perth. In 
the southern states. the Gippsland Basin is the main source of domestic gas. 

The following basins have dominated Australian petroleum production (see figure 3): 

► eonaparte, carnarvon. Browse and Perth basins in western Australia 

► Gippsland, Otway and Bass basins off Victoria 

► cooper-Eromanga, Amadeus and canning basins in central Australia 

► surat·BOwen basin in Queensland. 

2 Wood Mackenzie, 2020. Australia Oil & Gas lndu,try Outtoolc Report 
3 Department of Industry, Innovation and Scienc;e, 2019, Submission to Ille Senate economics Rehrenc•s CommittH: 
Inquiry into Australia's oil and gas rese,ves 
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fig...-e 3: Oil ~d q,u resour«• depolih in Australia 
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Figure 4 and Figure 5 show Australia's liquid and gas petroleum production betwe€n 2010·11 and 
2018·19 . As shown below, crude oil and condensate comprise most of the product ion in Australia. 
However, crude oil product ion has been decreasing while natural gas has been rising since 2010· 
11. This highlights the shift awav f rom oil and towards gas production. GOing forward, this trend is 
likely to exacerbate. 

fi91..-e 4: Liquid petroleum production on Australia (201(1-11 - 2018·19) 
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figure S: Gas petroleum production in Austrillia(2010-ll -2018-19) 

H.O 000 

!40,000 

120.000 

" 
100.000 

~ 
§ 

80.000 Ii .. 
2 60,000 

40,000 

l0,000 

0 • • ■ N "' .. ,0 

2 2 2 2 2 

• YNTS WH to finand.JI y•ars i.•. ZOU r•fers lo 2010-ll 

I I I_ 
... .. .. 
2 ~ ij 

Sourco: 0.partmonl of Industry. Scifflc•. Erw-9y and Rl!SOUrres (ZOZO). AustrJli.rn Pelroloum St.Jtislics ZOZO. 

2 .3 Supporting the Australian economy 

The oil and gas industry plays an important role in supporting Australia's economy, providing a 
reliable source of energy for businesses and households and contributing about 2.5'- of gross 
domestic product (GDP). APPEA analysis suggests the industry employs over so,ooo people, with a 
further 225,000 manufacturing jobs relying on natural gas. The industry also provides a major 
source of export revenues for the country and makes important contribut ions to Australia's tax 
base, particularly through state and federal resource tax arrangements. 

Through trade with high demand growth markets in ASia, Australia has solidified its reputation as 
one of the world's leading sources of LNG. As highlighted in Figure 6, Australia is the second largest 
exporter of LNG, after Qatar. The Department of Industry, innovation and science estimated that 
Australia exported about 75 million tonnes, or S50 billion of LNG in 2019. This makes LNG 
Australia's third largest export commodity after iron ore and coal. 

In 2019, Australia earned $17 billion in export earnings for LNG from China alone. other significant 
export destinations included Japan, south Korea and Taiwan. While approximately 30" of gas 
produced in eastern Australia is consumed domestically, domestic gas users have recent ly 
proposed options to import LNG to increase supplies. 
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Figure 6: Top 10 LNG exportin9 countr,es 2019 CbilliO<'I cubic 11W!lre.) 
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The industry also makes an important fiscal contribution to the economy through higher tax 
receipts. Taxes paid by the industry (see Table 2) include the Petroleum Resource Rent Tax (PRRT). 
income tax. as well as royalties, excises and levies. It is important to note that many of the taxes 
are on profit (as opposed to revenue or production) which means that for large projects, there may 
be delays in tax payments. 

Table 2: Taxos p.,,o by tlw oil and gas mdustry 

Measure : 0@5cnption ; A.pphcat,on m Australia upst,--.am fiscal r•gim@ 

Royalties 

Petroleum 
resource rent 
lax (PRRT) 

Excise duty 

Company tax 

Indirect taxes 

Scurce: Various. 

Levied on production / revenue 

• Provides an up front and stable cashllow 
stream to governmet,I 

levied on profit subsequent to the company 
h;oving earned a hurdle rate of return 

• Levied on production / r evenue at the time of 
production 

.. t..vied on tax:able income of all com.panies 
(i.e. not sl)Kific to only those in the oil and 
gas sector) 

Indirect taxes incorporate customs cluties and 
Goods and serv;ces Tax (OST} 
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• Only applied to the North West Shelf project and 
fields under state jurisdiction 

• Appl ied on marl<et value of o il and gas at the 
wellhead 

Royalty rates vary by state and are typicaUy 
between 10% and 12.5% 

• Appfied on gross revenue of oil and g.as at marl<et I 
price minus allowabSe deductions 

PRRT rate is 40ll and excludes onshore assets as 
of 2019(most of th•se projects never paid 
appreciable PRRT hence oo si(;lnificant change 
observed) 

Only applied to fields under state jurisdiction and 

the North West Shelf project 1· 

Elccise duty ranges between O and 55" 

• Applied on gross o il and gas rewnue minus 
allowable decludions including PRRT 

• Company t ax is JOY. (except for 'small business· 
companies which •re subject to a reduced rate of 
27.511) 

' "' ' ' I 

OST is a value-added tax amounting to 10% and is ' 
levied on the payment s for goods and services 
consumed 

• Import duti@s are levied at the rat e of either 0% or 
5% ( for certain types of goods) 
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As highlighted in figure 7, the oil and gas industry contributes billions of dollars each year in tax 
revenue to the government. Tax payments peaked in the early 2010s, reflecting strong production 
in these years. While corporate taxes dominate the industry's tax contribution, production excise 
payments, royalties and fees have been rising recently. 

Fig..-e 7: Tax contribution of the industry, 1991·2018 
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2.4 Industry challenges 

Moving forward, the industry fa1:es a more challenging environment, particularly due to lower 
commodity prices. There has been a global decline in gas prices (see Figure 8) with recent 
estimates putting prices at decade·long lows, placing increased pressure on the industry . under 
these condit ions, Australia's export capacity and revenue could decline over the current fi nancial 
year. The Office of the chief Economist at the Department of Industry, science, Energy and 
Resources forecasts LNG export earnings to decrease to S35 billion in 2020-21. 

Figure 8: Gl~I q.• a,nd LNG pnce trend 
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1n addition. the competition for capital for upstream development is also becoming more 
competitive. Australia is now compet ing for capital with developments where projects are cheaper 
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and more flexible. These include projects in places such as the us, Russia, Nigeria and Canada. The 
need to remain internationally competitive will be a challenge for Australia's oil and gas industry 
over the next decade. 
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3. Managing the economic challenges of COVID-19 

covI0-19 is the most damaging economic shockwave to hit Australia and the global economy since 
the second world war. Every major economy has contracted sharply because of the pandemic, and 
Australia has plunged into a sudden and deep recession, our first in 30 years. 

In the face of this turmoil, the oil and gas industry has fared well, maintaining production and 
export revenues and continuing to support thousands of Australian jobs. This chapter discusses 
how oil and gas businesses Quickly adjusted to different operating requirements and underpinned 
Australia's trade performance while large parts of the economy shut down. 

Going forward, Australia will be heavily reliant on its world-class resource industries and industrial 
base as the long process of repairing a fractured economy begins. 

3.1 Elements of the crisis 
The economic crisis is historically unique. It is neither a business cycle recession nor a financial 
crisis. Rather, the crisis is a massive supply shock in which vast swathes of the economy have been 
shut down. directly or indirectly, coupled with domestic and international border controls to 
manage the spread of the virus. Economic activity and confidence have deteriorated sharply. 

The economic scarring from cov10-19 is likely to persist for many years, with considerable short· 
term risks for wages, unemployment and the Budget. some key structural factors will influence how 
Quickly and in what shape the economy emerges from the crisis: 

► As the pandemic emerged in early 2020. the Australian economy was relatively robust (it had 
grown uninterrupted for 29 years) but was showing signs of weakness. Business investment 
outside of the resource sectors had been soft for several years, and productivity and real wage 
growth were low. 

► Job losses have been heavily concentrated in the private sector, not the public sector. with a 
massive ramping up in government spending to protect jobs and support household incomes, 
there has been an effective (and unsustainable) increase in the public sector's share of the 
economy. 

