
29 October2010

l{rJohn Flawkins
Secretary
Senate Select C-ommitcee on the Scrutinvof New Taxes
PO Box 6100
Parliament House
CANBERRA ACT 2600

(dø e- nail reutaxa@ adt gnary)

DearI¿kFhwkins

I referrc yourleuers dated12 October 20t0 and 13 October2OlO seeking cornmenrs
from the Australian Petroleum Production & Exploration Association (APPEA) on
the C-ommittee's InquiryirúoMirwals Ræa.næ RentTax andlnquiryirtoCathnl+birg
APPEA welcomes the oppornrnityto respond þ rhe Comminee's requesrs.

APPEA is the peak national bodyrepresenting the collective interests of the upstream
oil and gas exploration and production industry. The fusociation has more than
80 full member companies that explore for and produce Australia's oil and gas

resources. These companies currentlyaccount for an estimated 98 per cent of the
nation's petroleum production. In addition, APPEA also represents more rhan
200 associate member companies that provide a wide range of goods and services to
industry.

In relation to the extension of the petroleum resource rent tax to cover all oil and gas

opentions in Atstralia, APPEA is not in a position to provide anycommentaryto the
Committee on the terms of reference until such time as draft amending legislation is

released for comment.

In relation to carbon pricing issues, APPEA notes the Govemment has recently
announced the Multi-PartyComminee on Climate Change as the keyforum for
advancing propositions to price carbon in the Australian economy. The Government
has also annotmced a Business Roundtable to pnrvide advice to the Govemment on
carôon pricing implications fiom an Australian business penpective. A number of oil
and gas companies are repr€sented on the Roundtable.

At this early stage, it is not possible for APPEA to offer detailed commenrs on caóon
pricing mechanisms as a specific carùon pricing pncposal has not emerged from this
policy development prccess.

It is the case, howeveç that as it has in the pasr APPEAv¡ill assess anyproposal
against a set of g*ding climate change poliryprincþles. These are ser or¡r in the
enclosed documeng Airrure Charry Pdtq híniplø, A Gowmert/Irùstry Pamcrsñpfør
a CJearø Erng Fub'ne, and are provided to assist poliry maken in the development of
responses to the risls posed byglobal climate change.
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Importantl¡ the document notes Australia's natural gas reserïes have the unique
potential - in both the short-term and the long-term - to significantly reduce
greenhouse gas emissions. This could occur both domesticallythrough greater use of
natural gas þarticularlyfor electricitygeneration) in Australia,'".rd thio.tlhout the
Asia-Pacific region through increased liquefied natural gas (LNG) exporrs.

APPEA believes Australia's policyresponse to climate change must be fair, national,
environmentaþ effective, and able to deliver abatement at least cost. \íithin that
context, the oppornrnitythat exists for Australia to genenrte significant additional
national economic, environmental and social benefia from its substantial natural gas

reserves by
. establishing a long-term caröon price signal across the whole econom)4

' recognising the role that Australia's domestic gas industry can play in assisting
Australia move to a significantlyless carbon intensive future and Australia's LNG
exports can pþin assisting the world move to a significantlyless carbon intensive
future; and

. recognising cleaner global contributor exports (including the LNG industry) by
ensuring policies minimise the costs theyface in the absence of a carbon price
being imposed on higher emitting enery)¡sources in customer counrries and
comPetitors.

As Australia's climate change policycontinues to evolve, the natural gas industrywill
continue to applyand assess anyscheme against a common sense test. That is, does it
result in the expansion of cleaner enelgysources including natural gas and the growth
of Australia's LNG indrstry consistent with the outcomes that could be expected
were there an intemational price on caröon?

These issues are all of ongoing critical importance to the prosperityof Australia's
$29 billion per annum oil and gas industry. APPEA., and its members, are committed
to working towards a profitable, safe, environmenraþresponsible and socially
responsible oil and gas exploration, development and production industry.

