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A Submission to the Australian Energy White Paper

A STRATEGIC POLICY FOR ACCELERATED DEVELOPMENT OF 
THE AUSTRALIAN LNG INDUSTRY
Part 1: Introduction

1. This submission evaluates policies affecting the Australian LNG industry, taking into account the undermentioned criteria, as specified in the Strategic Directions Paper:

(a) that economic development is sustainable and efficient

(b) that effective operation of competitive energy markets is promoted

(c) that the need and scope for government intervention on the basis of market failure is identified and
(d) that international and national interests and obligations are met.
2. This submission emphasises that accelerated development of the LNG industry is pivotal to a sustainable energy future at both national and international levels. Australia requires a strategic policy to drive the development of its LNG industry, recognising the competitiveness of international markets and the need to attract international private sector investment. This is an urgent national priority in an era characterised by a shortage of global capital.

3. As the International Energy Agency (IEA) has emphasised:

"… our energy system remains at a crossroads and … current trends in energy supply and consumption are unsustainable, environmentally, economically, and socially."

4. According to the Intergovernmental Panel on Climate Change (IPCC), a transition to zero and low-carbon technologies is required."
 Natural gas and nuclear power are by far the most important low-carbon technologies that are presently available to achieve this goal.
5. For the next two decades, natural gas is likely to be the most feasible method of transitioning to a lower emissions global economy. Over time, this may be matched by nuclear power generation and by gains made in renewable technologies and in clean coal, including carbon capture and storage (CCS). 

6. Apart from environmental considerations, growth in global energy demand, driven by emerging economies such as China, makes an urgent increase in international LNG trade imperative. With the right government policies in place, Australian LNG producers can respond by developing new export projects and accelerating the supply of substantial volumes of LNG to countries that are prepared to increase the share of natural gas in their energy mix, displacing coal and other higher-emissions fuels.
Part 2: The Unique Characteristics of Natural Gas and LNG
7. Natural gas stands out as the paragon of fuels in the contemporary era. Its role in power generation extends from base load to peaking capacity and it complements the increasing use of renewable energy in electricity generation systems. Natural gas also enables cogeneration of both heat and power.
 
8. Natural gas is not just a bridging fuel - it has a pivotal long-term role as the balancing and back-up fuel in electricity generating systems that will increasingly rely on intermittent forms of renewable energy, such as wind power and solar energy.
 Electricity grids, including the new type of "smart grids" currently being developed, must supply electricity to consumers on a continuous basis, most importantly at peak times. Natural gas-fired power plants start up quickly and provide peaking capacity. Gas is the perfect complement to increasing levels of renewable energy in our electricity supply.
 

9. The role of natural gas in helping the world to progress to a sustainable energy future has been acknowledged by many organisations, including the Australian Clean Energy Council, the European Renewable Energy Council, the Intergovernmental Panel on Climate Change, the International Energy Agency, WWF International and the World Energy Council. 
10. LNG is the key technology that enables natural gas in liquid form to be transported by ship to countries with insufficient natural gas resources of their own.
Part 3: The Importance of LNG Exports to Australia and Its Trading Partners
11. Increased utilisation of natural gas is one of the key strategies of oil-dependent importing countries that need to minimise their energy security risks. There is considerable unexploited potential for further uptake of Australian LNG exports to China, Japan, Korea and Taiwan over the next 10 – 15 years. 

12. Contrary to popular belief, Australia is not a particularly successful competitor in the LNG production sector. Although Japan is Australia's largest and most important LNG customer, 82% of Japan's 2007 imports came from supplier countries other than Australia. These rival suppliers include Indonesia, Malaysia, Qatar, Brunei, Abu Dhabi and Oman. In the case of South Korea, 98% of 2007 imports came from countries other than Australia and, in the case of Taiwan, 97%. China only became an Australian LNG customer in 2007.