The ability of the private sector to rebound and begin investing and hiring once restrictions are 
lifted and government support measures wind up will be pivotal to Australia's economic recovery. 
The oil and gas industry, and other primary industries activities, will play a major role in this 
process. under a ·sawtooth' economic recovery path (as represented in figure 9) - where no 
effective vaccine is found and distributed in the short term and governments fight to suppress 
outbreaks - there will likely be a slow-paced and uneven recovery profile. 
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3.2 Industry responses to keep the lights on 
Almost all Australian enterprises have institu ted changes to the way they do business as a result o f 
C0VID-19. This includes physical distancing and hygiene practices, changed operating hours, 
innovation and workforce changes to limit the spread of the virus and concentrate on commercial 
sustainment. 

As the crisis exploded in early 2020, Australia's oil and gas industry responded rapidly. With a clear 
focus on the health and safety of people, an immediate priority was maintaining core operational 
activity and mobilising workers to meet new logistics constraints. As a high-tech capital-intensive 
industry with key facilities in regional and remote areas. there are acute commercial risks if critical 
staff or equipment are unavailable. APPEA and the wider resources sect or worked together on 
national covtD-19 response principles and protocols. As part of the general response framework, 
key measures undertaken by the industry involved: 

► In line with government guidance and border closure regulations, Australian oil and gas 
companies introduced social distancing requirements. gathering and capacity limits, increased 
hygiene protocols, and additional controls for higher risk individuals. companies also 
established pandemic response teams to rapidly manage operations during the crisis and 
changing restrictions. 

► Many companies introduced mandatory thermal screenings, temperature checks, and medical 
surveys to enter sites and offices. 

► Critical on-site operating teams were segregated, along with external visiting restrictions. 
Alternate rostering models also assisted workflow management with border restrictions to 
accommodate self-isolation requirements. 

► some companies required workers to isolate for two weeks ahead of an extended working 
period to ensure facilit ies remained virus-free. following a shift which could be around four 
weeks. workers returned home for two weeks rest. 

► other companies created 'islands' through isolating logistics and stamng plans for key offshore 
gas facilities which restricted interactions to only within the crew throughout the entire shift. 

► Recognising the pandemic's impacts beyond their own operations, companies have adjusted 
arrangements with contractors and suppliers, including reducing payment terms. 
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► Perhaps the largest challenge faced by the oil and gas industry has been the management of 
fly-in, fly-out (FIFO) workers. internat ional travel has almost entirely been dosed and domestic 
travel heavily restricted under Slate and Territory guidelines. In line with restrictions, 
companies worked with their staff to shift or relocate for periods of time, incentivising 
relocation, whether temporary or permanent. Assistance was also provided to help relocate 
FIFO family members where needed. 

These responses enabled oil and gas businesses to maintain production right across the country 
and under pin Australia's resource and energy performance while large parts of the economy were 
frozen. At the release of this report, there have been no recorded COVID-19 cases at Australian oil 
and gas operations during the seven months in which protocols have been in place. 

3.3 Critical economic support and diversification 
While many parts of the Australian economy continue to experience extreme hardship during the 
COVID-19 crisis, some industries have been prime movers and have helped limit the ongoing 
economic damage to the country. 

The most heavily impacted sectors have been in services such as arts and recreation services, 
accommodat ion and food services, and education and training (see Figure 10), where revenues and 
employment have plummeted. 

Figure 10: Proportion of firms tnat experienctd • cl>•nge in revenue in June 2020 compared to June 2019 
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In contrast , Australia's oil and gas businesses have been remarkably resilient. The industry, despite 
trying eKternal conditions, increased produc.tion in 2019·20 by 10~ from the previous year, with 
the value of production exceeding S82 billion (see Table 3). 
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T;ab!e 3: Economic contrfbution ol Austrru·• ofJ and gas mdu•trv 
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The industry's export performance, which comprises around 20'6 of Australia's export revenues, 
has also help up during the crisis. As shown in figure 11, LNG exports have remained relatively 
buoyant in stark contrast to Australia's services exports which have decreased dramatically over 
the last six months. 

Figll'e 11: Petroleum exports($ milrons) 
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Managing through the COVID· l 9 pandemic, value added generated by the oil and gas industry, 
which measures the industry's contribution to GDP, was up 24% on the previous year. rrom a 
macroeconomic standpoint, the oil and gas Indust ry contributed 4% of GDP in 2019·20, an increase 
from 3% in 2018·19 (EY analysis). (For perspective, lli of Australia's economy is currently valued 
at around $19 billion.) 

This economic support over the last six months highlights the role which Australia's industrial base, 
including oil and gas, mining and other capital-intensive enterprises, much or which are regionally 
or remotely located, play in generating lucrative export streams and diversifying the economy. 1n 
contrast, the most devastated areas of the economy from covm-19 have been those which are 
heavily dependent on services. This is a pattern which has played out across advanced economies. 

The role of diversification, as always, is to enable businesses and nations alike to manage risk, 
including unexpect ed r isks like the massive reallocation shock from covI0-19. Beyond the crisis, as 
Australia begins the arduous process of economic repair, continuing strong performance by our 
export powerhouses like the oil and gas industry will be vital. The industry's outlook is examined in 
Chapter 4. 
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4. Production and investment outlook 

The next wave of investment in oil and gas has strong foundations, however, the investment 
landscape is riskie-r and more challenging than the previous decade. There are several factors 
contributing to this. The economics of undergoing projects is finely balanced - they involve long 
lead times. substantial upfront costs and patient capital. Adding to this is the fact that lower gas 
prices and competition for capital within firms are affecting the scale and scope of projects. There 
are also higher hurdle rates and global compet ition for mobile capital has intensified. 

compared to places like the us, Middle East and Africa, Australia has much higher development 
costs. There is generally strong competition within a company's portfolio, with individual projects 
trying to secure capital. for us companies in Australia, our projects compete with those in the 
'lower 48' of the us - a region categorised by low cost drilling and scale economies, extensive 
pipeline access, supportive regulation, risk tolerant capita and superior geology. over the next year 
alone, Australia is competing for foreign direct investment (fDI} with projects in North America, 
East Africa, Qatar, Russia and Papua New Guinea. 

The increase in international competition for FOi has also coincided with a reduction in gas prices, 
as highlighted in Chapter 2. This decrease in global gas prices reduces the potent ial profitability of 
new developments and makes the economics of projects even more marginal. As producers lower 
their price assumptions it means there is a more pressing (and challenging) need to demonstrate 
that projects can succeed at the bottom of the price cycle. 

As a result of these challenging conditions, we are seeing a shift away from the mega-projects of 
the past and a transition towards smaller, incremental projects (often in mature basins). companies 
are now less likely to embark on new phases of greenf ield investment. The changing nature of the 
investment pipeline means that companies are making decisions to lower ri sks - particularly while 
prices are low - and optimise existing resources, while also delivering capital efficiencies. Another 
important consideration is the need for exploration to be well targeted in a low-carbon world. This 
forms part of the investment decision and prospective discoveries that will likely need to integrate 
with carbon capture and storage. Indeed, carbon capture and storage was recently identified as a 
priority technology with the potential for t ransformational economic and emissions outcomes, as 
part of the Australian Government's Low Emissions Technology statement. (Other priority 
technologies include clean hydrogen, energy storage, low carbon steel and aluminium, and soil 
carbon.) 

In the current climate, the effects of falling prices and COVID·l 9 have already manifested, with 
many companies writ ing down thei r gas assets and downgrading producers· capital spending. These 
challenging condit ions have resulted in delays in investment decisions for large projects and others 
being put on ice (such as Shell's crux project and Santos· Baro.ssa gas project). There is the risk that 
the longer these projects are delayed, the less likely they are to continue. If conditions do not 
improve, this could lead to project cancellat ions and losses in foregone investment. It is therefore 
important that we capitalise on the next wave of investment opportunities, or Australia faces some 
risk of being priced out of the LNG market. 

4.1 Developing the investment outlook 
There are many oil and gas projects that are either committed, under construction or being 
considered in Australia. EY analysed various sources, such as media articles, company reports, 
industry outlook reports and government publications. to construct a database on these committed 
and potential investments. for each project, the analysis includes information on the proponent, 
gas field, development date, production volume, development cost and type of gas production to be 
undertaken. The investment outlook database also includes details on historical production and 
capital expenditure for existing projects. 
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The analysis ielentifieel almost 30 potential or committed projects. These projects vary In size, 
scope anel location - with smaller projects like exploration by Lakes Oil in wombat Fielel having 
about AUD$4 million of expected capex, while large·scale projects like Narrabri totalling 
AUD$3.6 billion in capex. Key projects in the analysis incluele: 

► woodside·s Browse Project (AUDSSO billion in capex) and Scarborough (AUD$16 billion in 
capex) 

► Arrow Energy's surat Gas Project (AUDSlO billion inc.apex) 

► Santos· Barossa Project (AUD$6.S billion in capex) and ooraelo Project (Auos2.2 billion) 

► shell's crux Project (AUDS2 billion in capex). 