\Øe lookforward to further engagement q/ith the Comminee. Please feel free to
contact À¿k Noel Mullen, Deputy Chief Executive - Co¡porate & C-omme rcial on 6267
0904 or via e-mail at nmullen@apoea.cornau in relation to taxation issues and
À¡IrDamian DwFr, Director- Energyl\farkets & Climate Change on6267 0902 orvia
e-mail at ddw)ær@appea.cornau in relation to caröon pricing issues.

Yours sincerely

Belinda Robinson
Cnmr En,curnæ

Enc.
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1. INTRODUCTION

Reduci eûusslons rs a

Our abundant natural gas resources place Australia in an enviable position to maintain
long-term, clean energysecuritydomesticallyand intemationally. Natural gas mal,res it possible
for Australia to meet the world's growing energyneeds over the coming decades while
incolporating a stmtegyto curö emissions and address the risk of climate change.

Societies around the world will continue to face two major, interdependent challenges:

L to maintain and expand energysupplies to meet growing consumer demand; and
2. to address the social and ecological risls posed by rising greenhouse gas emissions and the

potential for human-induced climate change.

Nhnaging greenhouse gas emissions and meeting growing energydemand requires action by
individuals, companies, and govemments. This will entail an integrated set of solutions,
including increasing efficienc¡ advancing lower-carôon energ)¡technologies, and supporting
effective national and intemational policies.

Given the importance of competitivelypriced and reliable eneryyto global economies and
improved living standards, it is essential that policies aimed at reducing greenhouse gas

emissions do so at the lowest possible cost. This requires using an appropriatelydesigned
carbon pricing mechanism to impose economy-wide, predictable and transparent costs to shape
business and consumer plans and investments. In addition, global particþation is critical to
reducing costs and risks.

Adaptation is also an important element of climate change policyresponse. Adaptation
strategies must be used to mitigate the risls rhat a changing climate maypose.

Australia's natural gas reserves can play a key role in the nation's climate change response.
Natural gas has the unique potential, in both the short-term and the long-term, to significantly
reduce greenhouse gas emissions both domesticall¡ through greater use of natural gas in the
domestic market panicularþin electricþgeneration, and in fuia, through increased liquefied
natur¿l gas (LNG) exports.

The Austnrlian Petoleum Prcduction & Explontion Association (APPEA) is
committed to wor{<ing with policy makers as they develop resporises to the global rishs

posed by climaæ change.

APPEA has developed a series of policy principles, set out in Section 3, that shouldAPPEA has developed a series of policy principles, set out in Section 3, that should
underyin Ausü:¿lia's response to the risls posed by climate change. It is commiued to

woddng with policy maken arcund the implementation of these principles.

Australia¡r Petroleum Production ðc Exploration Assocàtion | 2
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2. APPEA THE VOICE OF AUSTRALI.NS UPSTREAÙI OIL ANID NATURAL
GAS INDUSTRY

Since 1959, APPEA has been the peak national body representing the collective interests of the
upstream oil and gas exploration and production industry. APPEA s full member companies,
those that explore for and produce Australia's oil and gas resources, account for an estimated
98 per cent of the nation's petroleum production. In addition, APPEA also represents associate
member companies that provide a wide range of goods and services to the industq/.

APPEA assisb its memben by wor*ing with the C-ommonwealth, State and Teritory
goræmmenß to ensure thatAustelia's regulatory and commercial fiameworft prcmotes
invesünent and maximises the rctt¡m to the Ausüalian community frcm the natiort's oil

and eas r€sorüces.

APPEA aims to secure the right conditions so that member companies can openre safely,
sustainabl¡ and profitably. Importantl¡ APPEA also seels to increase communþand
govemment understanding of the upstream oil and gas industrybypublishing information
about its activities and economic importance to the nation. APPEA also conducts several
fory1ls for exchanging ideas and contributing to the development of the industqy's policy
posluons.

