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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 exgtiom and production industry.

APPEA haaround80 member companies that explorefd I Yy R LINE RdzOS ! dza G NJ £ A |
FRRAGAZ2Y I | t tO@dssDdate neénbd coinpahigsat provide a wide range of goods

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

APPEA has been engaged in the greenhouse policy debate since its inception and has patrticipated
in every majorconsideration of national climate change policy approaches in AustraRPEAds

been engaged with polioyakers for example, on everconsideration ofanemissions trading
scheme(ETSommencing with the 1999 series of discussion papers released by the Australian
Greenhouse Office

APPEA welcomes the opportunity to provicienmentto the Climate Change Authorighe
Authority)onthe{ LISOA L f wS@ASg {SO2YyR 5N} Fi wSLERNIY ! dz
2015(the Second Draft Report

APPEA isoenmitted to working with policgnakers as they develgmolicyrespongs toclimate

change. With that in mindAPPEA hagcently released a second edition of @imate Change

Policy Principlesa copy of which iat Attachment 1 ¢ setting out the principles that APPEA
O2ya&ARSNEB aK2dzZ R dzy RSNLIAY | dieiinpdritnkd ofXtieseNBS & LI2 y & S
Principlesn assessing ture policy approaches is consideriader inthis submission

Most importantly, APPEA supports a national climate change policy that delivers greenhouse pas
emissions reductions at least cost and facilitates brbadedinvestment decisions consistent with
an international price on carbon.

APPEA is also a member of the Australian Industry Greenhouse Network (AIGN), a network of
industry associations and individual businesbed contribute to the climate change policy ligte
and see value in joint industry action on climate change policy issues in order to promote
sustainable industry development APPEA has doibuted to the AIGN submissidn the Second
Draft Report

In addition to the APPEA submission, a number of APPEA members have made individual
submissions to th&econd Draft RepartThisresponse should be read in conjunction submissions
from individual APPEA members.

'ttt 9! Qa adddedSdsdpedifidpécts d the Second Draft Reparfocussing on those areas
that are particularly important for the upstream oil and gas industry.

H 02 Lk 2dimatetChafge Rdiicy Principtes also be found atww.appea.com.au/2016/02/appeapdatesclimate-change

policy-principles
2 Seewww.aign.net.audfor further information.
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THE AUSTRALIAN UP&EARM OIL AND GAS INBUORY

It isalsoimportant to placeour views on the issues raised by tAethority in the Second Draft
Reportwithin the context of the current state and potential future contribution of the upstream oil
and gas industry to thAustralian economy and to the welfare of all Australians.

Reliable, secure and competitively pricedexgy is crucial to our everyday lives in Australiéithin
this framework, oil and gas plays a key role in meeting many of our energy needs.

[N

Australia has vast resourceGeoscience Austrafil 5 OSy G f &8 SadA Yl tayks (Kl
resources araround 819 trillion cubic feet (tcf) or 900,5p@tajoules (PJ)By way of comparison,
P dza G NI £ Al Qa LINE R dzQHi5\(iacjadirg Expoyts) Wedzdtdubdef br260APY, H 1 m
meaning Australia hawore than enough gas to service both domesind export markets for
decades

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

possible for Australiatomée (0 KS ¢2 NI RQa 3IAINRgAYy3d SyYySNHeEe ySSRa
incorporating a strategy to curb emissions and iadd the risk posed bylimate change.

Just as importantly, the industry creates significant wealth for the country, including through the
employment of many Australians, underpinning the revenue collections of governments and
generatingvaluable export revenue for the Australian econontiy recent years, the industry has
investedaround$200billion in oil and gas projects includiegvenmajor liquefied natural gas

(LNG) exporprojects addingto the three LNG projectshat were n operatiort. This investment is
still undemway ¢ three of thesenew projects have commenced operation while the other four will
commenceoperationin comingyears.

l dza G NI £ Al Qa 2 A undérpmRedruthzfl XzA R d¢d § WB QR 02y 2YA O LI
growthsince at least the early 19604 2014PwC reportValue AddingAustralian Oil and Gas
Industry, shows that:

f TKS 2Af |yR 3t a profiiddizctly Npresénts bidliBdReizCeit bizyfrent
GDP, with alue-added of approximately $3&illion in 201213.