13. The flow-on economic benefits from LNG development are not to be sneezed at. As an indication of the order of magnitude of the economic benefits of a single LNG project, the first stage of Woodside's Pluto Project in Western Australia involves an initial investment of $12 billion. According to the project fact sheet published on the Woodside website, "The project will create thousands of jobs and is expected to contribute more than $28 billion to the Western Australian, and $18 billion to the national economy, based on a two train development. It will also provide significant opportunities to local businesses, with the value of local content for the project estimated to be approximately $6 billion."
14. Australia's policies and laws were never designed to facilitate the development of large-scale, highly complex and very capital-intensive LNG projects. Existing policies and laws do not directly impede LNG development but they, along with other issues, conspire to have that effect.
 There is a need for an efficient legislative mechanism to mandate pooling of resources, unitization of gas fields and sharing of infrastructure at an early stage as soon as suitable gas resources have been delineated.
15. Not all of the problem lies with government; sometimes the private sector investors need their heads banged together. Most oil and gas ventures are structured as unincorporated joint ventures (UJVs). With large-scale, highly complex and very capital-intensive projects involving partners with differing long-term goals, UJVs are chronically inefficient vehicles for development decision-making. The parties are generally stuck with the contractual arrangements that were agreed at the exploration stage and courts lack the power to rewrite the contractual bargain, even if circumstances change. 'Sole risking' and dilution of interests is the usual contractual mechanism for dealing with partners who do not wish to proceed to the development stage or cannot find the funding to do so. This is however an inflexible mechanism that takes no account of the unanticipated challenges that are thrown up by the identification of a gas resource with LNG development potential. There is a potential role here for a specially-designed LNG 'warden's court'.
Part 4: The Impact of the CPRS on Australian LNG Exports
16. The goal of climate policy is to reduce global greenhouse gas emissions.  However, it is clear that many countries are moving at greatly different speeds and some countries are scarcely moving at all. The CPRS, by limiting the response to domestic measures, carries the risk of diminishing LNG exports and distorting international LNG trade. It also raises competitiveness concerns for investors.

17. By accelerating its exports of LNG, Australia can contribute directly and immediately to the global climate change solution. In effect, Australia can thereby speed up global emission reductions. Australian LNG exports could reduce global emissions by up to as much as 140 million tonnes per annum, equivalent to 20% of Australia's 2006 emissions.
18. The imposition of carbon charges under the CPRS will place Australian LNG exports at a competitive disadvantage in all of its markets. This is in addition to the competition that LNG already faces from less-costly, higher-emissions fuels such as coal.

19. Without the development of additional Australian LNG projects, increasing international demand for energy is likely to be met by higher emissions fuels and by LNG suppliers who do not face a carbon cost. Both outcomes will inflict economic loss on Australia for no environmental gain. Global emissions would be likely to rise as a consequence of constraining the growth of the LNG industry in Australia.

20. Although LNG production requires energy and is itself emissions-intensive, for every tonne of greenhouse gas emitted in the production of Australian LNG, between 4 and 9.5 tonnes of greenhouse gas emissions are avoided in customer countries if LNG is used to displace higher-emission fuels in electricity generation.
 This is depicted in Figure 1.

Figure 1: Displacement of Coal by LNG
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21. If Australian LNG exports are able to grow in line with industry forecasts of up to 50 to 60 million tonnes per annum over the next 10 – 15 years
, global emissions could be reduced by as much as 140 million tonnes per annum.
  This potential reduction is equivalent to 20% of Australia's 2006 emissions. 

22. Constraining competition in global LNG trade by placing carbon costs on only Australian LNG will deliver a most undesirable outcome – investment will be directed away from Australia's underdeveloped gas resources toward competitor LNG projects. Of even greater concern, the use of higher-emissions fuels will increase at the expense of cleaner natural gas, to the detriment of Australian and international climate change interests.

23. An international sectoral approach towards the reduction of emissions by encouraging the utilization of LNG would be an important step forward. It would also provide energy security benefits to importing countries.
Part 5: Conclusions
24. Natural gas is not just a bridging fuel – it has a critical long-term role as the balancing fuel in power systems that will increasingly rely on intermittent forms of renewable energy.

25. The LNG industry was created as a private sector initiative for the very purpose of supplying cleaner energy to countries with insufficient natural gas resources of their own. The development of this pioneering industry in Australia is hindered by policies and laws that were never designed to deal with LNG export projects of large scale, high complexity and capital intensity.
26. With the right policy settings in place, LNG has the potential for substantial growth.  These are not the characteristics of a mature or decaying Australian industry. The national interest will not be served by constraining its future growth.