As a part of this, APPEAwants to workwith govemments to achieve credible industryactions
and govemmental climate change policies. Such policies must address climate change concems
in an economicallyand commerciallyviable wayand contribute to a regulatoryandcommercial
frameworkthat promotes investment and maximises the retum to the Australian communþ
from the nation's oil and gas resources.

3. PRINCIPLES TO GUIDE CLIMATE CHANGE POLICY DE\iELOPMENT

The Climøte Cbønge Policy hinciplcs are provided to assistpolicy makers in
ing rtsponses to the tisks climate cha

Throughout the world, national and regional policymaters are considering avaneq, of legislative
and regulatoryoptions to mitigate greenhouse gas emissions. APPEAbelieves assessingihese
options requires an undentanding of their likelyeffectiveness, scale, and cosr, as well as their
implications for economic growth and qualiryof life.

As part of this, the interaction beween climate change mitigation policies and other national
policie s focusing on economic growch, population growth, ene rgy s upp ly and s ecuriry,
internationaltnde and environmental and social responsibilitymusr be considered and a
consistent policyapproach developed. fu an example, the disparityin Australia's resource
taxation slstem between natural gas and coal is a disincentive to move to lower emissions fuel
sources. This is explained further at Anachment 1.

I Funher information about APPEA, its memben, a¡rd the industryin Austnlia is available ar www.appea-coÍLau

Autralian Petroleum Production & Exploration Association | 3
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Australia should make an equitable contribution, in accordance with its differentiated
responsibilities and respective capabrhtl? to global action, to reduce greenhouse gas emissions.

o Australia should engage the intemational communityin punuing identified and beneficial
environmental outcomes through greenhouse gas emissions reduction action that:

- allows for differentiated national approaches;
- promotes intemational particþation;
- minimises the costs and distributes the burden equitably across the intemational

communit¡
- is comprehensive in its coverage;
- allows for the unrestricted flow of credible emissions units bet'ñ¡een international

jurisdictions; and
- is underyinned bystreamlined, efficient and effective administrative, reporting and

c ompliance arrangements.

o In this global context, Australia should develop a single national approach to regulating
greenhouse gas emissions. This national approach should be developed and implemented
transparentlyto maximise conìmunitysupport. It must provide stabilicyand send clear
signals to encourage sensible and broad-based investment and it must not be overþ
complex. This approach should:

- deliver emissions reductions at the lowest possible cost to the Australian economy- this
is best achieved through a price on emissions imposed on the widest possible covemge
of emissions;

- address all greenhouse gases, emission sources and sinls:
- recognise the widest possible range of credible offsets;
- be fullyintegrated with Australia's energl'policy
- in the event Australia takes action before comparable action is taken bythe nations with

which we compete, maintains the competitiveness of Australian export industries,
panicularþcleaner global contributor exports (including the LNG indwtry), by
minimising the costs the industryfaces in the absence of a carbon price being imposed
on higher-emining energysources in customer countries and competiton; and

- not discriminate against new entrants to Australian industrynor disadvantage "eaþ
movers" in Australian industrywho have previouslyimplemented greenhouse gas

abatement measures.

. Adaptation strategies to mitigate the risls posed bya changing climate should include:

- enhanced climate modelling to provide location specific climate change forecasts;
- research into possible climate change impacts on the Australian environment;
- developmentóf land use and planning g.tidelines consistent with the available evidence

of likelyclimate change impacts; and

z Australia's contribution to the global climate change effort as set out here reflects the principle in Article 3.1 of the United
(see

In determining Australia's differentiated
responsibilities and capabilities, corsideration should be given to matters such as Australia's economic growth and stn¡ctr¡re,
population growth, energyproduction and energy use.

Australia¡ Petroleum Production & Exploration Association | 4



4.

CL IMA TE CÍTA N GE POL rcY PRIN CTPL E S

November 2010

- the development of risk management strategies to reflect likelyimpacts of climate
variability.

Anyadditional measures talgeted at reducing greenhouse gas emissions should onlyapply
to sectors of the economythat are not covered bythis single national approach.