3 Geoscience Australia, Department of Industry and Bureau of Resources and Energy Economidsuedligy Energy Resource
Assessment: Second Editipage 9qavailable atvww.ga.gov.au/metadataateway/metadata/record/gcat fa6d674dcbb6629e044
00144fdd4fa6/Austrasin+Energy+Resource+Assessmerfsecond+Edition

4 Department of Industry, Innovation and Science (Office of the Chief Economist) B0&f)y in Australia 201page 7§available at
www.industry.gov.au/Officef-the-ChiefEconomist/Publications/Pages/EneripyAustralia.aspk

5 See Department of Industry, Innovation aBdience (Office of the Chief Economist) (20R8sources and Energy Major Projefis a
listing of upstream oil and gas projects at the Publicly Announced Stage, Feasibility Stage, Committed Stage and Cagpleted St
(available atvww.industry.gov.au/Officef-the-ChiefEconomist/Publications/Pages/Resour@esil-energymajor-projects.aspx

6§ PwC (2014)alueadding: Austalian Oil and Gas Industry, September 2@ges 289 (available atvww.appea.com.au/wp
content/uploads/2014/11/Pwé€ReportOitand-GasIndustrySept2014FINAL.pdf
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o copco

9 At current projected investment levels, the total forward contribution of the combined oil and
gas and exploration sectors is projecteddouble to approximately $53 billion 201920 and
$67billion in 202930.

1 Driving strong valu@dd from the industry is an increase in gas exports over the next decade.

The value of natural gas expodisk £ NS R& | dza G NI £ A | Qrénofedfdhdal) f | NH
is expected to reach around $6@ billion by the middle of 2019 and production is expected to
double over the next five years.

1 In 2030, when production (on the basis of current and forthcoming capacity) and prices are
expectedtostalfi A aS> GKS 2Af |yR 3AFa AyRdzaGNEBQA G201
around 2.6 per cent of the Australian economy.

f After accounting for its intelinkages with the rest of the economgofnpanies all over
Australia supply goods and serviceshe bil and gas industry, and the use ofifly fly-out
staffing is spreading the benefits of the industityg secta is projected to be around 3aer
cent of national output.

Figure 1 Australian LNG projects: by liquefaction status
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SourceDepartmentof Industry Innovation and Scien¢2015).

By 2020iKS aSOi2Nna SO2y2YAO O2nyiWlindraltian doybleio2 G KS v
$70billion and taxation paid will rise from $8.8 billiam2012($4.9billion in corporate taxes and
$3.8billion inproduction taxes) to reach almost $13 billion.

¢KA& YSIya GKFG GKS adl | $aotehtiBendits. I K Ay NS'-EAé)\

THE KEY ROLE NATURAL GAS PLAYS IN REDUCING GLOBAL GREENHOUSE

EMISSIONS

Greater use of Australian natural gas the domestic market, and in Asia as LNG expgran
significantly reduce greenhouse gas emissions.

NATURAL GASNTEGRAL TO A L@OARBON AUSTRALIANDEOMY

Australia could generate significant additional national economic, environmental and social benefits
through greater utilisation of its substantiatural gas resources.
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PaAy3 Y2NB yladz2NF € 31 a
SYKFyO0S GKS ylLraAz2yQa
greenhouse gas emissions.

L2 6 SNJ 3
A

-t Al Q&
Y S Seducihg/ ONB I &

These outcomes are possible because currently availablealayagpower generation

technologiesan reduce greenhouse gas emissions b¥@per cent and by as much as {&er

centin some circumstancéscompared to cal-fired power generation technologiesAccording to

the Commonwealth Scientific and Industrial Research Organisation (CSIRO), the Australian Council
of Learned Academies (and a range of energy industry analysts), current generatifirecoal

power statbns produce between 0.8 and liéhnes of carbon dioxide equivalent greenhouse gas
emissions (C£e) per megawatt hour (MWh) of generation while a combined cycle gas turbine

power station produces only around 0.35 to 0t8&nes C@e/MWh.