The breakdown of projects, by location, is shown in rigure 12. Most of the projects are in western 
Australia, and a number of others are situated in Victoria and the Northern Territory. This is 
reflective of the potential for projects in new gas provinces like the Beetaloo Basin and there are 
many opportunities in the Great Australian Bight. There has also been an increase in activity in the 
Otway Basin, particularly by player s like Beach Energy. 

figure 12: Geogr,1p/nul loution of project, 

. QLD 

. VIC 

32 . NSW 
WA 
NT 

. SA 

Source: E-Y ,an;olysis. 

4.2 Investment pipeline 
EY ut ilised the database to develop a future investment profile for the oil and gas industry (see 
rigure 13). Th is showcases the likely levels of investment for the industry under two Clifferent 
growth t rajectories: 

► Low growth - Encompasses the levels of investment for projects that are currently under 
Cle11elopment or have very high levels of investor commitment. There is also a strong pipeline 
of investment to maintain proeluclion volumes for existing projects, including Clrilling addit ional 
CSG wells to feed LNG trains. Therefore, this path incorporates the capital required to sustain 
existing facilities, projects and fields. Examples of committed or underway projects include the 
Surat Gas Project. West Barracouta Project and lronbar1< Well Project. 

► High growth - Showcases the potential investment path if more speculative investment is 
secured. This scenario builds on the low growth case, to capture projects that have higher 
levels of uncertainty associated with their development. In Cloing so, this investment path 

Australia's oil and gas industry: kickstartinq recovery t rom C0\110-19 EY I 24 

appea.com.au australian petroleum production & exploration associat ion limited ABN 44 ooo 292 713 

Australia’s oil and gas reserves
Submission 13 - Supplementary Submission



e oppeo 

highlights a potential f rontier that could be realised under favourable industry conditions. 
Projects in th is trajectory include Narrabri. Scarborough, Browse, Project Flow and the 
wombat Field Project. In addition, we have included investment (outside of the oil and gas 
industry) that is contingent on the approval of these projects. For example, about $2 billion of 
planned spending on NSW manufacturing projects is linked to the approval of Narrabri. 

Fig,.• 13: Investment pipeline 
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After 2020, investment deviates under the high and low growth paths (see figure 13). for the low 
growth t rajectory, investmen t peaks in 2023 at S27 bi llion (see Table 4), before tapering off over 
time as locked-in investments become fess certain. The high growth frontier builds upon t he low 
growth case, with investment particularly high between 2024 and 2027 - peaking at $43 billion 
(see Table 4). In subsequent years, investment falls away as future investment decisions become 
more uncertain. under the two scenarios. investment f ails to reach the peaks seen in the early 
2010's, reflecting the changing nature of the industry. 

T.tile 4: lnvutment p,peline ($ biN,ons) 
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A similar trajectory has been developed to highlight the likely production profiles under the two 
scenarios. For each project in the dashboard, the yearly production was calculated and converted 
to petajoules ( PJ). This allowed us to build up a profile of projected production over time (see 
figure 14). our analysis factored in several considerations: 

► supply f rom proposed import terminals is not included in the production profile. instead, the 
additional supply associated with these terminals was recorded separately. Moreover, some of 
these import terminals are competing against one another and hence, we have also tried to 
capture this idea of mutual exclusivit y in the analysis. There is flexibility in the dashboard to 
capture these nuances. 

► Production was categorised by purpose - for focal consumption or to export. This division was 
based on the western Australian domestic gas reservation policy, as well as other factors like 
the type of gas produced. In both the high and low growth scenario, about 37" of production 
was classified as being for domestic use and 63" was to be exported. 

Australia's oil and gas industry: kickstarting recovery t rom C0\110-19 EY I 25 

appea.com.au australian petroleum production & exploration associat ion limited ABN 44 ooo 292 713 

Australia’s oil and gas reserves
Submission 13 - Supplementary Submission



e oppeo 

figure 14: Production oullool< 
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Under the high growth scenario there is potential for strong levels of production (see Figure 14). 
This is reflective of the potential under a pro-growth agenda, where the industry looks beyond 
maintaining existing projects and instead looks towards opening and exploring new basins. While 
this c_omes with higher risk, there is the opportunity for significant upside. 

Under both the high and low growth case, the average projected production is higher than historical 
levels - 5.8\ higher than the 20-year average for the low-growth and 64\ for the high growth. As 
the levels of capex taper off, so too does the production levels. for the high growth case, 
production peaks at 9,000 PJ in 2026, before slowly falling (see Table 5). In contrast. production 
falls from 2025 along the low growth path. 

T~R S: Pn,,ected production (PJ). HlectPd ye.n · ■+M*HHMH\11 U'E·ff1•HUW+HI r - ; . Lowgrowtn • 6,8821 S,343 4,617 , 4,073 3.9101 3,763 1 3,630 3,S71 j 3,S14 1 3.461 : 
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Source: EY ar>alysis. 
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5. Policy and regulatory challenges 

Australia's success in developing its world-class oil and gas resources has historically been well· 
supported by a comparatively stable policy and regulatory environment. As an investment 
environment, Australia provides the benefits of an advanced economy, wit h relatively low sovereign 
risk and superior access to skilled labour and capital markets, coupled with significant resource 
prospectivity. Indeed, the combination of stabi lity and resource materiality is a strong driver of the 
large-scale gas projects which have been delivered over the last decade. 

The investment landscape for new oil and gas projects is, however, becoming more challenging. 
some major project investment factors include: 

► Future developments (especially offshore) are less likely to involve integrated development of 
upstream and downstream infrastructure. 

► There is a stronger focus on opening new fields as infill, which tend to be smaller, more distant, 
and/or more technically complex, or the incremental expansion of existing infrastructure. The 
cheap easy-to-recover gas is mostly gone. 

► Projects are becoming more marginal and, commensurate with a riskier profile, they need to 
meet higher hurdle rates. 

► There is aggressive competition from lower-cost and stable jurisdictions, and global capital can 
often achieve better returns in other producing countries. 

tn large part, these project factors reflect declining production from foundation projects and the 
challenging economics of developing greenfield facilities where there is already significant installed 
LNG capacity and a softer market environment. 

This places increased importance on establishing policy settings which can attract investment in the 
oil and gas industry over the long term. Key aspects of Australia's policy and regulatory framework 
were put in place when gas projects were much larger and underpinned by buoyant prices, and such 
policies may not be the best approach in the current market environment. 

Australia's ability to secure the next wave of investment in oil and gas exploration and production 
will be highly dependent on establishing new policy settings which can improve policy certainty, 
lower costs and enhance project commerciality. 

5.1 Regulatory approvals 
Australia's oil and gas businesses operate in a complex regulatory landscape. All levels of 
government have a role in creating and administering frameworks governing the approval of 
project investments and licenses to operate. 

While major resource projects need rigorous regulatory processes, there are longstanding concerns 
that these can be improved to lessen unnecessary burdens and improve investment outcomes. 
Delays in approving and constructing major projects in the resources sector can disadvantage 
proponents by increasing holding costs and adding to investment uncertainty. 

In an increasingly globalised economy, regulatory delays and cost pressures can deter investment. 
and heighten the risk of businesses pursuing overseas projects to take advantage of more 
favourable regulatory arrangements. Australia's global ranking as an easy place to do business has 
been slipping. In 2005, the world Bank ranked Australia s th on its Ease of Doing Business Index. In 
2019, Australia ranked 1st1>(see Figure 15 below). 
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These risks were also recently underscored by the Productivit y commission's review of regulation 
in the resources sector which concluded that regulatory processes remain unduly complex, 
duplicative, lengthy and uncertain - and may be becoming more so. Ultimately, this erodes the 
economic opportunities for workers and communities which flow from investment. 

There appear substantial opportunities to improve our competitive position by lowering regulatory 
costs and speeding up approval t imeframes for oil and gas projects. 

