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GENERAL

In all sectors of the econongynot just oil and gag maintaining access to open and
O2YLISGAGABGS YIFN]SGa AladzaA YN d&AKMNE € AN 0 AA 6 Bdeai 0 MB/
comparative advantage that should be harnessed, not hindered. Just asfAustraQi@rmt 2 y 3
national interest is served by maintaining access to open and competitive marketsr

coal, wheat, and iron ore, the same is true for gas.

I dz2 N> £ A Qa 3L a4 &adzZllLl)X & AYyRdzaGNE A& F20dzaaSR 2
Manufactuers are among its most important customers and it has a stake in the sector being
reinvigoratedg but policies focussed on the Eastern Australian gas market should not be

pursued at the expense of one of the great success stories of our modern economy.

ARPEAherefore welcomes the key conclusion of the Study noted on page 18

The Department of Industry alBREE are confident that the eastern market will continue to
meet the mediurterm and longeirun needs of participants and provide signals to support
the timely supply of gas. However, governments could consider pursuing a number of
measures to further improve supply, market signals, and support efficient market operation.

LYy NBaLRYyRAYy3 (2 (GKS {(GdzRéxX (GKS D2omppw Sy (i Qa
supply,most particularly removing the current significant impediments to further supply that

exist in New South Wales and Victoria and definitively ruling out regulatory interventions in the
Eastern Australian gas market.

NATURAIGAS:AMAJORCOME .  ¢hw ¢h '} {e¢w![L!Qf 9/ hbhalL/ tv

The Australiamaturalgas industry, including in Eastern Australia, creates significant wealth for
the country, including through themployment of many Australians, underpinning the revenue
collections ofgovernmentsand generatingaluable export revenue for the Australian

economy. Almost $200 billion is currently being invested in oil and gas projects including seven
major liquefied natural gas (LNG) export projects.

According to economic modelling commissioned by ARPEB12and conducted by Deloitte
Access Economics, this will increase Australian GDP by up to 2.2 per cent a year émel over
investment phase, will create about 103,000 (firthe equivalent) jobs aoss the Australian
economy. Companies all over Australia supply goods and services to the oil and gas industry,
and the use of fim, fly-out staffing is spreading the benefits oftlindustry across Australia.

By 2020,KS &aSO02NRa S dz2oyhe vaioBal gdchgfrly Wik modziharedouble to
$65billion and taxation paid will rise from $8.8 billion in 2012 ($l¥on in corporate taxes

and $3.8billion in production taxes) to reach almost $13 billion.

Whilethe Australian economy has bertefil and will continue to benefit significantly from LNG
investments commted in the past, there arenore projects under consideration, representing

a potential additional investment exceeding $1&0ion.

Realising these would benefit the entire natiofnalysis by McKinsey & Co sho@®P would
increase by 1.per cent, about 150,000 jobs would be created across the Australian economy,
and tax revenues created equivalent to nearly half the total federal debt. The benefits of
improving productivity wouldilso flow to other sectors.

¢tKAa YSIya (dKFd GKS adr1Sa NS KAIK Ay NBFfAa
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CHALLENGES AND SOLUTIONS

¢KS aqazfdzianzzyé (2 GKS AaadsSa O2yaAiARSNBR o0& (K
regulatory interventbns or increasing red tape/green tape, a growing industry that is already
delivering great benefits to Australians and capable of doing much more, for the simple reason

that it offers a product Asian customers want and security of supply that Asian corsusadly

value.

In particular, the furphy that the nemesis of manufacturing is energy costs should not be

allowed to continue to flourishNor is it the case, as some have claimed, that Australia is

paying amongst the highedbmesticgas prices in the @rld. Eastern Australian gas prices gas

prices are well below LNG prices paid by LNG importers such as Japan and Australia sits in the
GYARRES 2F (GKS LI O1¢ Ay GSN¥Ya 2F ¢gK2fSalrtsS 3l
debate do so from a Isas of fact, not uninformed assertion.

As the Study confirms in a number of areas in its report, Australia (including Eastern Australia)

has vast resources of natural gas. Geoscience Australia and the Australian Council of Learned
Academies has estimatddat Eastern Australia has gas reserves and resourcelirigta

407,107 petajoules (PJ).

@ gl 2F O2YLI NR&az2y> 9l adSNYy !-teavashiodnd I Qa LINE
700PJ, meaning Eastern Australia has more than enough gas to serviaobstic and

export markets for decades.

AREAS OF POLICY FOCUS: RULING OUT PROTECTIONIST POLICIES

LG A& GAdGrffe AYLRNIIYy(d GKIG GKS {(ddzReéxX |yR Y
F20dza 2y GUKS RS@St2LISyd 2dnothé distiatédiby calidri NI £ A |
inappropriate, inefficient and protectionist interventions in the domestic gas market.
APPEAthereforg St O2YSa GKS {(ddzReQa FTAYRAy3Ia GKI G

X the introduction of a reservation policy would also distort market signals viégh
increase the risk of under investment and defer the development of new gas supply, or may
be ineffective if supply is simply unable to respond.

APPEA recommends the Government, in its response to this $eadgnise the importance of

not introducingadditional impediments to a timely and efficiesupply side response and

dismissthe possibility ofntroducinga domestic gas reservation pofior scOl f £t SR Wyl GA2Y
Ay G S NB &aru® shoullangtead be plaaatremoving barriers to future gas supply.

AREAS OF POLICY FOCUS: IT IS VITAL THAT REGULATORY IMPEDIMENTS TO A SUPPLY SIDE
RESPONSE ARE REMOVED

As the Study highlights, governments have

X an interest in the effective and efficient regulation of the upatngpetroleum industry to
maximise returns from industry for the benefit of the Australian community.

In relation to onshore gas regulation, as with all forms of regulatioa jndustry supports

stable, predictable, robust regulation of its activitiesed on sound scientific principles and
assessment.