THE ROLE OF NATURAL GAS IN A CLEANIER ENERGY FUTURE

Grcater use of Ausü:¿lian natur¡l gas - in the domestic mar{<et, and in Asia as LNG
exoorts - can sienificandv rcduce emlsslons.

The importance of natural gas as a low grrenhouse gas emissions energy source
inAustalia

Australia could geneftrte significant additional national economic, environmental and social
benefim through greater utilisation of its substantial natural gas reserves.

lltitg more natural gas in Australia's power genention and resource processing would
significantly enhance the nation's abilicy to meet increasing energy needs while at the same time
reducing greenhouse gas emissions.

If Australia's ongoing energ;. demand is met - as coal-fired power genemtion retires - with a

combination of natural gas and renel¡¡able energy (in line with the Govemment's Renewable
EnetgyTatget), greenhouse gas emissions would drop byas much as 20 per cent from 2OOO

levels while delivering t'r'ice as much power genention. This equates to a saving of nearþ
1.5 billion tonnes of carbon dioxide emissions compared with maintaining the crÍrent level of
coal- fired povrer genemtion.

It also achieves a doubling of electricþproduction whilst delivering almost 10 per cent of the
Australian Govemment's 2050 goal to reduce greenhouse gas emissions by 60 per cent.

These impressive environmental outcomes are possible because currentþavailable natural gas

technologies produce only 30 to 50 per cent of the emissions produced by current coal
technologies in generating electriciry According to the Commonwealth Scientific and
Industrial Research Organisation (CSIRO), curïent genemtion coal fired power stations produce
beween 0.8 and 1.2 tonnes of carbon dioxide equivalent greenhouse gas emissions (COr-e) per
megawatt hour (N{Wh) of generation while a combined cycle gas turòine pov¡er station
produces onlyaround 0.35 to 0.36 tonnes COr-ellll$lh3.

This is illustrated in Figure 1, which shows the significantlylower greenhouse gas emission
associated with the gas-fired electrical posrer geneçrtion compared to the use of other fossil
fuels.

r E nergy Futwes Forum (2006), Tlæ H øt ís * * 
mmOr\ri.trali4 

D ece nb er (s ee

4.1
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Figure
(tonnes

1: Emissions intensity of various fuel types forelectricity generation
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Sørø: ACIL Tasrm4 Qtnprcyuebitø/teprts, Md,enønMagzsanik. Assæiats, ROAM Coßllting(2009).

Natural gas provides the lowest cost means bywhich Australia can reduce greenhouse gas

emissions in the electrical power generation sector, both through increased use of existing
gas-fired power stations and a 'coal to gas shift' (that is, ensuring new power stations are

gas-fired). Figure 2 shows the cost of reducing emissions in the electrical power generution
secto14.

Figurr 2: C-ost of abatement for altemative electrical power genemtion technologies
($A/tonnes of grcenhouse gas emissions abated)

500

450

400

350

J00

250

240

r50

100

50

0

S ønre Ailmre\Y'uþs A usrralia (20 1 0).

Note flæ Airmtell/o*.s Arctyalia rcpt dæ rnt øraicþr tlx rct of rødearpuer inAtstralia

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

a See ClimateWorls Autralia Q0I0), LouCznhnc,rauth Pknfor Arctralia: Matú 2010 (available at
for more information.

GrlLogts Ons&c Ceoilco¡ Oruhon Calsú Oflsloru SorrLIcmN Sol¡rPV GâlCG V¡rc/u(¡ SoLTPV
shirr pDd (tur rùrl ccs (ncw sh(l (anmlv dmfr (DLu$ùrc(

loc¡dod (nr¡q,nn buJd)
locãrþns)
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reduced emissions of particulates ;

reduced emissions of sulphur dioxide (an important contributor to smog and acid rain); and

significantly lower demand for water for power starion cooling.

Much grcateruse of Austalia's entensir¡e gas rcsources will be crucial in meeting the
challenge of significantly re ducing global greenhorse gas emissions at lowest poõsible

c ost whilst enhanc ing Australia's ec onomic and rfotmance.