Environmental approvals 

A key regulatory challenge involves improving the time required to obtain environmental approvals. 
The duplication and overlap of federal and state responsibilities within the Environmental 
Protection and Biodiversity (EPBC) Act, Australia's major plank of environmental regulation, has 
been identified as a significant (and worsening) cost and time impediment tor resource and gas 
projects. The t ime taken tor environmental approvals under the EPBC Act has increased markedly 
over the last five years (see figure 16), with major cost implicat ions for project proponents. 

figure 16: Average""""'"' of ci;,ys taken for app,ovaJs proceues under tho, EPBC Act for rellOUrce pr01ects 
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Problems with how the EPBC Act is designed and administered have been highlighted by the 
Productivity commission in its current review of resource regulation. The Commission asserted that 
the costs of project delays often dwarf the direct costs of regulation, both materially reducing the 
net present value of projects that proceed and deterring potential investments. 
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The key issues identified for reform, as identified by the commission, include: 

► Approval timeframes - The Commission identified that the requirement for projects to obtain 
multiple approvals, and often at both a state/Territory and Federal level, leads to protracted, 
sequential approval timeframes, duplication and inconsistent requirements. A.J)provals and 
post-approvals (referred to as •nested' approvals) are unpredictable and lengthy, with concerns 
that some conditions are inappropriate. 

Leading practices to address delays in nested approvals include providing applicants with clear 
guidance on the type and quality of information that post-approval documentation would need 
to include. Further, decisions in the post-approval stage should be subject to t imelines, and the 
regulator's performance against those timelines should be evaluated and publicly reported. 

The commission also identifies leading practices including placing limits on the use of ·stop the 
clock' provisions and better use of deemed decision provisions to allow for decisions not made 
within statutory timeframes. 

► Focusing on more risk· and outcomes-based regulation - The commission noted the current 
•rigid one·size· fits·all ' approach is burdensome and does not ref lect the increasingly diverse 
types of resources projects seeking approval. It resulted in proponents accepting ill-suited 
conditions to avoid further d.elays, and an increasing reliance on post-approval conditions and 
renegotiation of initial conditions. 

The commission recommended regulators assessing resources projects move towards 
regulation that is both: 

- risk based - so project evaluat ions are aligned w1th the size and likelihood of 
environmental risks the project creates 

- outcomes based - so regulatory conditions set out the outcomes or standards that must be 
complied with, rather than prescribing specific steps that must be taken to comply. 

The leading practices the commission identified involved early engagement with proponents to 
identify key risks , with impact assessments and approval conditions then focused on risk 
management, rather than prescripti ve operating conditions. The commission also 
recommended greater accountability and transparency be provided by way of regulators 
publishing target assessment and approval timeframes, with reporting against those 
benchmarks. 

► commonwealth approvals and jurisdictional coordination - A key finding is that the referral 
process for the EPBC Act, in relation to the water trigger that applies to coal seam gas 
projects, creates unnecessary regulatory burden. It notes there is no compelling evidence to 
suggest the water trigger has filled a significant regulatory gap. 

The commission recommends that, just as bilateral assessment agreements are effective in 
reducing regulatory burden, the EPBC Act should enable the negot iation of bilateral approval 
agreements between the Federal Government and states and Territories. Further, bilateral 
assessment agreements should be subject to additional commitments to address 
inconsistencies and overlap in project approval conditions. 

Initiatives to reduce red and green tape, while appropriately managing project development risks, 
will help remove unnecessary barriers to investment. 

As highlighted by the Productivity commission and the current independent review of the 
EPBC Act, there are strong opportunities to improve regulatory regimes by adopting clear risk· 
based frameworks. This would identify and assess the risk associated with gas projects and adjust 
regulatory requirements accordingly. Where gas projects and their underpinning production 
techniques have established proof of concept and a strong environmental safety record, regulatory 
compliance would be lighter, and approval timeframes accelerated. 
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Looking forward, there have been some welcome advancements. The Commonwealth Government 
has signalled its intent to provide a single touch approvals proces.s under the existing EPBC Act to 
significantly streamline duplicative approval processes. under the Government 's introduced bill to 
amend the EPBC Act, there is a devolution of environmental approvals to the states and Territories. 
This will enable jurisdictions to make a single approval decision account ing for both state matters 
and matters of national environmental significance. The Independent Review of the EPBC Act also 
remains ongoing and may result in further changes to the EPBC Act. 

Australia's achievements in commercialising gas production (both conventional and 
unconvent ional) over decades should, in principle, be reflected in how all levels of government 
manage assessment and approval processes. Recent successes in adjusting regulatory 
requirements and fast-tracking project approvals as part of cov10-19 emergency responses 
showcase how regulatory regimes might function under more normalised conditions. Low cost and 
speedy project approvals, without compromising standards, will be fundamental to shoring up 
Australia's competitive position. 

Decommissioning 

As large and long-lived capital investments, many oil and gas projects involve significant 
decommissioning activities when they reach the end of their productive life. Decommissioning 
encompasses the removal or reuse of project structures and any other associated installations at 
end of lite. 

Despite a large expansion of the nation's gas production capacit y over the last decade (see 
Chapters 4 and 6 ), many of Australia's legacy gas assets, especially offshore facilities, are more 
than 20 years old. They are entering a phase where they require extra attention and close 
maintenance, and many may soon be decommissioned. By 2026, over 65 offshore platforms may 
need to be decommissioned, with the total decommissioning cost over the next 30 years potentially 
exceeding $60 billion (see Figure 17). 

A decommissioning plan must be in place to remove, in a timely manner, all property and 
equipment when it will no longer be used. If removal is to be delayed, or full removal is not 
practicable, then alternative arrangements must be generally be demonstrated and approved by 
the relevant regulator. For offshore facilities, which are regulated by NOPSEMA, this will typically 
involve arrangements that deliver equal or better environmental outcomes and can be done safely. 

While gas producers· provision for decommissioning as part of their investment and field 
development plans (including how this might impact project hurdle rates). the management of very 
aged assets involves major commercial risks. In Australia, decommissioning at scale presents an 
emerging challenge, with minimal industry experience, in contrast to operations in the Gulf of 
Mexico and the North sea. 

An important issue is that domestic oil and gas projects, which can operate for over 30 years, can 
be exposed to new environmental standards tor remediation or decommissioning which were not 
conceived or considered during investment. The prevalence of Australia's ageing gas asset base 
coupled with the very long-term nature of inherent risks, which extend long after a well is plugged 
and abandoned, present key regulatory issues for the industry. 
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f igure 17: Total-donment costs faclld by Au,tralia'• up•lrNm ofl and gas indu.try 
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Foreign investment approval 
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Australia is a major capital importing country and a significant proportion of oil and gas companies 
operating in Australia either draw heavily on foreign investment or are owned entirely by foreign 
investors. The resources sector is the largest destination for foreign direct investment (FOi), Which 
totalled over 35" of Australia's total FOi in 2019 (ABS cat. No. 5352.0). 

foreign investment proposals require approval if they meet certain screening criteria. for oil and 
gas projects approval may be required to acquire an interest in a tenement, the underlying land, or 
an operational business, or to start a new Australian business (flRB policy guidance). screening 
thresholds vary by sector and by investor destination, as well as for foreign government investors. 

The Treasurer can prohibit foreign investment proposals found to be contrary to the national 
interest or can impose conditions on an investment to address national interest concerns. When 
making decisions on foreign investment, the Treasurer receives advice from the Foreign Investment 
Review Board (FIRB). FIRB approvals by sector and within the resources sector between 2015 and 
2019 are shown in Table 6 and Table 7. In 2018-19, oil and gas related foreign investment 
comprised about 24" of total FOi in Australia's resources industry. 

To safeguard the national interest as part of the Government's management of the cov10-19 
pandemic, the dollar value threshold for any foreign investment bid that must be screened has been 
lowered to zero. Previously, the general threshold for FIRB scrutiny was $275 million or $1.2 billion 
for free-trade agreement partner countries in non-sensitive businesses (which includes oi l and gas 
industry). 

As part of the new arrangements, the deadline for government decision-making on transactions has 
been extended f rom 30 days to up to six months. The temporary so threshold for all foreign 
investment deals is likely to continue into next year to remain in place during a wave of expected 
bankruptcies when insolvent trading protections are slated to wind up. 

While approvals do not aim to impede foreign investments (investments are rarely rejected), FIRB 
decision-making timetrames increase costs for overseas investors and can be an addi tional source 
of uncertainty. Importantly, these issues may well be amplified by the Government's temporary 
lowering of investment thresholds and increasing process deadlines, especially if there is any 
material backlog in FIRB approvals as a result of increased volume of approvals. 
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T;ab!e 6: Total FlRB .pproval• by nctor 

Industry sector I 2015·16 I 2016·17 2017·18 I 2018·19 

No. S billions · No. S billions No. S billions No. S billions 
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fishing 
227 4.6 223 7.0 201 7.91 197 7.3 

,---·--··----
Financ:e and insuraACe 19 13.5 , 25 
• 

3.8 37 6.o · 26 i 6.3 1 ., 
' Manuf aduring, "lectricity 99 ! 