The AustraliarCouncil of Learned Academies has found using gas to provide more baseload and

peak electrical power generation in Austratitn scenarios of higher use of both renewables and

gasc would deliver substantial emissions reductiofide Council found such amutcomewould

NBRdzOS (GKS 1 dzaGNI f ALY St SO0 NRdeASANtpaal0OSWgal A2y &
CQ-e (million tonnes per annum, carbon dioxide equivalent) by 2080eduction of 2per cent

to 52 per centfrom the basecase of 197 Mtpa C& in 2012.

This is illustrated in Figur& which shows the significantly lower greenhouse gas emission
associated with the gafired electrical power generation compared to the use of other
conventionalfuels.

Figure2: Emissions intensity of variousiel types for electricity generatiorftonnes C@e/MWh)
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SourceAustralian Council of Learned Acaden{&l13).

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

7 SeeAustralian Council of Learned Academies (20B8yineering Energy: Unconventional Gas Produciiame (available at
www.acola.org.au/index.php/projects/securiraustralias-future/project-6). While the emissions benefit is lower when compared to
ultra-supercritical coafired power generation, as the Council noted page 14@gasfired electricity generation will generally replace
existingcoaP A NBR 062Af SNBR GKF{G FNB. £ S38 STFTAOASY(H &doONARGAOIE FFOAEAG)
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Reduced emissios offine particulates.

Reduced emissions of sulphur dioxide (an important coniiglo to smog and acid raignd
nitrogen oxides

9 Sgnificantly lower demand for water for power station cooling.

T
1

adzOK 3INBI GSNI dzasS 2F ! dzadN) £ Al Q& SE(cBallendedfS| I &
significantly reducing global greenhouse gas emissioreaat®2 & i ¢ K A ( 1y OA Y
economic and export performance.

QX
[t
(V)
<
A

NATURAL GASNTEGRAL TIkOW CARBON ECONOMIERASIA

INO2y aARSNR yeliinate dzangel‘hbhtf:;é‘spomsesand' dzd G NI € A | Qag 3/ U/ NR 6 dzi
SYAaaAirzya NBRdAzOGAZ2Y SFTF2NIas Al Aa AY NI F ya
LNG exports make now and will increasingly make to that global effort.

' dzZA G N> £ A+ Q& [ b De posffiehdmscdniiBute substaitiglly fo thelBfdndimiz
development of the nationantb NB RdzOS 3INBSyK2dzaS 3IFa SYrdaarzyad
naturalgas and proximityo growing markets make us wqilaced to meet the global climate

changeOKI £ t Sy3S KAt S adomaidlyliAaltte O2y GNRAoOdziAy3

Whilethe demand for energy as paoff the industrialisation oAsian economies is a key driver, the
cleaner properties of natural gas as a lower emitting and cleaner burningsfalsld driving much
of theinternationaldemand for LNG.

This should be recognised by tAathority in its Special ReviewAction on climate change is
entirely consistent with strong demand for LNG.

A 2008(updated in 2011¥tudy by WorleyParsofsfor example, compares lifecycle greenhouse gas
emissions of Australian LNG exports frira North West Shelf Project with Australian east coast
black coal exports in terms of lifecygleeenhouse gas emissions: from extraction and processing in
Australia througto an end use ofombustion (using different power generation technologies)
China for power generationFigure3 below is derived from data within the study, and shows that:

1 For every tonne of C&e emitted in LNG production within Australia, betwegb and
9.5tonnes of emissions from the coal aitative can be avoided globally.

1 LNG has a substantially lower greenhouse footprint associated with it compared tQrontal
just in combustion emissionsubthroughout its lifecycle.