Queensland and South Australia both provide examples of a generally effective and proactive
regulatory development proceesd vdzSSyatlyRQa yIFddz2NF t O2Ff &S
about 30,000 people,ds signed more tha#,000 landholder agreements and has so far

contributed more than $100 million to community projects and causes. South Australia has

appea.com.au  australian petroleum production & exploration association limited




? \ ( }F ) { } the voice of australia’s
!2? p Q oil and gas industry

also taken a proactive approach through the development, in consultation with stakeholders
including AIPEA, of itlRoadmap for Unconventional Gas

Yet in New South Wales, where arbitrary government regulation continues to send the signal
that the Stateis closed for business, our indusasnploys fewer than 300 people aies

signed just 285 agreements willindholders

In Victoria, the October 2013 report of théctorian Gas Market Taskforset out a clear
regulatory reform development and implementation agenda. The report found\fiabria
should facilitate exploration and development of onshore gasluding natural gas from coal
seams; and allow hydraulic fracturing. The report warns that failing to develop onshore gas
could leave Victorig like New South Walesexposed to falling gas supplies atglngprices.
Policies that undermine the delament of energy projects and curtail energy production
impose costs on the Australian community, in jobs, economic growththagiebr energy costs

It is vital that both the New South Wales and Victorian Governmemtactively support the
development othe onshore gas industry so as to create a safe and efficient onshore gas
industry that is underpinned by leading practice regulation and community engagera#nt.
governments must work together to through COAGdmove regulatory and other barriers to
allow more gas to flow into the Australian gas market

AREAS OF POLICY FOCUS: THE EASTERN AUSTRALIAN GAS MARKET HAS ABUNDANT
INFORMATION AVAILABLE TO IT

daimsofa X AYONBIaAy3d RAFTFAOAZ (A S are hoysuppdrtédby OG A y 3
the public availability obbjective information on the range ofas supply agreemengnd other
commercial transactions that have been entered into since Decembet. 201

The range of gas supply agreements that have been struck since December 2012 also suggests
that the Eastern Australian gas market has abundant information available to it. There is
enough information available to allow supply contracts to be concluded between willing buyers
and sellers and for a range of other commercial arrangements to tiloe pReform initiatives

in recent years have also greatly increased the level of information available to gas market
participants in readily aessible and public formats

Nevertheless, APPEA recognises the importance of ensuring a competitive amdomeibd

Eastern Australia gas market continues to devellopgwiththe importance that bilateral

contracts have played in underpinning market developniariEastern Australia.

APPEA looks forward to further discusswith the government on how the Stu@provision

of information proposal might work in practice, what additional information provision is
proposed, how the range of existing data reported to regulatory authorities might be better

used by market participants and policymakers @nesented/made accessible by governments

and how commercially sensitive information will be protected.

FURTHER CONSULTATION

APPEA looks forward to further consultation on tb&uesconsidered in the Studgndwill be
an active and constructive participaint this consultation process.

appea.com.au  australian petroleum production & exploration association limited
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INTRODUCTION

Since 1959, the Australian Petroleum Production & Exploration Association (APPEA) has been the
peak nationabody representing the upstream oil and gas exatimm and production industry.

APPEA has more th& member companies that explore for and produce Aust@la@l and gas.

In addition, APPE&\more than 20 associate member companiesovide a wide range of goods

and services to industry. Further information about APPEA can be found on our website, a
www.appea.com.au

APPEA welcomes the opportunity to provicianment on theDepartmenf Eastern Australian
Domestic Gas Market Studyhis follows on from APPRAN-going involvement with the
Department during tke preparation of the Study

F'tt 9! Qa addiedsa specifickegttions of tHetudy, focussing on those areas that are
particularly important for the upstream oil and gas industry.

Australidd gas supply industry is focussed on both its domestic and export maMatsufacturers
are among its most important customers and it has a stake in the sector being reinvigqiaiéd
policies focussed on the Eastern Australian gas market should rmirbaedat the expense of one
of the geat success stories of ooroderneconomy.

In particular, the furphy that the nemesis of manufacturing is energy costs should ndolvedto
continue to flourish.

Structural adjustment in the economy has had aantrated impact on manufacturing given its

trade exposure, small scale, and relatively high costs in global teksthe Productivity

Commission found in its December 2Qdr@liminary findingseport on the Australian automotive
manufacturing industrl; production scale (with all Australian vehicle assembly plants producing

well below the scale needed to be internationally cost competitive) and labour costs are key drivers
of the costs of vehieland component manufacturers.

Add to that arfbA exchange tta appreciation between 2000 and 2013 of around 42 per cent in
trade weighted term$and you have panoply of factors explaining the competitive predicament of
the broader Aistralian manufacturing sector.

The future competitiveness of manufacturing wil blosely tied to the competitiveness of the
Australian economy more broadlyf.he best policy response from governments will be to focus on
initiatives that boost productivity and encourage investment, including via lower tax burdens,
efficient regulation ongoing investment in skills, and greater labour market flexibilityis will give
all companieg including those in the manufacturing secipthe best chance to adapt to structural
pressures and increase théiternational competitiveness.

1 Available atvww.pc.gov.au/projects/inquiry/automotive/preliminary
2 Seewww.rba.gov.au/statistics/hisexchangerates/index.htmland www.rba.gov.au/publications/smp/2013/nov/pdf/1113.pdf
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It is vitally importanthat the Study, andhe Governmen® response to it, focus on the
development of Eastern Austra®aupstream oil and gas industry and not be distracteddils for
inappropriate, inefficient and protectionist interventions in tdemestic gas market.

Contrary to theclaimsof those who promote such interventionthere is no simple or plausible
osolutiore to the challenge of rising gas prices, perhaps other than the production of more gas.

Australia is currently witnessing an unpeglented level of investment in the development of
liquefied natural gasl(NG exportprojects and thelomestic flowon effect of this is, t@uote the
Study on page 3X N & A [pd thdy]dd nOtSudtomatically mean the market has failectioat
intervention is necessagyThe misuse of the concept of market failura consistent feaire of
many involvedn this policy debate is considered further iBox 1.

appeda.com.au

Box 1. Misuse of the ternsharket failureQ

The basis for any intervention in the market must be a clearly and rigorously ideNfigekiet
failure® In assessing whether or not a market failure exists, three key aspects are worth
emphasising:

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

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

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

Thedsolutiore to the issues considered by the Studyot to handicapthrough inappropriate
regulatoryinterventions or increasing red tape/green tagegrowingindustry that is already

delivering great benefits to Australians and capable of doing much more, for the simple reason that
it offers a product Asian customers want and security of supply thanAsinsumers really value.

Nor is it the case, as some have claimed, that Australia is paying amongst the tigyhesticgas
prices in the world. As Figures2land 3 show, Eastern Australian gas prices (and Western
Australia) gas prices are well beltWMGprices paid by LNG importers such as Japan and that

3In economics, the term market failure has a clear technical meaning. It refers to a situatibicln w equilibrium, markets will not
operate in a way that maximises efficiergthat is, in a way such that the gains from reallocating resources would exceed the losses.

australian petroleum production & exploration association limited
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contributors to this debate do so from a basis of fact, not uninformed assertion.