.mdgas 
66 56.6 73 40.9 ' 95 16.6 

I 36.7 ' 

l J 
i Minera I e>j>loralion and 

development 180 27.6 . 140 15.9 115 17.4 i 121 . 16.9 '. 

,--- ·----·--------- ·-·-----
Services 153 23.5 215 56.S 185 63.2 ' 24:! 76.o , 

' 
, -, ., 

Real estate - commeJC.ial 606 49.7 465 43.7 391 39.5 ' 487 1 73.0 1 . ' 14.8
1 

Real estate - residential 40,149 72.4 13,198 30.0 10,036 ! 12.51 7.513 , 
~ 
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Source: Fo~n Investment R"vi"w Board. Annual Report 2018· 19. 

Table 7· Mineral e~ploralion and deV91opment FIRS app,ovals 

Sector I 201s-16 2016-11 2011-18 I 2010-19 

No. $ billions No. S billions No. S billions . No . . S billions . 
- 231 ;.;; 

Coal 31 1.5 24 5.5 ' 8.5 37 ___ ...,., ... 
17 1 Oil and gas extraction 30 20.7 17 1.1 20 1.6 4.1 

i--··-····-· - ·-·-·-·--·-··· ' 
Metallic min..-als 85 4.0 73 6.3 51 4.9 j 43 4.6 , 

'!" 7 
Non-metallic minerals • 9 0.3 4 0.2 3 3 0.8 
mining and quarryi119 

.. j •--•- . ---·-·---.. . .......... ·r- ---.. __ ., -· ·r- --· -· ·t· 
Exploration and other l 2.4 i I 

25 1.2 22 2.8 18 21 1 0.9 mining support services I 
! !. 

Total 180 27.6 140 15.9 11s · 17.4 121 16.9 

Source: Foreign Investment Review Board. Anrw,al Report 2018-19. 

5.2 Managing community engagement to unlock new oil gas 
provinces 

The commercialisation of highly prospective new oil and gas provinces such as the Clarence Basin 
and the Great Australian Bight has shown to Ile extremely challenging. Alongside the risks of 
frontier exploration and development there is increased focus by investors on the role of the 
indust ry in a carbon constrained world. 

Proponents have also been confronted with highly coordinated groups opposing the developments, 
typically on environmental grounds. While approval requirements need to consider the views of the 
community and risks inherent to projects, they are not well suited to managing the sheer influx of 
activist opposition which can be marshalled using social media. 

The ability of activist groups to frustrate the development of new gas fields has important 
implications for international investment. If resistance becomes entrenched leading to project 
withdrawals, there is a risk that Australia is seen by global investors as being a too difficult, 
expensive and high-risk place to invest. The recent experience of the coal industry to develop new 
mines underscores how this can drastically limit longer term expansion of resource capacity. 

Both government and industry can play a pivotal role in helping manage community sentiment. 
especially to facilitate frontier basin opportunities. These could involve measures to highlight the 
industry's outstanding record of safety and environmental stewardship, the economic benefits that 
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resource development provides to the country (which is discussed below), and the strategic gains 
from improving Australia's fuel security. 

5.3 Tax settings 
Australia's fiscal regime has generally supported development of the nation's oil and gas resources. 
our record as a world leading resource exporter has been underpinned by a stable and transparent 
tax system. However. our ability to encourage mobile capital into Australia to build the resource 
base will depend on the future competitiveness of Australia's tax regime. Simply, foreign investors 
face many choices on investment destinations and opportunit ies will not come to Australia if 
returns are pushed down by a relatively high tax burden. 

Tax is an important factor in the investment case for gas projects. Taxes limiting returns and are 
assessed in the evaluation of sovereign risk. Producers with legacy assets have concerns (managed 
well so far) about their exposure to policies which lower the returns they receive. Further, 
Australia's field mix is also changing, with the cheap easy-to-recover gas mostly gone. A number of 
future Australian projects are located in deeper water and further offshore than earlier 
developments. An Increase in the tax burden could result In these discoveries being abandoned. 

Maintain stability in Australia's resource rent tax and royalty regimes 

Australian governments, consistent with many International jurisdictions, tax resource industries 
differently to other Industries such as agriculture, finance, services or manufacturing. This is 
typically done by applying additional taxes or charges on top of general taxes like company tax. 
These additional taxes are levied for two key reasons: 

► Non-renewable oil and gas resources and other minerals are publicly owned and so a tax or 
charge is applied to ensure the community receives an adeQuate return for the extraction of its 
resources. 

► High Quality resources may offer significant economic rents or profits above a level necessary 
to attract capital, labour and other inputs to discover and extract the resources. 

An overview of the current tax arrangements applying to the Industry, including profit and 
production-based taxes, are outlined in Table 2 (in Chapter 2.3). 

A key pillar of industry tax regime is the Petroleum Resource Rent Tax (PRRD which covers 
offshore oil and gas production such as the Gorgon, Prelude, Pluto and Wheatstone and the Bass 
strait. The PRRT is a 40% tax levied on profits generated from petroleum resource projects. While it 
taxes profitable projects, the PRRT does not provide rebates for tax losses. Rather, tax losses are 
carried forward into future years at an uplift rate which are offset by future cash flows. 

PRRT payments are heavily project dependent. Oil projects are typically profitable much earlier 
than gas projects as they require less capital expenditure and can commence production QUiddy. 
Their PRRT revenues are thus payable relatively Quickly. In contrast, LNG projects often involve 
much larger capital expenditures and have longer payback periods. 

The principles underpinning the PRRT regime suit the characteristics of oil and gas operations and 
have generally worked well over several decades. Indeed, a recent review of the PRRT by the 
commonwealth Treasury found that the regime has not discouraged exploration or development. 
However, some refinements to the PRRT to better handle how field development risks and 
production licences are handled could improve its functioning. 

A potential lssue in the regime involves its capacity to accommodate conversion of an oil and ga.s 
project from a retention lease to a production lease and back to a retention lease. These processes, 
which reflect changing economic conditions and investors· ability to bring gas to market with 
adeQuate commercial return, can affect the certainty of relevant carried forward expenditures 
under the PRRT. This can be particularly problematic for smaller companies which often have more 
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of their capital reserves lied up in specific oil and gas investments and could ultimately result in 
some proven gas resources remaining undeveloped. 

While functional refinements at the margin can support further industry development, there are 
major risks of fundamental changes to the PPRT on investment, especially in the current market 
environment where the global search for the best retums on capital is fierce. stability in Australia's 
resource tax system is paramount. 1n particular, any increase in the PRRT regime, either through 
changing the rate in which profits are taxed or how exploration, development and operating costs 
are deducted, could undermine project commerciality and discourage future investment. 

optimise capital depreciation arrangements 

Oil and gas projects are characterised by long lead and construction timeframes, substantial 
upfront costs and long paybac.k periods. The economics of these projects, which involve heavy 
capital exposures, tends to be finely balanced. Arrangements to depreciate installed capital can 
thus impact project viability, especially in an environment in which competition for global capital is 
aggressive. 

It is crucial that capital depreciation arrangements are strongly aligned with the economics of gas 
projects, especially as economic pressures change. In this respect, statutory capital write-off caps 
of 15 years for unconventional upstream projects and LNG projects and 20 years for conventional 
upstream projects (which were introduced in 2002) are typically well within the effective life of 
these projects, which can exceed 45 years. However, depreciation allowances only come into effect 
when a project is fully commissioned and starts producing. for projects with long construction 
periods (large LNG projects can take over six years to build), this has major timing implications for 
tax credits. 

Important ly, some key competitor countries have shorter depreciation timeframes and enable 
installed capital to be depreciated after two years (e.g. Canada), rather than when a project is fully 
completed. 

support efficient restructuring of joint ventures 

oil and gas projects in Australia have traditionally been developed using joint ventures. JV 
relationships deliver over 80'6 of upstream investment projects.' JV st ructures provide a range of 
cost and risk advantages. enabling exploration and development costs to be spread, aggregation of 
adjacent projects and common-use infrastructure, access to technical expertise and capital pooling. 
They often involve asset swaps to give participants a proportionate share of each project's assets, 
and thus align commercial interests. 