4.2 The imporønce of natural gas as a low grcenhouse gas emissions energy source
in the fuia-Pacific rcgion

Australia's LNG industryis in a unique position to contribute substantiallyto the economic
development of the nation and reduce greenhouse gas emissions. Atstralia's vast resen¡es of
natural gas and proximiryto growing markets make us well-placed to meet the global climate
change challenge while substantiallycontribudng to Australia's economic growth.

A 2008 study by\ilØorlejParsonst, for example, compares lifecycle greenhouse gas emissions of
Australian LNG exports from the North West Shelf Project with Australian eæt coast black
coal exports in terms of lifecycle greenhouse gas emissions: from ex[raction and processi"g i"
Australia through to an end use of combustion (*i"g different power genention technologies)
in China for power geneftìtion.

Figure 3 below is derived from data within the srud¡ and shows that:

. for everytonne of COr-e emitted in LNG production within Australia, beween 5.5 and
9.5 tonnes of emissions from the coal altemative can be avoided globally.

o LNG has a substantiallylower greenhouse footprint associated with it compared to coal -
not just in combustion emissions, but throughout its lifecycle; and

. the lifecple greenhouse intensþfor LNG is about 40 per cent lower than that of coal.

5 VorlqiPa¡sorx Q008), Gtænlnse Gas Emissiorc Stwty of AøtralianzNc, July.
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Figurc 3: Displacement of coal by LNG (kglMVh COr-e by fuel source)
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This shows the significant benefits to Austr¿lia and internationally frcmthe grcateruse
of eas as a lower ges emitting energy source.

5. A PLAT{ FOR ACTION

Australia has substantial natural gas resources. Developing these resources can provide
significant national economic and social benefits. The relatively low-cost emissions abatement
opportunily offered by increased use of natural gas means developing these resources can also
deliver significant environmental benefits.

The development of Austalia's significant resources of natun¡l gas can deliver
significantnational economic, envircnmental and social benefits. APPEAvrill continue

to wor{< with all Ausüalian sovernments to rcalise these benefits.

In order to realise these benefits, APPEA will continue working with all Australian
governments to:

. suppott a national climate change policy response consistent udth the policy princþles
outlined in this paper

. work to increase the supply of natural gas for electrical power generation thereby lowering
the emis sions intens þ of Australia's ele ctricþ supply s ecto r;

. work to expand the use of natural gas in the domestic econom¡ for example in resource
processing, with consequent reduction in the emissions intensþ of resource processing;
and

o increase the export of Australian LNG to heþ Australia's fuian trading partneß lower their
greenhouse gas emissions, therebyggntribu-trlgto^apotential significant reduction in global
emission compared to the use of higher emitting fuels.

I Globqlemissions

Auskolion emissions

One lonne of emissions

hom LNG producfion con
ovoid up lo 9.5 tonnes of
globol emisions.
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ATTACHMENT T COMPARISON OF RESOURSE TÐGTION OF G,{S ANID
COAL PRODUCTION IN VICTORIA AT{D NE\v SOUTH \TALES

One of the biggest, if not the biggest, factor affecting how well Australia cuftails growh in
emissions will be our abilityto increase the share of electrical power genention fueled by
natural gas - domestically and intemationally.

This does not require any new technology it simply requires commonsense policy that allows
energy sources to compete on their merits. Ausralia's policy framework does not alwala meet
this commonsense test. The resource taxation system, for example, taxes (expressed as dollan
per unit of energyproduced) the production of natural gas in the Gþpsland Basin at fifteen
times the rate of brown coal despite natural gas emining only around 30 per cent of the
greenhouse gas emissions.

Figure 4: Effective Tax Paid by SE Australian C,ompeting Producers ($A/GJ)

r---]

S otnæ: A CIL Tasrmn (20 1 0).

Such policy distortions result in cleaner burning fuels being more expensive in the energy
market and act as barrien to the ffansformation of the energy economy.
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