Figure 1. Averageatural gas prices Figure 2Western Australian Average Domesti
Natural Gas Price
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Figure 3. Wholesale prices ir©22 by Country
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4 Seewww.igu.org/gasknowhow/publications/igupublications/Wholesale%20Gas%20Price%20Surve4222013%20Edition. pétr
further information.
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Impeding the oil and gas industry from taking optimal advantage of this opportgoite that
other countries are eager to capture if Australian producers fajter a vain effort to ameliorate
the decline of manufacturing in New South Wales, Victoria or South Australia is not logical.

It is time for reservationists to accept reality reality reinforced by the findings of this Studgd
to address themselves to the factors affecting the competitiveness of the Australian ecanomy
productivity, tax, regulation, skilend labour market flexibility.

Some major industrial gas users also acknowledge that market interference is unsbistaiAa
Orica Chairmanyir. Russell Caplan, acknowledged recently in an interview reportéten
Australiaf3 | & dzaASNBE YySSR (2 aiG2L) aSS{AYyIKIRWENYYSYy
initiatives.
GAt the end of the day, gas producers willwanttbde 3l & | G 62 NI R

L
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THEEASTERNRUSTRALIAN UPSTRE®W. AND GAS INDUSTRY

The Eastern Australian Gas Markeu8y should be seemvithin the context of the current state and
potential future contribution of the upstream oil and gas industry to festralian economy and to
the welfare of all Australians.

Reliable, secure and competitively priced energy is craoiaur everyday lives in Australi@Vithin
this framework, oil and gas plays a key role in meeting many of our energy needs.

As the Study confirms in a number of areagisimeport, Australia(including Eastern Australiaas
vast resources of natural ga

As the Study notes on pages-22, Geoscience Austrafiand the Australian Council of Learned
AcademieShave estimated thatEasternAustralia has gas reserves and resources totalling
407 107 petajoules(PJ)

By way of comparisorasternAustralig production of natural gas in 2042 wasaround700PJ
meaningEasternAustralia hagnore than enough gas to service both domestic and export markets
for decades

appeda.com.au

Our abundant natural gas resources, in particular, place Australia in an enviable pisition
maintain longterm, cleaner energy security domestically and internationally. Natural gas makes it

5 Seewww.theaustralian.com.au/business/minirenergy/oricachairmanrusselicaplantells-gasusersto-stop-seekingassistance/story
e6frg9df122681618932%or further information.

6 Geoscience Australia (2012)ystralian Gas Resource Assessment 204 May (available at
www.ga.gov.au/products/settet/controller?event=GEOCAT DETAILS&catno=7§4032

7 Australian Council of Learned Academies (20B8yineering energy: unconventional gas produgtibdune (available at
www.acola.org.au/index.php/projects/securiraustralias-future/project-6).

australian petroleum production & exploration association limited
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possible for Australia to medts own and the regio® growing energy needs, particularly cleaner
energy needs, ovehe coming decades.

This enviablgosgtion is highlighted in Figure, 4dirawn from the November 2012nergy White
Papef, that shows the relationship between Austr&iavast gas resources and past and future
expected gas production levels.

Figure 4 Demonstrated and potential Australian gas resources and cumulative production to
203435, plotted against gas resources in2DB12 (PJ
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Note: Gas resource category is plotted by volume, not time
Source: Geoscience Australia and the Bureau of Resaumdé&nergy Economics (2012).

Just as importanthas the Study highlights on page 1e industry creates significant wealth for
the country, including through themployment of many Australians, underpinning the revenue
collections of governments argeneratingvaluable export revenue for the Australian economy.
Almost $200 billion is currently being invested in oil and gas projects including seven major
liguefied natural gas (LNG) expgrbjects.

According to economic modelling commissioned by AP&tel conducted by Deloitte Access
Economic¥, this will increase Australian GDf up to 2.2 per cent a year and oube investment
phase, will create about 103,000 (ftilne equivalent) jobs across the Australian economy.

8 Australian Government (201&nergy White Paper 20£2 dza G NJ £ A | Q &rmaioh, B8 NE/EemberNI y a T 2

9 See Bureau of Resources and Energy Economics (R&k®)rces and Energy Major Projefis a listing of upstream oil and gas
projects at the Publicly Announced Stage, Feasibility Stage, Committed Stage and Completed Stade éavailab
www.bree.gov.au/publications/resourceand-energymajor-projects.

10See Deloitte Access Economics (20A8yancing Australia: Harnessing our comparative enadyantage 25June (available at
www.appea.com.au/wgontent/uploads/2013/04/120625 DAEreportAPPEAfinal)pdf
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Companiesll over Australimsupply goods and services to the oil and gas industry, and thefuse
fly-in, fly-out staffingis spreading the benefits of ¢hindustry across Australidgure 5provides an
overview ofAustralig® LNGorojects.

Figure 5AustralianLNG projects: by liquefaction status
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Source: Wood Mackenzie LNG Tool, August.2012

By 2020,the secto@ economic contribution to the national ecomy will more than double to
$65billion and taxation paid will rise from $8.8 billiam2012($4.9billion in corporate taxes and
$3.8hillion in production taxes) to reach almost $13 billion.

While the Australian economy has benefited and will continue to benefit significantly from LNG
investments committed in the padhere are even more projectsnder onsideration,
representing a potentiahdditionalinvestment exceedin§180billion.

Realising these would benefit the entire natioAnalysis by McKinsey & €showsGDP would
increase by 1.percent, about 150,000 jobs would be creatacross the Australian economgnd
tax revenues created equivalent to nearly half the total federal ddiite benefits of improving
productivity wauld also flow to other sectors.

COMMENTS ON SPEGT SECTIONS OF BIRUDY

Natural gas makes it possible faustralia to meet the worl@ growing energy needs over the
coming decades while incorporating a strategy to adomestic and global greenhouse gas
emissiors.

11 McKinsey & Co (2013 xtending the LNG boorimproving Australian LNG productivity and competitiven28dMay (available at
www.mckinsey.com/global locations/pacific/australia/ertéat thinking/extending_the Ing boojn
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1. INTRODUCTION

TheStudyasserts on pageZland page 1@hat before the trandion to amarket linked to

high-value exports the Easterustralian gas market was isolatecelatively stableand

selfsufficient. This is only partly correct. The Eastern Australian gas market has during its history
been through periods of significant uncertgirand change.

As is noted later in the Study (on page 25) concerns about falling gas reserves in the early 2000s
lead to the investigation of alternative supply options, including imports through a pipeline from
Papua New Guinea and, ultimately, the dpment of a new industry through the production of
natural gas from coal seams. This was a period of significant uncertainty for all gas market
participants

The lessons that can be drawn from tharlierperiod¢ the successful operation of the markatd
a focus on stimulating supply side responses,directly relevant to Study.