Given the long economic life of gas projects, JVs often need to be realigned to reflect participants· 
changing commercial priorities, as is currently occurring in the North west Shelf JV with Chevron 
looking to sell its 16. 7" stake in the LNG project. These transactions, like the projects themselves, 
are complex and have major infrastructure valuation, revenue, capital raising and lax 
conseQuences. tt is imperative that the tax treatment of JV realignments does not impede 
establishing capital efficient project structures which can maximise resource development 
opportunities. 

To this end, there are concerns that the tax treatment of capital gains can potentially discourage 
(or stow down) beneficial JV transactions and impose a barrier on entry and exit. Particular issues 
relate to how project costs can be deducted and whether the shifting of interests is considered a 
realignment or divestment. As a principle, the tax system should enable JVs to be restructured in a 
clear, cost-effective and straightforward manner. 

'EY (2015), 'Joont vent..-~• for o il and gas megap,oject.s·_ 
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6. The economic gains from future industry growth 

under growth promoting policy regimes there is strong potential for Australia to capitalise on our 
world-class energy endowments through renewed industry investment in oil and gas. There is no 
doubt the industry has a strong role to play as Australia navigates through the current economic 
crisis and then begins the long-term economic recovery process. 

A taxation and regulation reform regime, focused on driving investment. will provide an opportunity 
for the oil and gas industry to play a key role in supporting Australia's recovery - through 
generating employment, increasing tax revenue and stimulating activity throughout other parts of 
the economy. under a low-growth path, the industry will still play an important role, however, the 
economic gains will not be as significant. Thus, the importance of growth-inducing policy reform is 
highlighted to spur investment and increase national economic output. such an agenda will not only 
benefit the economy but will also improve the wellbeing of almost an Australians. 

6.1 Modelling approach 
EY's in-house computable general equilibrium (CGE) model, the EYGEM model, was used lo provide 
an economic impact analysis of the likely economic contribution of the oil and gas industry under 
alternative industry growth paths. As dlscussed in Chapter 4, we have analysed the current 
investment pipeline to identify two potential growth paths for the industry: 

► Low growth - captures projects that are committed, or highly likely to proceed, as well as any 
sustaining capex related to current projects. 

► High growth - Showcases the potential levels of investment if more speculative projects are 
undertaken. 

The likelihood of these scenarios arising is highly dependent on the tax and regulatory settings. 
Issues with tax and regulatory imposts like the PRRT. capital depreciation arrangements, joint 
ventures and regulatory approvals are currently stifling potential industry growth (see chapter s 
for more detaiO. Many parts of the system were appropriate for a different - but now outdated -
style of oil and gas investment. The number of mega-projects, seen in the past, are subsiding. 
Instead, there has bf1:!n a recent shift within the industry, with a focus on smaller, incremental 
projects and moving forward, new gas projects will need to meet higher hurdle rates. Hence. the 
costs of unnecessary tax and regulatory barriers are increasing. 

As highlighted in Table 8, unde-r a tax and regulatory reform regime which creates investment­
inducing conditions there is wide scope for industry growth. 
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To analyse the economic contribution of the oil and gas industry, EY's whole of economy CGE model 
was used. EYGEM is a large scale, dynamic model of the Australian and global economies (see 
Appendix A for more information). our analysis captures two important components that reflect 
the oil and gas industry's economic value: 

► Direct contribution of investment in oil and gas - based on the value added by the industry. 
largely through investment and sales of production. The direct impacts are the largest part of 
the industry's contribution to the economy. 

► flow-on impacts of investment in oil and gas - the positfve benefits to other sectors directly 
connected to the projects. This includes the flow-on benefits to workers. construction firms, 
suppliers to the gas projects, and tax and royalty revenue for governments. However. indirect 
effects also encompass offsetting negative impacts as a result of •crowding out· of other parts 
of the economy (e.g. due to increases in the exchange rate). 

The macroeconomic impacts of the industry development scenarios, detailed in chapter 4, were 
examined using EYGEM. The modelling accounted for key aspects of the industry's investment and 
product ion profiles: 

► Export and domestic focused production have distinct economic linkages - LNG projects 
such as those in the North west shelf, Darwin or Gladstone are heavily export focused, with 
the bulk of future production committed for global sale in forward contracts linked to oil prices. 
Revenues for these projects are largely foreign earned. That said, the Gladstone LNG facilities, 
given their size and proximity to east coast gas networks, are also major suppliers of gas in the 
domestic market and have underpinning domestic gas sales agreements. In contrast to the 
mega LNG facilities, projects developed for domest ic supply are not normally geared up with 
the technical capacity to supply gas for international shipping. Domestic gas projects can be 
considered as supplying a •noll·traded' product, which is primarily driven by its use as an input 
into electricity generation and other industrial processes. 

► There are different cost and efficiency impacts for locally supplied gas and exported gas -
The supply of gas to overseas and domestic customers involves different cost elements. This 
includes how long-term contracts are struck and in-built mechanisms for managing commodity 
volatility, shipping (netback) and pipeline costs, compression and regasification, and domestic 
regulatory requirements. for new domestic focused gas production, there are important 
supply-side impacts which help defray some of the fixed capital and regulatory costs of 
operating the existing gas system and lower costs for industrial and resident ial end users. The 
efficiency gains for domestic customers, which provide important economic spillovers, are 
recognised in the EYGEM framework. 

► some infrastructure projects are dependent on new gas resource development - The 
development of some gas projects in the 'high growth' scenario will, consistent with 
commercial announcements, determine the future of major complementary investments 
outside of the oil and gas industry. for example, about $2 billion of planned manufacturing 
facility investment in NSW is dependent on the approval of the Narrabri gas project. These 
strongly linked investments have been included in the modelling inputs. 

6.2 Estimated economic impacts 
Australia's oil and gas industry plays an important role in supporting our economy, and looking 
forward, there is strong potential for significant upside, particularly under investment inducive tax 
and regulatory settings. This is reflected in the scale of the economic impacts est imated using 
EYGEM. 

The size of the growth dividend is large, with GDP increasing significant ly under the two growth 
scenarios (see Figure 18). over the 20-year period, when long run gains from new oil and gas 
investments can be realised, the NPV of the total gains in GDP is estimated at $176.4 billion for the 
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low growth scenario and $352.7 billion in t he high growth scenario (see Table 9). To put these 
numbers into perspective - the pre-covto-19 GOP outcome for 2019 was $1 ,994 billion.5 

Production is proportionately larger under the high growth scenario. This reflects the fact that 
much of the investment is targeted towards exploration and developing new basins. which have 
capacity for a higher yield. As a result of this higher potential production. the returns on investment 
are larger for the high growth scenario (see Figure 18). 

The investment hits are particularly dominant under both growth paths. This means the impact on 
GOP peaks between 2024 and 2028. These impacts then lessen over subsequent years, but 
continue to grow. as production for the forecast projects accelerates and gas prices decrease 
throughout the economy. For the low growth scenario, the impact on national economic output is 
most dominant in 2025 at S25 billion. comparatively. for the high growth scenario, the GOP impact 
is at its highest in 2026, with an additional $58 billion of economic activity generated. 

Figure 18: GDP impacts for 1i,.1ow and high growth uenarios, 2021-2040 ($ m,llions) 
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The capital-intensive nature of gas production means that the employment impacts, whilst large, 
are not as large as the size of the GOP impacts. In the low growth scenario, about 105,000 
additional full time equivalent (FTE) jobs may be created over the twenty years, compared with the 
baseline (see Table 9). This rises to 220,000 jobs under the high growth scenario. 

over the twenty-year period, the change in employment follows a similar trajectory to economic 
output (see figure 19). The impact on employment for the low growth path is particularly 
pronounced in 2025, which coincides with the peak in GOP under this scenario. While these effects 
do not reach the same levels in subsequent years, figure 19 highlights the growing employment 
generation over time, as the rest of the economy benefits from lower gas costs. For the high 
growth frontier, the employment effects are particularly strong for several years between 2024 
and 2029, before a more gradual tapering off as the initial investment hit subsidies. Like the low 
growth scenario, job creation increases between 2030 and 2040, reflecting the increased 
productivity in the rest of the economy. 

5 ABS Cat. no. 5206.0 
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f igure 19: Employment Imp~ for the '°"' and lllgh gr°"'lh seen.no•. 2021-2040 (FTE) 
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While the estimated impacts for gross national income (GNI), are lower than GDP, they are still 
significant (see Table 9). GNI measures a country's total income and includes income derived from 
foreign investments. Th is difference reflects the strong investment made by our foreign trade and 
investment partners in the Australian oil and gas industry. 