1 The lifecycle greelmouse intensity for LNG is about pér cent lower than that of coal.

8 WorleyParsons (2008; 201Greenhouse Gas Emissions Study of AlisstraNG originally prepared August 2008; updated for public
release, March 2011.
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Figure 3 Displacement of coal by LNG (kg/MWh £©by fuel source)
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Source: Derived from data in WorleyParsons (22081).

A similar 2011 WorleyParsons stddpmparedifecyclegreenhouse gas emissions of Australian
LNG projects from Queensland using natural gas from coal seams as the fuel sourcestiliafu
east coast black coal exportdhe analysis consideréfitcyclegreenhouse gas emissions: from
extraction and proce$sg in Australia through to an end useaafmbustion (using different power
generation technologies) in China for power generatitirfound that, in the case dQueensland
LNG exports:

1 For every tonne of C&e emitted in LNG production within Australlzetween 2.5and
4.3tonnes of emissions from the coal alternag can be avoided globally.

1 Gonsidering savings from a 30 year 10lion tonnes per year (Mtpa) Queensland onshore gas
LNG project, if this gas combusted in a combined cycle gas turbin€@@&QT) plant instead of a
subcritical coaplant, the life cycle emissions are 42.7 Mt;@&Mer year, the annual savings
37.2Mt CQ-e and the project life savings 1,114 Mt&. For combustion in a CCGT plant
instead of a supercritical coal plant ta@nual savings and project life savings are
21.7Mt CQ-e and 652 Mt Cge respectively.

1 The lifecycle greenhouse intensity for LNG is aboyiefcent lower than that of coal.

In addition, lurning gas instead of coal improves urban air qualitiiis isparticularly important in
many Asian countries that are importing Australian LNG or considering imports.

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

Mucha NB I GSNJ dza$S 2F ! dzA G NJ f Al Q& SdetinGtiexchaleSge a | & NB
significantly reducing global greenhouse gas emissibtmvest possible cost whilst enhancing
ldZAGNF f Al Qa SO2y2YAO YR SELRNI LISNF2NXYIFyPOSo

9WorleyParsons (2011greenhouse Gas Emissions Study of Australian CSG,taGvailable atvww.appea.com.au/wp
content/uploads/2013/05/FullReport_appea worley CSGemissions201)1.pdf

10 This compares to total Australian annual emissions in 20BL4f 549.3 Mt C&e (seewww.environment.gov.au/climate
change/greenhousgasmeasurement/publications#quarterly
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TheAuthority shoud in itsFinal Report and advice t@gernment recognise the vitable Australian
LNGexportscan play in global greenhouse emissions reductions.

SYNTHESIS REPORT OF THE FIFTH ASSESSMENT REPORT (ARS5) BY THE
INTERGOVERNMENTAL PANEL ON CLIMATE QHMNGQHIGHLIGHTING THE ROI.E
OF NATURAL GAS

The key role natural gas can play in reducing global emissions was highlighte&ymthesis
Report of theFifth Assessment RepdARS5), released by the Intergovernmental Panel on Climate
Change (IPCC) in \omber 2014

In considering the role of natural gas, the AR5 Synthesis Report found (on pagg)SYR
GHG emissions from energy supply can be reduced significantly by replacing current world

I 9SNF 3S O2I f nTANBR Highlyeffidntinfiutalfésiombinedcycle Y 2 R S NJ
power plantsor comby SR KSI |y R{WGH SEWNG.ZEMPHASISIADDED]

COMMENTS ON SPEGIISSUES RELEVANT HEDRAFT SECOND REPORT

PRINCIPLES FOR ASSESSING POLICIES

APPEA notes thgecond Draft Report sets out in Chapter 2 a set of principles that the Authority
proposeso use as part oén cevaluation frameworkto compare and 8 4 S& & Icluzatéi NI f A | Q
policy options. APPEA further notesis frameworkcomprises three key principge ost
effectivenesenvironmental effectivenessand ejuity.

As noted earlier in this submission, APPEA has developed aGihate Change Policy Principles
to assist policymakeris developing efficient andffective responses to deal withimate change.