While exports from Eastern Australia are a new feature of the Eastern Australia gas market, geriods
of transition and uncertainty are naotew.

1.3 DOMESTIC MARKENFRASTRUCTURE

The Studystates on page 15 that thaiX there is little public information about how processing,
storage or pipeline capacity is being utilised and under what terms

The Study, on page 91, acknowledges that the gas market has been thirotecent years a periog
of almost constant reform that has greatly increased the level of information available in readily
accessible and public formats (through tGas Bulletin Board (GBB) and Gas Statement of
Opportunities (GSOQ))

While APPEA suppts consideration of ways to enhance and improve both the GBB and the GEOO,
it is not clear that a case for increased and coercive information gathering powers has been made
by the Study. This issue is considered further below.

1.4 MARKET STRUCTURE ARERATION

APPEA welcomes the St@pcknowledgement of the important of bilateral contracts to the
development of the Eastern Australia gas market.

The ability of such gas supply agreements (GSAS) to appropriately allocate and manage risk and to
provide the certainty to all market participants to invest (in the case of gas producers, many billions
of dollars) in major projects has been a key feature of the growth and development of the gas
market in Eastern Australia.

It is also that the case that itli&ely to remain a key feature of the market. The size of the gas
market and the level of demand provided by individual industrial projects means that it is unlikely
that major gas production facilities can be built without the certainty provided by tBas;or that
necessary exploration can be funded.

1.5 POTENTIAL POLICY PROBLEMS AND OPTIONS

APPEA welcomes the key conclusion of the Stimdhisarea, noted on page 18 as
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The Department of Industry and BREE are confident that the eastern markentiibeco
meet the mediurterm and longeirun needs of participants and provide signals to support
the timely supply of gasdowever, governments could consider pursuing a number of
measures to further improve supply, market signals, and support efficiaridet operation.

As will considered further below, in responding to the Study, the Govern@étus should be on
measures to further improve supplyThis should includemoving the current significant
impediments to further supply that exist in New South Wales and Vicamdedefinitively ruling
out regulatory interventions in the Eastern Australian gas market.

2. UPSTREAM SUPPLY AND PRODUCTION

2.2 SUFFICIENT GAS FBEHS

As was noted above, APPEA welcomes the &utiyar finding, on page 20, that

X Australia has sufficient gas resources to meet both domestic and export ngads.
includes gas resources for the eastern maket

This section of the Study would faslso benefited from a clear recognition of the key role that
price plays irproviding the incentive to develop the resources and bring gas stpphe domestic
market. This point appears to have been underappreciated in this section of the Stugy and
certainlynot acknowledgedby those calling for regulatory intervention in the operation of the
Eastern Australiagas market.

2.2.1 CONVENTIONAL GAS

This section, on page 22, makes the geint that

X I {December 2012 approximately p2r cent oRP onventional gas reserves
(3,661PJ) in eastern Australia were uncommitted and available to the domestic market.

The entire domestic gas demand in East Australia totals around 780 There are sufficient
conventional reserves available for developrheithis is before other onshore gas reserves, such as
natural gas from coal seams, which the Study fimipage 23are four to seven times larger than
conventional reservegre even considered.

2.2.2 CSG

The final ky pointin this sectioron page 23 is that 50er cent of remaining 2P reserves are

onshore in New South Wales. The significant restrictions that have prevented the industry from
moving forward in New South Wales and have prevented this gas from coming to the Eastern
Australia @s market, and which should be removed, shouldbe ofthe areas okey focus of the
Governmen® response to the Study. These issues are considered (for both New South Wales and
Victoria) further below.

2.3 DEVELOPMENT AND PRODUCTION

The Study assertsn page 24 that the
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X critical issue for confidence in supply for the domestic gas market is the rate at which the
gas reserves in eastern Australia can be developed and brought into production and the
level of uncertainty in those production rates.

While this is indeed a critical issue, the Study focuses this seatitost completely on production
rates required for export.

Thisdownplays one of theritical policy issues impacting adversely on the rate at which gas
reserves can be brought to maatkc the restrictions on exploration and development in New Solith
Wales and Victoria.

appeda.com.au

2.4 HOW LONG WILL GAS PRODUCTION CONTINUE?

This section usefullgmphasiseshe production developments underway in Eastern Australia to
bring further gas into the domeist market. It also highlights another key point that is often
overlooked in this debate the level of investment and cost required to bring domestic gas projects
to market in Australia.

As an example, the Study notes on page 26

The Gippslandoint Ventue is currently completing thé Kipper/Turrum/Tuna project (gas
and oil production from Tuna has begun) and commencing the Longford gas conditioning
plant expansion project.

The Joint Venture is investig4.5 billionin offshore and onshore to bring dime new fields which
will help maintain current domestic gas production from Bass $trditomestic gaprojects are
multi-billion dollar undertakingand the cost of project developmentsve risen significantliy
recent years

These projects, like any other commercial undertaking, need to provide a sustainable rate of return
for the project proponents and their investors.

In addition to focussing on removing existing impediments to increasing the supply of rgesr
the Eastern Australian gas market, policy responses should focus on initiatives that will help to
reduce the costs facing project proponents in developing domestic gas projdwse policy
responses are considered further below.

2.4.3 NEW SOUTHAALES CSG DEVELOPMENT

This section highlighttie regulatory impediments to further gas supply in New South Wales and
the urgent need to remove inappropriate regulatory impediments in both New South Wales and
Victoria.

As the Study notes on page 30

12 Seewww.exxonmobil.com.au/Australi&nglish/PA/news releases 20131022.afgpxXurther information.
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CSG devepments in New South Walbave the potential to supply more than half of

current New South Wales domestic demand within the next five yeditsese

developments include San@3d\arrabri CSG Project, A&sCamden Gas Project Expansion,
Metgasc@® Casino®jectand AGE Df 2dzOSAGSNJ / { D t N22SO0G X

Santos is proceeding with its exploration and appraisal program near Narrabri, having
gained the necessary state and federal approvals for the first stage of the program in
October 2013. Howeverggulatory issuesnay see the project delayed over the coming
years Two other CSG developments in New South Wale§ 8&inden Gas Project
Expansion and Metgas@Casino Projealjere suspended after the announcements on
State Environmental Planning policy and their corantement remain uncertain
[Emphasis added]

The best response to concerns about rising gas prices and gas availability is greater supply
Removing the onerous regulatorngstrictionsfacing producers (particularly in New South Wales
and Victoria)s imperative

appeda.com.au

2.5 APPROPRIATE REGULATION

As the Study highlights on page 31, governments have

X an interest in the effective and efficient regulation of the upstream petroleum industry to
maximise returns from industry for the benefit of the Australiammunity.