Table 9: Esbmat@d oconomoc 1mpacb 

Vanable NPV 2021 ·40 j 2025 l 2030 I 20.40 
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As well as increasing national output and creating jobs, under the two growth frontiers, there are 
important spill over effects that are expected to arise to other industries in the economy. The oil 
and gas industry has intermediate demand and supply linkages to a range of sectors in the 
economy. Growth in the oil and gas sector has flow-on impacts to wages and profits in these 
sectors. As highlighted in figure 20, industries such as finance, business services, trade and 
communications all benefit under the two scenarios. 

The effects are particularly pronounced under the high growth scenario. This is largely due to the 
increase in investment, export production and job creation, which in turn, boosts aggregate 
demand in the economy. Indeed, these effects. under the high growth scenario, highlight that 
unlocking new energy resources at scale builds wealth and economic resilience for the entire 
country. 
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In particular, Australia's manufacturing and construction businesses stand to benefit under the two 
growth paths. Activity in these sectors could increase by about $38 billion under the high growth 
scenario and $7 bill ion under the low growth path. The ability for expanded gas production to drive 
down gas and electricity prices offers significant scope for growth in this sector. Increasing the 
affordability and security of energy could help Australia maintain an internationally competitive 
industrial manufacturing sector and is likely to be a particularly attractive proposition for energy­
intensive firms. 

Fig,n 20: Gron imrustry output,, NPV (2020·2040) 
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Another component of the sector's contribution is the addit ional tax revenue generated under the 
two growth paths. The estimated tax take for the government is significant, totalling $137 billion 
between 2021 and 2039 for the low growth scenario and $286 billion for the high growth scenario 
(see Figure 21 and Figure 22). GOvernment tax collection under the high growth scenario is about 
208" higher than under the low growth path, reflecting the significant upside of posit ive tax and 
regulatory reform. 

Of this tax take, most is est imated to comprise direct taxes paid by the sector. These include 
company tax, royalties, PRRT and other taxes paid by the sector (see Table 2 for more detail). For 
the low growth scenario, the estimated direct taxes paid by the sector totals Sl 19 billion and for 
the high growth scenario this increases to $24 7 billion. Figure 21 and Figure 22 also showcase the 
increase in taxes paid by other industries. Ttlis is due to the sectoral linkages previously discussed. 
Between 2021 and 2039, tax revenue generated due to extra industry act ivit y is estimated to be 
about S 19 billion under the low growth scenario and $39 billion under the high growth scenario. 
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f igure 21: Tu. revenue lmparu ror the io.. growth $Cel>llrios. 2021-2009 ($ miDion•> 
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f ig""' 22: Ta.a revenue iffll)ads ror tile high growth $Cel\arios. 2021-2039 (S millions) 
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6.3 The economic cost of regulation 
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oil and gas developments are often subject to high levels of public scrutiny, especially in regard to 
environmental and planning laws. In many cases, planning and approval processes increase delays, 
as well as adding to the risks associated with a project. The Productivity commission indicated that 
a one-year delay to a major offshore LNG project could cost anywhere from $500 million to 
s2 billion. 

While regulation plays an important role in establishing a project. there is room for some regulation 
to be improved or streamlined. Inefficient, or suboptimal, regulation bares a significant cost, 
particularly given the highly competitive global market for capital. Like a tax, regulation also has 
flow on effects to labour supply, investment and savings. 

It is therefore possible to consider the tax •equivalence· of regulation on industry growth paths. As 
noted above in Chapter 6.1, the difference between the high and low industry profiles modelled 
represents the possible realisations under two sets of industry conditions. The high growth 
trajectory highlights the possible economic output under an investment inducive policy 
environment, while the low growth scenario is reflective of the likely outcomes under current 
conditions. 
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A proxy tax which would reduce the oil and gas industry from a high to low 9rowth trajectory over 
the next 20 years would be hiQhly inefficient , with a mar9inal excess burden (the economic 
efficiency losses from raising a tax) of 0.79, which far exceeds the costs imposed by existin9 taxes, 
such as payroll tax (see Fi9ure 23). The analysis shows that regulations which lower the industry 
from its current investment and production frontier are very costly in economic terms. 

A key aspect of these economic costs is that because, unlike taxes, regulation does not generate 
revenue for the government, which funds programs and circulates throughout the economy. 
Rather, re9ulation typically has few multiplying impacts. In fact, every billion dollars of industry 
activity lost through re9ulation could generate an overall economic etticiency loss of up to 
S1.79 billion. These costs should be recognised alongside the potential soda! and environmental 
risks of projects Which many re9ulations seek to mana9e or avoid. 

This reflects the significant cost of regulations that unduly hinder investment in the oil and gas 
industry. While policymakers are often concerned about inefficient taxes, the evidence suggests 
that at least as muc.h scrutiny should be applied when considering the scale and scope of regulation 
applying to the industry, as discussed in Chapter 5. 
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7. Conclusions 

The COVID· 19 pandemic has inflicted unprecedented damage on the global economy. Like the rest 
of the wor1d, Australia has been badly impacted from the COVID·l 9 crisis, with an. decline in 
economic output between the March and June quarters. This has pushed Australia into its first 
recession in almost 30 years, 

Throughout the crisis, the oil and gas industry has Ileen one of Australia's strongest performers. 
providing critical support to the economy. As Australia begins the stow economic recovery process, 
the oil and gas industry will have an important role to play - in both the immediate term and over 
the tong run. 

As demonstrated lly the analysis in this report, renewed investment in the oil and gas industry can 
support Australia's recovery from the crisis, helping realise the massive economic potential from 
Australia's world-class oil and gas reserves. However, market conditions remain highly challenging, 
and current regulatory settings can play a stronger role in unleashing this potential and stimulating 
industry investment. 

Given the present stump in global LNG prices, market uncertainty and aggressive global competition 
for capital, it is imperative that Australia has a competitive and agile business environment. Indeed, 
pro"(Jrowth tax and regulatory sett ings have significant economic upside through their capacity to 
boost compet itiveness and facilitate a new wave of investment in oil and gas projects, which 
improve the prospects for all Austral ians. 
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Appendix A EY's whole of economy model 

EYGEM is a multi-commodity, multi·region, dynamic model of the world economy. Like all economic 
models, EYGEM is based on a range of assumptions, parameters and data that const itute an 
approximation to the working structure of an economy. Its construction has drawn on the key 
features of other economic models such as the global economic framework underpinning models 
such as GTAP and GTEM, with state and regional modelling frameworks such as Monash·MMRF and 
TERM. 

Labour, capita l, land and a natural resource comprise the four factors of production. On a year-by· 
year basis, capital and labour are mobile between sectors, while land is mobile across agriculture. 
The natural resource is specific to mining and is not mobile. A representative household in each 
region owns all factors of production. This representative household receives all factor payments, 
tax revenue and interregional transfers. The household also determines the allocation of income 
between household consumption, government consumption and savings. 

capital in each region of the model accumulates by investment less depreciation in each period. 
capital is mobile internationally in EYGEM where global investment equals global savings. Global 
savings are made available to invest across regions. Rates of return can ditler to ref lect region 
specific differences in r isk premiums. 

The model assumes labour markets operate in a model where employment and wages adjust in each 
year so that, for example, in the case of an increase in the demand for labour, the real wage rate 
increases in proportion to the increase in employment from its base case forecast level. 