27. The accelerated development of the Australian LNG industry should be urgently pursued as a national strategic economic development policy. This policy must have three essential elements:
(i) a competitive tax and business environment;

(ii) exemption from the CPRS to keep Australia's exports internationally competitive until its competitors impose a similar regime; and
(iii) an efficient legislative mechanism (which could be part of the offshore petroleum regime) by which a single, special-purpose authority would be able to mandate pooling of resources, unitisation and sharing of infrastructure for LNG projects, at the pre-feasibility stage. The authority should have the combined power of the traditional 'mining warden', the power to resolve joint venture differences and the power to grant development and environmental approvals.
28. Australia should initiate an international sectoral agreement for the LNG industry to speed up global emission reductions and provide energy security benefits for energy-importing countries. 
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� See the White Paper submission of the Energy Alliance of Australia, "Financing the Australian Energy Sector 2009", Sydney, 29 May 2009.


� Nobuo Tanaka, Executive Director, IEA, speech delivered at the 50th anniversary of the Nuclear Energy Agency on 16 October 2008 and frequently repeated.


� "Global dependence on fossil fuels has led to the release of over 1100 G CO2 into the atmosphere since the mid-19th century. Currently, energy-related greenhouse gas emissions, mainly from fossil fuel combustion for heat supply, electricity generation and transport, account for around 70% of total emissions … the world is not on course to achieve a sustainable energy future. The global energy supply will continue to be dominated by fossil fuel for several decades. To reduce the resultant greenhouse gas emissions will require a transition to zero and low-carbon technologies", IPCC Fourth Assessment Report, 2007.


� Greenpeace International and European Renewable Energy Council, "Energy Revolution: A Sustainable Global Energy Outlook", Brussels, Belgium, October 2008, pp 12, 30.


� "Electricity systems must supply power in close balance to demand. The average load varies in predictable daily and seasonal patterns, but there is an unpredictable component due to random load variations and unforeseen events. To compensate for these variations, additional generation capacity is needed to provide regulation or set aside as reserves. Generators within an electrical system have varying operating characteristics: some are base-load plants; others, such as hydro or combustion turbines, are more agile in terms of response to fluctuations and start-up times. There is an economic value above the energy produced to a generator that can provide these ancillary services. Introducing wind generation can increase the regulation burden and need for reserves, due to its natural intermittency. The impact of the wind plant variability may range from negligible to significant depending on the level of penetration and intermittency of the wind resource", D Justus," International Energy Technology Collaboration and Climate Change Mitigation, Case Study 5: Wind Power Integration into Electricity Systems", OECD/IEA, Paris, France, 2005.


� "Both natural and coal-seam gas can deliver dramatic improvements in Australia's electricity greenhouse emissions very quickly and cost-effectively. The technology is here today, being used in Australia and in widespread use around the world where gas is typically the default technology for power generation. Gas can also serve as the perfect complement to increasing levels of renewable energy in our electricity supply. Gas power generation is highly flexible in its ability to ramp-up and down, vastly superior to coal-fired power stations that tend to be very sluggish and inflexible in their output. In fact, gas already plays a critical role in maintaining the security of current electricity supplies by rapidly altering its output to cope with sudden changes in demand and the sudden breakdowns of large coal-fired power stations." Clean Energy Council, "Clean Energy Fact Sheets: All About Gas," Melbourne, Australia, 2008.


� Robert Pritchard, "How to Facilitate or Strangle an LNG Project", APPEA Conference, Adelaide, 2007 (copy attached).


� CSIRO, "Lifecycle Emissions and Energy Analysis", 1996 and Worley Parsons, "Greenhouse Gas Emissions Study of Australian LNG", Woodside Energy Ltd, 2008.


� APPEA, "Platform for Prosperity", Australian Upstream Oil and Gas Industry Strategy, April 2007.


� Worley Parsons, footnote 2 above. This level of emissions reduction can be achieved without harming Australia's coal industry, which can be expected to maintain its role as the world's leading exporter for as long as global energy demand continues to grow. The International  Energy Agency projects that the global share of coal as a fuel in power generation will continue to rise, accounting for more than a third of projected incremental demand to 2030: IEA, "World Energy Outlook 2008", Paris, France, November 2008.
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