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

Queensland and South Australia both dow/examples of generallyeffective and proactive
regulatory development process.

It is worth considering that Queensla@catural coal seam gagimstry now employs about
30,000people, has signed more tha000 landholder agreements and has sodantributed more
than $100 million to community projects and cauSes

South Australia has also take proactive approach throughe development, in consultation with
stakeholders including APPEA, ofRtsadmap for Unconventional Gas

Yet inNew South Villes where arbitrary government regulation continues to send the signal that
New South Walets closed for business, our industry employs fewer than 300 peopléas
signed just 285 agreements with landholdérs

13 Seewww.appea.com.au/industrn-depth/industry-statisticsfor further information.

14 APPEA participated in the development of the Roadmap through its membership of the Roundtabiedorventional Gas Projects in

SA (see

www.pir.sa.gov.au/petroleum/prospectivity/basin_and_province information/unconventional _gas/unconventional gas_interest group
/roadmap_for_unconventional gas _projects in_sa/current_members_of the roundtédieunconventional gas projects in )sand
YEAYGLrAya AGa Ay@2t 0SYSyid GKNRAAK YSYOSNAKALI 2F | ydzZYoSNI 27F
15 Seewww.appea.com.au/industrn-depth/industry-statisticsfor further information.
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Policies thatindermine the development of energy projects and curtail energy production impose
costs on the Australian community, in jobs, in economic growth and ultimately in higher energy
costs

It isthereforevital thatthe New South Wale@@nd Victorian Governmenm proactively support the
development of the onshore gas industry so as to create a safe and efficient onshame gstsy
that is underpinned by leading practice regulation and community engagement.

2.7 COST OF DEVELOPMENT

This section of the Studyighlights therelatively high and growing costs of developing natural gas
for supply toEastern Australian gas market.

As the Stdy noteson page 35, gas reserves are becoming more expensive to find and gxtract
placing upvard pressure on prices.

The appopriate policy response is to therefore focus on policy initiatives that remove unnecegsary
costs and other regulatory impediments from producing this gas.

3. DEMAND

This section provides a useful overview of the composition of demand and particulatrialdus
demand in the Eastern Australian gas market.

The Study at page 39 notes that:

9 Industrial gas demand in the Eastern Australian gas market is significantly concentrated in a
small number of industries, with only a small subset of these industrieg({sngrocessors and
refiners, chemicals and plastics producers, and-matallic mineral processors) having gas as a
significant input to their production processes.

1 Growth in gas consumption for industrial purposes has been declining steadily over time.

This provides an important counter to the claim that the nemesis of manufacturing is rising energy
costs. The best policy response from governments will be to focus on initiatives that boost
productivity and encourage investment, including via lower tax burdens, efficient regulation,
ongoing investment in skills, and greater labour market flexibillyis wil give all companies

including those in the manufacturing secipthe best chance to adapt to structural pressures and
increase theiinternational competitiveness.

Jaimsaremade on page 42 of the Study@ A Y ONBI &Ay 3 RA T aff€rslfori A S &
a dzLJL8f Tehis iX nosupported by theamount ofobjective information on the range of GSAs and
other commercial transactions that have beemtered into since December 201Rat is available
Some aréhighlighted in Box 2.
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Box 2.GSAs ad other commercial transactions that have been entered into since December 2012

1. Origin Energy Limited (Origin) on 20 December 2012 annodfitedsigning of a longerm gas
sales agreement with the MMG Group (MMG). Under the terms of the agreement, Origin{will
supply MMG with a total volumef up to 22P&f gas over a seveyear period, commencing in
2013.

2. Beach Energy Limited, through its wholly owned subsidialyi Petroleum Pty Ltd,
announced’ on 10 April 2013 it had signed a gas sales agreement with Origin Energy Retgil
Limited for the sale of up to about 139PJ of sales gas for a term of eight years. Origin has an
option to extend the term of the agreement o years, which would result in the sale of uf
to approximately 173PJ of sales gas.

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

4. Strike Bergy Limited on 16 July 2013 annountatlhad entered into a binding term sheet
with Orica Australia Pty Ltd, a subsidiary of Orica Limited, for the supply of upkd b5@as
over a 20year period.

5. Origin on 19 September 2013 announé&itihad signedh binding gas supply agreement with
Esso Australia Resources Pty Ltd and BHP Billiton Petroleum (Bass Strait) Pty Ltd to pur¢hase up
to 432PJ of natural gas. Under the terms of the agreement, gas supply to Origin will start|in
2014. Annual contract volues will increase over a ningar period

6. ExxonMobil Australia on 11 November 2013 annouittudt its subsidiary, Esso Australia
Resources Pty Ltd, along with BHP Billiton Petroleum (Bass Strait) Pty Ltd, has executed|a
longterm agreement for the sale of gas to Orica Limited. The agreement will supply up tq 42PJ
of gas over a thregear periodstarting in 2017.

7. Origin on 28 November 2013 announégithe signing of a gas sales agreement with QGC Pty
Limited (QGC). Under therins of the agreement, Origin will supply QGC with up to a total|of
30PJ of gas in calendar year 2014 and 2015

8. Santos Ltd on 4 December 2013 annouriédtht it had recently signed fivdomestic gas
contracts for a total of 30PJ of gas over generallyyizar periods

16 Seewww.originenergy.com.au/news/article/asxmedialeases/1454or further information.

17 Seewww.beachenergy.com.au/IRM/Company/ShowPage.aspx/PDFs{2934
16785602/BeachsignsmajorgassalesagreementwithOriginE m@dmww.originenergy.com.au/news/article/asxmedialeases/1478
for further information.

18 Seewww.afr.com/p/markets/market wrap/lumo_strikes gas deal with _esso FD8v50F1saveqPKo7fobfA#ther information.
19 Seestrikeenergy.com.au/images/stories/pdf/20130716 1%20Strike%20%200rica%20Joint%20Statenserd. pdf
www.orica.com/News-Media/Oricaand-Strike Energysignbindingterm-sheetfor further information.

20 Seewww.originenergy.com.au/news/article/asxmedialeases/151&nd www.exxonmobil.com.au/Australia

English/PA/news _releases 20130919.afgpxurther information.