As part of thiSAPPEA supports a national climate change pttiaydelivers greenhouse gas
emissions reductionat least cost and facilitates brodshsed investmentlecisions consistent with
an international price ocarbon. ¢ K i &dK2dzZ R 6S (GKS 2@3SNI NOKAy3 2
NEBaLR2yaS yR I {Se FSIiGdNB 2F (GKS ! dzikK2NAfi&Qa

I t t 9dliede Change Policy Principleproduced in Box 1, contain four key points:

International engagement is crucial

Climate change and energy policies must be integrated and harmonised.

Climate change adaptation strategies are necessary.

Climate policy must not compromise national or global economic development or energy
security.

PoDNPE

11 Seewww.ipcc.ch/report/ars/index.shtmand www.ipcc.ch/report/ars/syr/for further information.
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In considering the APPEAImate Chage Policy Principleand the evaluation framework set out by
the Authority, APPEA makes the following comments:

1 APPEA agrees with the Authority thmtlicies should help Australia meet its emissions
reduction goals at least coand that these costs havermmber of elements (direct costs,
indirect costs and compliance and administration costs), all of which should be kept as low as
possible.

0 While keeping the whole of these costs as low as possible is vital, the distribution of
costs remains important anithe impact on particulagroups (for example,
trade-exposed industries) is a critical element of ensuring policy options facilitate
efficient and broaebased investment decisions.

o0 In addition, as the Centre for International Economics (CIE) foundd@ltsreport,
Understanding emissions reduction efféftshe costs of climate change mitigation are
borne by: tradeexposed industries where they are placed at a competitive disadvantage
compared to competing industries in other countries; domestic consamere the
cost of addressing climate change is reflected in higher domestic prices; and taxpayers
where climate change policies are funded by the governm@his reinforces the
importance of minimimgthe quantum of costs and being conscious of thigstribution
when evaluating and designing policies.

1 APPEA welcomes thecognition by the Authoritywhendiscussing the importance of
environmental effectienessthat sucheffectiveness should be seen from a global perspective.
There are, however, tlee (not two as outlined on page 12 of the second Draft Repaspects
that are important.

o Ly LJ NI A OmdhciplssRighlighted $hé i@@ortant role international permits and
credits can play and highlight thAPPEA supports a policy that alldasthe
unrestricted flow of credible emissions units between international jurisdictions

0 APPEAalsoagreestintK S Sy @ANBYYSy il f SFFSOUAOBSYySaa
eroded if they trigger increasas emissions in other countrieadting, aswill be
considered further below, this is only one aspect of the importance of ensuring that the
international competitiveness of tradexposed industries are maintaingd

0 The third and equally important element is tpesitive role cleaner energy exporsjch
as LNG, play now and will increasingly play in the future in contributing substantially to
the economic development of the nation and to reduce greenhouse gas emissions
These issues were considered earlier in this submission, but are an equalyantp
element of the environmental effectiveness of any climate change policy response.

¢ ! 1S@e |aLlsSol 2 Fidertiorsof Horzontalizdlitydedctibéd bdthe/Adithority
onpage12ad A0 Aad AYLRNIIYyd G2 OGNBIFIG AYRAGARdzZ f &
extends to the international competitiveness of tradgposed industries These industries
should be treated in a similar way to trade competitors, where those competitorsotitace
carbon costs that could be faced by Australian companies. These issues are considered in detalil
below.

2 A copy of the report is also available at
aign.net.au/file_download/1090/CIE+report+Understanding+emission+reduction+efforts+24+April+2015. pdf
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Box 1. APPEA@Iimate Change Policy Principles

1. International engagement is crucial.

Australia should continue to engage the international community
to pursue environmentally effective and economically efficient

climate change policies'

An international policy framework should

*  Promote international participation.

*  Minimise the costs and distribute the international burden
equitably.

*  Be comprehensive in its coverage.