EYGEM determines regional supplies and demands of commodities through optimising behaviour of 
agents in perfectly competitive markets using constant returns to scale technologies. under these 
assumptions, prices are set to cover costs and firms earn zero pure profits, with all returns paid to 
primary factors. This implies that changes in output prices are determined by changes in input 
prices of materials and primary factors. 
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Appendix B Australia's LNG projects 

Tilble 10: Australia·, key LNG development prc,oct, 
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Appendix C Transmittal letter and scope 

EV 
Building a better 
"'°""in9wor1d 

Andn,w McCo,wilkl 
Chief Execu1JVe OffiCBr 

P. ◄ AY ,V-
llt.W: C,-.,..! !'cJII 

t. el •Jt.CJ tl-,CJOA l :J 
(",f')ftn, 1'a t,.,1!·~~1 ACI ,'l!;-11 

Auslrahan Petroleum Producbon & Explorebon Assoaabon (APPEA) 
Level 10, 60 Malt>B Clai1ui Street 
CANSERRAACT 2601 

.. ,,. , :l'fl?J-. 
I " • ~ lt14!i: 1 .. -
lt)'! IQl'l'.l 11 

20 Nowmber 2020 

The role of Austral ia's oil and gas sector in the recovery from COVI0-19 

Dear Andrew 

In ecoordance With our Engagement Agrooment da1ed 25 May 2020 ("Agn,ernarn"), Erns1 & Yoong r-,..,• 
or ·en has been enoaoe<J by the Au51r9bn Pelr_,m Production & &ploooUon Asll0a81ion c,,ou·. 
•APf'EA• ot the •C...,r) 10 asseu the rde ol AU$11i!ll3'$ ol and gas sector an<S the Im~ of taX81ion 
11:ld reg<Qto,y reform. i, the rooove,y phase ol lhe COVI0-19 pandemic (the •Servires"), 

The~ n,po,1 (ll>e "Rel)()f1°} s<Ms 0UI 11>• oo-or our- You shOUl<i t9ad the Report ,nits 
entirety. A reference to the report includes //JITI part or the Report. 

Purpose of our Report and restrictions on Its use 

we und,11$- lh ~\ lhe <leli,e,~blt l)y EY will~ used fOt the Pl.If- (JI l)<OVid.,9 -nom,e M~is, 
on n non.rebanoe bnsis, IO suppotl APPEA develop ,is pos,tjon tlWovgh re:lellttn, n"'ll)'SI$ 1>nd modelUng 
In ordet tu l 1»me tile =e tor reroon which ,_is Auilrol!;,'s oil and 1:13$ s«tor aod the eoono,ny 
mo,e broodly (!he •pu,pose"). 

This Rep0rt wns oreparetl on it>e speaflc inSlfuci,o,,, or APPEA SOlefy ror Ille PwPO$e a.no slloulO nor 
be uMd o, reied upon to, any Olhe< pu,pose 

This Report "'1d ~• oonleots may not bo qU<Xod rclorrod lo or shown IO any Olhor par1-o•a,p • 
proyi<ted ill ll>C AQr<.><:IOOnl We (l(oepl no 11)$1)(>0Slbifl)I or lablhty IC> nny petSOO ocher ~,an lO APP£A or 
to suchpot1)' to\'otlom --ogrtM!d in .,..,1angio Kcept a duty olc:M1 in.-..pectollhis Ropon. Md 
aeecrdlngly ii such - ""™"15 di005e lo rtly upon &ny of the con10f11s of this Report they do so Ill 
theit~l\ ri$k:, 

Na1ut9 and scope of our worto. 

The scope of OlW worlc., lncludoog 1he basis and 11m,1at1ons, are detailed ln our Agreement an(I In 11111 
Report. 

Our work conwne<ieed on 26 M3Y 2020 and - CQ<npleled on 20 No-ember 2020. n,e,ero,e, oor 
RepO<\ 00e$ nol ltlke account (JI e,,e,it, 0t corc:umstanoes 1'1'1$1119 ~ let 20 No,,eml)er 2020 aOd "'--e tio,-e 
no ,eSl)Onslbility to upd3IC tt,e Repo,1 tc,, welt Cv<li\lt o, eirc.....,.onoes 

In ll<tll3Nn9 Ill$~ we h.\ve cons.dere<I and re!oe<I up00 ,ntormal!On rrom a nt'l!le ol sovt<eS 
beleved lO be reUl:lle and aco:urate. we h:lve nOI been 1nlonlled 01 w,y irlrOt~IJOtl SUWlied lO u,s, o, 
obtt1ln0d lrom Pl't:lic .-ca. WO$ lllbo °' lh81 any m111Mol inlOnna~oo hM boon v.ifhht'd ltom us 

, ... ,n>f 
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EV 
Building a better 
working wor1d 

We do nol tmply Bild rt &00uld not be conalrued that we have ven6ec:I any of the 01furmatton prOIIICled to 
us, or that our enquines coufd have Klenttfiad iJfT'/ ,r,Mler lhat a m0f8 exteF161ve examination m,ghl 
dadose Ha111r,.,,, "'" i.,.,. owlU6led Iha inlormata, p,<Mded to u• by AP PEA as ...,II n olher pa,lles 
lhrough onqury. analysis and llllliew and nothing ha& come 10 our allentian 10 indicate Iha inlormollen 
provkled was mattrially mis-staled o, would not afford reasonable grounds ul)On "1\ich lo base our 
Repon. 

Tho work poriormed ns part at cu sropo considers Wormetlon provldod 10 us and a combo>allOn ol 
Jnpul auumptlons relatln11 to lurure cond•fon•. which may 001 neoosurtly represent actual 0< most likely 
furure conditions. Addilona/ly. mode9ng wori< performed as part of oor scope inherendy req..-es 
assumpllons about fuu-e ~ and market intarec6ons. which may resuh In forecas.ts that d&Vlate 
from future con<h~kms. There WJI usually be c:htf«eOOfl between estma&ad and actual results. bacausa 
ft'J'&nts end arcu~tances frequently do no1 occur a& expected, and those differences may be materia1 
Wo lako no "'5p(X11ilbokty 1hat 1ho projeclc<t ootoomua will be ochloved. 

We hlghlighl 11181 our analysis and Repo,1 do not consrnute Jnvesunen1 advice o, a reoommencia1ion to 
you on a fvtute course ol actiorl 

Our oonclu1'ons are based. In part. on the assumpbons stated • ncl on 1nl0fmolc<l<l provided by APP£A 
and olhar information &Ouren used <b'lng lh• course oC lhe engagem..-... Tho modelled outcomes are 
contingenl on 1he col!ect,on of a...,mpt,0ns as agiaed w,lh APPEA a,,d no oooa,cera110n of Olher marl<et 
events announcenlel\tB or 04her changing """""'tAnc:"" ere renec.ed In tills Repo,t. Nellhe< 
Emat & You no nor any member or~ 1hereol undertakes reaponl<l>lllty In any way 'nhataolW<lf to 
8/'f peraon I\ respect of em,.- In this Repott oomg from ll'IOOffed lnfom,euon provided by APPEA or 

ou-,er tnforma~on sources used. 

Thank you for tile opportunity 10 woo. on llll9 project I« you. Should you wish 10 discuss any asp,d oC 
thlS Report pte.ise do not heshl!le to contact me on 02 $279 4$40. 

A!IIN ,c..Wll"ldt ul&Y.:J.t~::J~L tMI 
[." .. A'( ~A.al.tl.0 .. .e"aPT,.L l._jAiltl,:_lt.JJls&t'i 
L.ilt,i ,,. ,.._., .. ~ .... , ffewdti'° lk~i,llilfSl'ilrli1"""'l~~ 
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EV I Assurance I Tax I strategy and Transactions I consulting 

About EV 

EY i.s a global '8oader in assw--ance, tax. strategy. transaction and consulting 
services. The insights and quality services we deliver help build trust and 
conftdenoe in the capital mmets and in econo~s the world over. We develop 
outstancf,ng leaders who team to deliver on our promises to all of our stakeholders. 
In so doing, we play a critical role in building a better wonting world for our people, 
to, our clients and for our communiti@s.. 

EV refers to the global organisation, and may refer to one or more, of the member 
firms of Ernst & Young Global Limited. each of which is a separate legal entity. 
Ernst & Young Global Limited, a UK company timited by guarantff. does not 
provide se-rvice.s to c1.ents. tnformation about how EY collects and uses personal 
data and a description of ll'le rights individuals have unde< data protection 
tegjslation i.s avaUb&e via ey.com/privacy. For more infonnatioo about our 
0<ganisation. please vi.sit ey.com. 

© 2020 Ernst & Young, Australia 
All Rights Reserved. 

L iability limited by a schem,, approved under Professional Standards Legislation. 

Ernst & Young is a regis.tered trademark. 

Our report may be retied upon by ll'le A~trali an P.,troleum Production & 
ExploralK>n Association lo, the purpose of assessing the role of Australia"s oi and 
gas sector and the impact o f taxation and regulatory reform in thl' recovery phitSP 
of COVI0-19 only, pursuant to the tl'l'ms o f ou,pngagement letter dated 
25 May 2020. We disdaim aJI responsibility to any othe< party fo, any loss or 
tiabilily that the other party may suffer or incur arising from or relating too, in any 
way connected w il:h the contents of our report. the provis;on of our report to the 
other party or the reliance upon our report by t hl' oll'ler party. 
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