21 Seewww.exxonmobil.com.au/Australi&nglish/PA/news releases 20131111.aapdwww.orica.com/News-Media/-BHPBIlliton
for further information.

22 Seewww.originenergy.com.au/news/article/asxmedialeases/1533or further information.

2 Seewww.santos.com/Arcive/NewsDetail.aspx?p=121&id=14f¢ further information.
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9. Santos on 19 December 2013 annourféd¢idat the GLNG project participants have executed an
agreement with Origin Energy for the purchase of 100PJ of gas for supply to the GLNG project.
The gas will be supplied over a period of five years starting from January 2016. Under the
terms of the ageement, Origin can supply additional volumes of up to 94PJ of gas during the
same fiveyear period

10. Incitec Pivot Limited on 19 December 2013 annoufitie execution of a 28nonth gas
supply agreement for the PhosplieaHill manufacturing plant inarth-west Queensland,
effective from 1 February 2015. The terms of the agreement are confidential.

11. Strikeon 15 January 2014 announcééthat the company has entered into a Gas Supply Optjon
Agreement for 30PJ of gas with Orora Limited. Strike has granted &m éptOrora for the
supply of 30PJ of gas, to be delivered at 3PJ per annum, at a fixed pricet@ngear term
from 2017, the expected commencement of production from the Project.

The range of gas supply agreemertsd other commercial arrangemengsore of which are likely
to be announced in coming months)ggest that there is enough information available to allow
supply contracts to be concluded betere willing buyers and sellers.

It is also a more useful and objective information base for polsielopment than selerving
member surveys of the type reported on page 42 of the Study.

3.3 ELECTRICITY GENERATION

The Study, on page 43, highlights the Renewable Energy Target (RET) as a factor affecting the
amount of gadired generation on théNational Electricity Market Howeverit does not highlight

the adverse and inefficient outcoméasr gasfired electricity and the operation of the Eastern
Australian gas markehat aredriven by the RET.

As part of its submission to the Climate Change Auty@rReview of the RET, APPEA
commissioned BAEconomicsexamine the implications for the Australian econoofithe RE?".

The BAEconomiceeport found amandated renewable energy target such as the RET is less
efficient at achieving a given environmental outcome because it forces higher cost renewable
energy into the electricity generation mix at the expense of exploiting lower cost emissions
abatement oortunities from gas generatioand elsewhere in the economy.

It shows that, compared to a situation where a national carbon abatement policy is in place, the
addition of the RETeduces Australian GDP by $6.5 billion in ta@alpllars more than the
unaduterated approachandreduces gagired generationby 2313 GWh in 2020.

24 Seewww.santos.com/Archive/NewsDetail.aspx?p=121&id=1408www.originenergy.com.au/news/article/asxmedialeases/1539

for further information.

25 Seeinvestors.incitecpivot.com.au/phoenix.zhtml?c=170340&p=imelvs&nyo=1and phx.corporate
ir.net/External.File?item=UGFyZW50SUQ9M|E3NoaWxkSUQIL TF8VHIwZT0z&+urther information.

26 Seestrikeenergy.com.au/images/stories/pdf/20140115 Strike%20S#@New%20Gas%20Supply%200ption%20Agreemeanddf
www.ororagroup.com/about_us/media_centre/news/MedRelease GaSupplyOptionrAgreement 150113.htmfor further

information.

27 Seeconsultation.climatechangeauthority.gov.au/climatbangeauthorityl/submissions/73/attasment ¥ 2 NJ I O2 L) 2F !'tt 9! Q
submission and for a copy of the BAEconomics repmyt|ications of the RET for the Australian econpoBgptember 2012 (available at
www.baeconomics.com.au/wpontent/uploads/2012/09/baeconomicappearet-report-8sep12.pdy.
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The inefficiencies introduced by the RET therefore represent a direct regulatory disincentive tp
further gas supply development in Eastern Austrhyidorcing high cost renewable eryy into the
electricity generation mix at the expense of exploiting lower costs greenhouse gas abatement from
gasfired electricity generation. Ae RET is an economically inefficient policy operation that shopld

be discontinued.

3.5 CONCLUSIONS

As this section of the Studyrrectlyconcludesthe effect of rising gas prices industry costs and
competitiveness needs to be viewed in the context of a range of factors that impact on the overall
competitiveness of manufacturing and industrial gasng.

We do not agree with the assertions in the Study, on page 45, that

In the current environment, the extent and rate of change in the gas market and the
consequent supply uncertainty appear to be making it difficult for firms to be confident that
theyare being offered gas on fair terms.

or that

The difficulty being experienced by large gas users highlights the need for improving
information available in the market to facilitate informed and efficient short and-teng
purchasing decisions.

As was pted above, the experience since December 20d®/ides evidence thabat there is

enough information available to allow supply contracts to be concluded between willing buyers and
sellers. Over that time, at least elevegas supply agreements and othmymmercial arrangements
have been announce@nore of which are likely tbe announced in coming months), providing
compelling evidence that there is enough information available to allow supply contracts to be
concluded between willing buyers and sellefsis is considecdefurther below.

4. INFRASTRUCTURE

4.1 OVERVIEW

APPEA agrees with the statement on page 47 of the Study that

Development of new upstream gas supply and effective competition in wholesale gas
markets is linked to access to efficiemifjced gas transportation, processing and storage
services which in turn relies on a combination of efficient price signals and regulatory
arrangements.

APPEA also supports ongoing reform in this area and actions to identify and rectify any regulatory
shorttcomings that have beeidentified through previous development processes (for example, the
2012 EnergyVhite Paper) or are already underway (for example, throthghStanding Council on
Energy and ResourceSGER.

If deliverability of gas is constrainég an absence of capacity to transport it where it is needed,
then the liquidity of the upstream market will be constrained as a result. In additien,
transmission servicawarket structure characterised by small number of shippers hahgjlarge

appea.com.au  australian petroleum production & exploration association limited Page |19




L

appeda.com.au

Q @ Q the voice of austfralia’s
oil and gas industry

amounts of firm capacity and condung private trades between the shippers, or betarea
shipper and a noishipper, canresultin a relatively illiquid market lacking in transparency.

In addition, f transportation, processing and storage includistribution network costs, then in
New South Wales, these costs account for around 65 per cent of delivered gas f@idesn costs
account foraround 5 per cent and gas production coatgount foraround 30 per cert. It is
therefore not accurate, athe Study states on page/ 4o saythat these costs are lower proportion
of delivered gas than production costs.