*  Allow for the unrestricted flow of credible emissions units
between international jurisdictions

*  Be underpinned by transparent reporting arrangements

2. Climate change and energy policies must
be integrated and harmonised.

Australia’s policy response should seek to:

. Deliver lowest cost greenhouse gas emissions abatement
through an appropriately designed mechanism that
provides an economy-wide transparent price signal to
shape business and consumer plans and investments. The
mechanism should be efficient, have low compliance costs,
and support international trade that recognises different
national circumstances.

. Recognise and allow the use of the widest range of credible
domestic and international offsets.

. Provide a level playing field for new entrants.

¢ Avoid penalising early movers who have previously
implemented abatement measures

e Support research into low-emissions technologies, and

development and deployment of such technologies

In the event Australia takes action before comparable action is
taken by the nations with which we compete, the Australian
policy response should maintain the competitiveness of
Australian trade exposed industries, such as LNG, by minimising
the costs the industry faces in the absence of a carbon price
being imposed on energy sources in customer countries and

competitors.

Polices inconsistent with the principles should be phased out
and additional measures should only apply to sectors of the
economy that are not covered by the price signal on greenhouse

gas emissions.

3. Climate change adaptation strategies are
necessary.

Australia must:

*  Continue to support international and national modelling to
provide location-specific climate change forecasts.

*  Develop risk-management strategies to reflect likely impacts

of climate variability.

4. Climate policy must not compromise
national or global economic development
or energy security.

Australia’s policy response should recognise that

* Increasing global population and urbanisation generate
growing demand for energy.

*  Secure energy supply is crucial for a strong modern
economy and a healthy, vibrant society.
Natural gas has a key role to play in the transition to a
low-carbon economy — switching to gas could halve the
emissions from the Australian electricity sector - and if solar
and wind power are to deliver genuine emissions reductions

they must have gas-fired back-up.

POLICY OPTIONS

As noted aboveAPPEA supports a national climate change policydalers greenhouse gas
emissions reductions at least cost and facilitates brbaded investment decisions consistent with
an international price on carbon.

APPER @limate Change Policy Principhese been developeth assist policymakers in developing
efficient and effective responses to deal with climate change and to assess policies of the kind
outlined in Chapter 4 of the Draft Report.

In particular, as th@rinciplesiote,! dza G Nlinfate th&@nhgeolicy response should seek to:

91 Deliver lowest casggreenhouse gas emissions abatement through an appropriately designed
mechanism that provides an economyde transparent price signal to shape business and
consumer plans and investment$he mechanism should be efficient, have low compliance
costs, andsupport international trade that recognises different national circumstances.

Page |10
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1 Recognise and allow the use of the widest range of credible domestic and international offsets.
o Allowing access to international carbon credits/perngyital to ensuring any policy
approach is abléo drive low cost and effective emissions reductions both in Australia
and across the regionPAPPEA has long advocated the use of credible international
permits/credits in order to meet any obligation und&ustralian laws to r@nage
greenhouse gas emissions.
0 Access to international permits can be designed to ensure that only credible
permit/credits, on an approved list, are valid under tpelicy approach This process
Oty SyadzaNB (KI { redits/GermisifrSm e pitR dzéha Rodaiae O
avoided.
Provide a leveplaying field for new entrants.
Avoid penalising early movers who have previouslylemented abatement measures.
Support research into lovmissions technologies, and development alegployment of such
technologies.

= =4 =4

Most importantly, and as will be considered further belowthe event Australia takes action
before comparable action is taken by the nations with which we compleéeAustralian policy
response should maintain the comiitiveness of Australian trade exposed industrisisch as LNG,
by minimising the costs the industry faces in the absence of a carbon price being imposed on
energy sources in customer countries and competitors.

Polices inconsistent with thierinciplesshould be phased out and additional measures should only
apply to sectors of the economy that are not covered by the price signal on greenhouse gas
emissions.

FINDING THE RIGHT BETWEEN SECTOR® ROLICIES

APPEA agrees with the statement on page 3d®Becondb NI FG wSLIR2 NI GKFG | ye
change policies mustperate in a cohesive way to keep costs low andimise competitive
distortions.