4.3.1 PROCESSING

The Study, on pages 51, 53 and 54, raises issues around third party access to processing
infrastructure. As the Study notesuch arrangements are governed by tbempetition and
Consumer Law 2010

While the Study reports a number of claims that were made during the conduct of the &tudy,
does not make a copelling case for change, particular for amendments to@uenpetition and
Consumer La®010, which would have implications stretching far beyond the upstream gas
industry.

Upstream facilities are designed for specific purposes, which may differ markedly from facility to
facility, particularly with respect to the processiofjliquids and the removal of contaminants.
Considerable redundancy can be built into these facilities to provide for continual supply of gas
while some processing units are shatfor maintenance. Spare capacity as a concept is not directly
translatalde from pipeline transportation systems.

APPEA considers that commercial negotiation is the least cost and more effective method fon
achieving third party access to upstream facilities. Commercial negotiation has led to a numier of
access arrangemenbeingachieved without threat of government intervention. There is no
reason to expect that commercial negotiation will not continue to deliver these outcomes. In the
event of some failure of negotiation, the provisions of tbempetition and Consumeriw.2010are
available, should a party seek to invoke them.

Examination of competition pressures and outcomes in the upstream industry has not revealed
evidence of a failure of market forces to operate efficiently with respect to processing of third party
gas streams. The upstream industry has a very clear preference for commercial negotiation to
arrive at mutually agreed arrangements for such third party access.

4.4 CONCLUSIONS
APPEA supports many of the conclusions that the Study reaches in this sé@BRA also

supports the need to introduce greater transparency into price and other commercial outcomes for
pipeline capacity and access.

28 Independent Pricing and Regulatory Tribunal (20R8)iew of regulated retail prices and charges for gas, from 1 July 2013 to
30June2016 17 June, page 4 (availablevatw.ipart.nsw.gov.au/files/1a730622ee241b5b3f0-aldd00af0623/Final Report
Review_of regulated retail prices and_charges for_gasine_2013.pJf
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In particular, APPEA supports the efforts underway thoB@ER to introducea pipeline trading
capacity initiativgas was considered and recommended by the November 2012 Energy White
Paper). The importance of these reform initiatisstandson their ownmerits. We reject any
FaaSNIA2y (KA § NKE S NB OR NBJIS d ®hé Stlyhad dbtRI@morStade X
the existence ofipstream competitioréproblems but ratherthat the upstream Eastern Australian
gas market is working to deliver outcomes effectively for Australians.

5. MARKETS AND PRICE DISCOVERY

5.1 OVERVIEW

The importance of bilateral contracts to underpin market development has been a key feature of
the Eastern Australiagas markesince it commenced and is an outcome that has been driven by
and served the needs of both producers and consumers.

Such contacts have not been driven by or to the advantage of producers at the expense of
consumers. In most cases, this includes the use of commeraiahfidence clauses and other
measures to protect comneially sensitive information.

5.2 GAS SUPPLY CONTRACTS

It would also bgeas was noted above, a mistake to overemphasise the unique nature of the
transition underway in the Eastern Australian gas market, which has been through periods of
transition previously or to assert that information asymmetries exist fagbur producers.The

level of market activity underway in recent months, suggests that information is available to market
participants to allow GSAs and other commercial arrangerttiehe agreed into. As the Study

notes on page 63

A number of longerm gas contracts have recently expired or will soon expire,
compounding the difficulties in the current contracting environm@ifitis has been a
particular focus in the debate about assured retail gas supply into New South Wales.

Thisreality also underlines the importance of removing existing regulatory impediments to a sppply
response in both New South Wales and Victoria.

The Study also notem page 63

While there is a strong drive to-sstablish longerm supply contracts to deliveertainty,
those contracts would perpetuate higiniced outcomes if they were locked in at the current
historically high pricesConversely, shorter contracts, which may not be attractive to some
market participants who seek certainty through letegm contracts, may lead to more
efficient and liquid pricing as contracts roll over.

29 Seewww.scer.gov.au/workstreams/energyarketreform/gasmarketdevelopment/gtpctfor further information.
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These tensions exist across all parts of the supply chain. They are also not unique to the Eastern
Australian gas market. Markets exist to resolve these tensions andrg buyers and sellers
together.

5.3 GAS TRANSPORTATION, PROCESSING AND STORAGE CONTRACTS

As noted above, APPEA supports the introduction of a pipeline trading capacity initiative to improve
the efficiency of pipeline transportation services gndvide greateitransparency in relation to

existing capacity trade and the lack of a transparent market mechanism to allocate unused pipeline
capacity. Allowing gas to flow efficiently through the transportation system will be a key way to
improve the geration of the Eastern Australian gas market.

5.4 DOMESTIC TRADING MARKETS AND PRICE DISCOVERY

APPEA and the upstream gas industry have been active participants in the development of relevan
shortterm trading markets. The upstream indusagtively supportd and participated irthe work

of the Gas Market Leaders Gro(MLG)which developed the gas Shdrerm TradingMarket®,

the BB and the GSOO

The industry hademonstrated its willingness to participate actively in gegket developmat
processes ithe past and expects this to continue into the future.

5.5 THE INFLUENCE OF INTERNATIONAL MARKETS

While, as the Study notes on page 65, there is no worldwide benchmark price for LNGydhis is
unigque to the gas industry. Worldwide benchmark prices do not exishfarygoods and services,
with a range of local factors influencing pricing outcomes.

There are diverse views about the outlook for international gas markemisthisis not a unigie

situation facing gas markets. There are a diverse range of views around the outlook for any number
of international commodity marketsAs with many of these markets, a range of commercial and

other strategies have developed ovéme to assist markeparticipants manage these undainties

and associated risks.

5.5.1 LNG NETBACK PRICING

The Study on page @scusses LNG netback pricdscommon concern is that the introduction of
a gas export industry will drive domestic gas prices to internationed parity with LNG export
prices (the secalled LNG netback price). While such a concern is understandable, there are a
number of issues that need to be considered.

30 This has in turn led more recently to the introducing of the voluntary gas supply trading exchange at Wallumbilla in Quieensla
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As has been noted by independent analysti a constrained market sucls &astern Astralia,
where longterm CPiescalating contractstill dominate, the only way this could happen would be if
all producers targeted the LNG market anfipis is clearly not happening.

Market fragmentation issues (including the number of suppliers in caitiqe with each other to
supply the domestic market) and the size of the total recoverable resenassbbregas
complicate anyanalysis of the longerm price of gas in the Eastern Australian gas market and
whether a netback price will be reachadd/or sustained.

Furthermore, the cost structure of domestic gas production facilities is very different from LNG
production facilities. The capital expenditure requirements for the massive developments required
for high risk, high cost LNG developmeats much higher than the (still very significant) capital
expenditure requirements for a domestic gas development.

In the domestic electricity market natural gas as a fuel source for electricity generation faces very
strong competition from other energy soces, particularly co# (and will continue to face

significant competition for coal for the foreseeable futurérag with gowing renewable energy
sources

The proximity ofEastern Australi@vast onshore gas reserves and resoumesns that the costs
involved in getting gas tdomesticconsumers is less than those involved in supplying international
customers. Domestic gas operations do not require the laigde capital investments in
liquefaction, storage and harbour facilities that are requiredlfNG operations.

A range of factors need to be consideiiadproperly understanding relationships between LNG and
domestic gas markets. For example:

1 How is the export price to be determinegiis it the shoriterm or spot price ofor longerterm
contracts, and if so, what spot markets and what contracts?

1 Is the export price to include or exclude the cost ofjesification, and shipping?

I How is cost to be defined variable cost, or some other calculation providing for a recovery
and return on inestment, how should opportunity costs be included?

LNG and domestic gas businesses operate in a competitive market, and are not regulated utilities in
which prices reflect costs plus a fixed return on investment. This limitetbeanceof the kind of
netback calculationthat are oftenreferenced in the debate on ndtack pricing.

The relevant issue for domestic gas prices is the same as for LNCgghieaglationship between
demand and supply in the relevant market, in this caseBhsternAustralian @s market.

It is this relationship that will determine the price of gas and will shape the commercial
arrangements for its transaction

31 See, for example, Morgan Stanley (20@9)stralia Oil & Gas Corréat: Fact or Fiction®Research Note, 4 February.
82 See, for example, Australian Energy Regulator (2@t&8)e of the Energy Market 20130 December, page 94 (available at
www.aer.gov.au/node/2314y
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5.6 MARKET INFORMATION

This section of the Study provides a useful overview of the signifieagitofpublicly and privately
available information that is now a feature of the Eastern Australian gas market. Sighjfinarg
information is now available to the market than was the case historically.

These developments have anstiirough both evolutiorof the gas market, industry led initiatives
and government actionsThe range and pacof these developments is, in many cases, readily
apparent to those that have not been directly involved in them and are often underappreciated by
those not activelynvolved in the gas market development program on an ongoing basis. It is also
the case thatlesegas market devejaments can be expected to continue in coming years.

5.8 CONCLUSIONS

In relation to the Stud® conclusiormn page 69 that there

X NB<alhighydegree of uncertainty about the key drivers of price outcomes that are

SEII OSNbIFGAYy3a (Syarazya Ay (GKS R2YS&adAa0O 3l a

APPEA notes the gas market already has aburidearmation available to it.The range of gas
supply agreements that have been strigikce December 2012uggests that there is enough
information available to allow supply contracts to be concluded between willing buyersfarss

The relatively small size of the Eastern Austiraljjas market by international standards has
historically placed limitations on the liquidity and complexity of gas markets across Australia,
including the Eastern Australian gas mark#tis also the caghe market hadeen traditionaly
based aroundilateral contracts Howeveythe market has experienced growth in diversity and
complexity in recent years.

APPEA welcomes the opportunity to consider future gas market reform development options,
including those that increase the level and range of imfation available to market participants
across all parts of the gas supply chain. Thesessare considered further below.

6. MODELLING AND EMPRICAL ANALYSIS

6.2IES MODELLING PURPOSE AND APPROACH

The Study reports on page 72 that &8 odelling considered a scenario of low gas production due
to supplyconstraints This scenario is likely to uite relevant and operate as¢ actual

Yeference cas@unless the existing regulatory regtiions in New South Wales and Victoria are
removed. Howeverthe scenario does not feature in the commentary in this chapter, but is rather
relegated to the IES report itself.
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Thisis disappointing, as it means an opportunity to highlight the adverse economic consequences
andEastern Australian gas mket outcomes that flow from these regulatory restions, has not
been taken.

As modelling commissioned by APPEA in 2013 and conducted by ACIL Allen Consulting, syowed
comparing twocontrasting scenarios the éBase Scenaréovhichentails thenatural expansion of

the state® gas industrand adCSG Freeze Scenanimder which New South walesmtinues to

source 95 per cent ofgnatural gas from other statesthe CSG Freeze Scenario would result in:

1 Wholesale gas prices in Sydney projeciethé¢ 24 per cent higher (on average) relative to the
Base Scenar over the period 2025 to 2035.

1 Areduction of around $4.0 billion (in real 2012 dollars) in direct capital investmentiew
South Walesipstreamnatural gas from coal seandgvelgoment and a loss of around
$2.9billion of associated recurrent operating expenditure foregone over the period to 2035.
These losses would result in investment moving to other jurisdictions and the net result sees a
total reduction in reaNew South Wale&ross State Product of $14.2libih over the period to
203435.

1 New South Walegeal income $24.6 billion lower over the period to 2035 ($7.9 billion lower in
net present value terms which equates to $1100 pew South Walesesident).

1 New South Walesmployment falling noticeably by a cumulative total of 34,287 employee
years compared to the Base Scenayigquivalent to an average loss of 1,441 full time
equivalent (FTE) jobs each year.

1 Loss of royalty and tax revenueRoyalties and payroll tax oveine period to 2035 reduced by
about $1.9 billion aggregate

1 Aloss in averagdew South WalebBousehold real income of $290 per household per year and
an increase in averagéew South WaleBousehold electricity bills of $31 per household per
year and anricrease in gas bills of around $22 per household.

This scenariglow gas production duto (regulatory)supply constraints$houldbe a key focus (in
an economic modelling context) for the Government in considering its response to the Study.

6.2.1 KE¥INDINGS

Those analyses that have been undertaken in a rigorous fashion have consistently shown similar
outcomes to those reported in the Study on page 73:

IE® modelling of the eastern market showed thi@re are sufficient conventional gas

and CSG reswces to meet both domestic gas demand and the gas demand for eight LNG
trains in Queensland from 20134 to 202223. This is consistent with other findings,

including by Geoscience Australia, BREE and the Australian Council of Learned Academies,

33 AQL Allen Consulting (2013ptential Economic Significance of New South Wales Coal Seam Gas: a Reassessment of Impacts on
Energy Markets and on the New South Wales and Australian Econ@®igky (available atww.appea.com.au/wp
content/uploads/2013/06/2730New South Wale€SEReport20130529.pdandwww.appea.com.au/media_release/rueenergy
shockawaitsnswbusinessesind-household$.

















