This means that ith a national greenhouse policy approach in plésgch as the Direct Action Plan
or a carbon pricing mechanispgy additional measures targeted at reducing greenhouse gas
emissions should only apply to sectors of the economy that are not covertg: mational
approach.

This is not the casat present and means thre is an urgenbeed tocomprehensively streamline
ldzZaGNF £ Al Qa 3AINBSYyK2dzaS LIt AOASA |y ExpddidBha NI YYSa&
removal of the plethora of other policies and programmes regulating greesgngas emissions in

Australia.

The growth of sepate Australian Government and State and Territory Government policies and
greenhouse initiatives and their lack of consistency are increasing costs and uncertainty for
Australian industry, including the upstream oil and gas industry.

This cost and uncertiaty and the associated sovereign risk, misallocation of resources and
deadweight losses to the economy associated with the hotchpotch of greenhouse measures in
Australia is significant and is growing.

australian petroleum production & exploration association limited Page |11
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A single, nationally coordinated approach by all Aal&n governments is urgently required. In
particular,State governments should not introduce policies and mechanisms inconsistent with a
national approach.

Asignificant rationalisation of greenhouse measures across all Australian jurisdistiongenty
required Every existing measure should be subjected to a rigorousheostfit analysis and only
those measures that can definitively demonstrate their net benefits should be considered for
retention. Under no circumstances showady policy optionecommended by the Authority
merely be added to the hotchpotch of existing measures.

ADDRESSING INTERNATIONAL COMPETITIVENESS CONCERNS

The major challenge to thapstream oilandh Y Rdza 4 NB Q&4 O2y G Ay dzSR INB g (K
international competitiveness in the face dfiallenging market conditions amglowing global

competition. In the case of LNG exportshigh-cost local environment and the emergence of new

LNG competors in East Africa, North America and other locations has increased the level of
competition Australia faces as its seeks to win market share and attract investment.

The industry and governments must do everything possible to ensure the [§ifiod in pojects
under construction commence production in a timely manner and that Australia secures future oil
and gas investment to supply to domestiad international needs.

Some factors affecting current and future investment, such adatén oil pricesare beyond the
ability ofthe Australianindustry to influence. However, other key challenges must be addressed.
In particular, the industry and its suppliers need to work harder at constraining cost growth and to
meeting skilled labourequirements whi¢ government focuses on streamlining policglaaducing
green and red tape.

¢CKSNBE INB Ffaz2z ONRGAOIFET LRfAOE INBlFa (KFd NBId
climate change policy is one of those critical areas. The development ofiyhdiamate change

L2 f A0& | LINRI OK akK2dZ R 6S IAYSR 0 SyKFIyOAy3 |
destination for oil and gas investments. It should not add to the cost burden facing the industry.

The importance of this issue cannot be undéireated: any climate change policy approach that
imposes costs on Australian industry that its competitors do not fact would be highly prejudicigal to

ldzZAGNF £ Al Qa SO2y2YAO LISNF2NXI YOS gAl0K2dzi | LINE
competitiveness.

The key issue for the upstream oil and gas industry in this area is the treatment efxpdsed
industries. As has been considered and accepted by every major credible analyfsisexample,
an emissions trading scheme undertaken in Australia atafriationally, if policies and measures
such as emissions trading schenfessother policy options that impose an effective price on
carbon)are implemented in some countries and not in others, there will be distortions. These
distortions will occur as eesult of the escalation in production costs in the countries that have
implemented greenhouse policies relative to those that have not.

As was outlined earlieAPPEA has considered this issue as part @litsate Change Policy
Principleswhich notethe following

In the event Australia takes action before comparable actiteikisn by the nations with
which we compete, the Australigoolicy response should maintain the competitiveness of
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Australian trade exposed industries, such as LNG, by minirtfigingsts the industry faces
in the absence of a carbon pribeing imposed on energy sources in customer countries and
competitors.

The Terms of Referenci®r this Special Reviestate that the Authoritymustconsider:

X 6 KSUGKSNJI ! dza  Nlah BTBhat@idge®nduthdm Augtidlid®PbRsiizésSes
international competitivenessX [EMPHASIS ADDED]

Most importantly, this means the terms of reference directly require the Authorityrtly consider

whether Australia should introduce an ETS that does not harm Australian businesses international
competitivenessand not to merely to, as the Draft Report assertsonpagé 3 02y a A RSNJ LJ2
effects of emissions reduction policies on therimiéional competitiveness of Australian
odzaiy.SaasSasé

This meanshe assessment against the principles outlined in $geondraft Reportis not
necessarilyequired¢ to meet the terms of reference, any ETS recommended by the Authority
musto S 2yS (GKFd R2Sa y2d KIFIN) ! dzAGNIfAFIQA Alyd SNJ

In addition, gven the global nature of climate change and economic activity, the international
context is important when consideriddustraliddd Of A Y| ( S. Thignferhafighal €ohtkktA 2 Y
isalsorelevanttohow dza 4 NI f Al Qa SO2y2Yeé gAff OKIy3aS 20
competitiveness of Australian industry. This last issue is of particular importance, but is often
overlooked in the public debate on internatioreadtion.

a
S NJ

I 18S@ IINBF 2F T20dza F2NJ ! dza i NI f Ahe xportfoeudadi NS ¥ 2
[ bD AYRdzaUNERI A& (GKS FO0GA2y 2F ! dZAGNI €Al Qa GNI
when assessing amplicy approactis the action oinaction of trade competitors.

The importance of this issue has not been lessened by the Paris AgreentenPRaris Agreement is

an important step in the world moving together on climate change. However, it still shows
significant differences between uoatries in their targets and, importantly, the resultant impact on
businessesUntil our major competitors are imposing comparable costs, issues around trade
competitiveness remain valid in any future policy development in Australia, and must be addressed
to minimise differences in the cost of cartén

TheAuthority should, in addition to focussing@nY 22 NJ SYAGGSN&EE i yR pi
FaaSaaAiay3a ! dza i NI f A leddgniseQHiathhitelinip&rtarit,Jihajor érdtter@dntii A R y
trading partnersare only part of the story It is theactions oftrade competitorghat form the key
issue for LNG exporters.

x Z
-
)

13 For a more detailed assessment, please Arassessment of the Implications of the Paris Agreepmrtttachment 2to the AIGN
submission.
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The growth in LNG demand has bekiven by the economic and industrial transformation of key
economies in the AsiRacific regionIn supplyind_ NG to the regior, dza G NI f A Qa [ b D LI
fierce global competition.

Tablel belowlists the specific actions being taken in a number of trading partner and competitor
countriesc specifically the nature of the Intended National Determir@ahtribution (INDC) lodged
with the UNFCC€¢ and data from theBP Statistical Review of World Energy, Jun&201

Table 1: LNG Expatsand INDCs

Country LNG exports (bcm) LNG exports (%) INDC

United Sates 0.4 0.1 INDC (a 2@8% reduction on 200vels by 2025) to
be met through a range of regulatory instruments
(and a range of statbased measures, which may
include marketbased mechanisms). No economy
wide ETS proposed. Costs implications for LNG
exporters unclear at this stage.

Trinidadand Tobago 19.3 5.8 INDC (a 15% reduction on BAU levels by 2030) is
based on its Carbon Reduction Strategy develope
for the power generation, transportation and
industrial sectors Actions conditional on access to
finance through theGreen Climate FundCosts for
LNG exporters unclear but likely to be sméalb ETS
proposed.

Peru 5.7 17 INDC(a30%reductionon BAU levels by 2030, partly
(10%) conditional omternational financiny Costs
for LNG exporters unclear but likely to be smalb
ETS proposed.

Norway 5.3 1.6 INDC (8% reductioron 1990 levels by 203@) be
met through participation in the EU ETS and
international market mechanisms.

Other Europe 8.2 2.5 --

Russian Federation 145 4.3 INDC 25-30%reduction on 1990 levels by 2030) to
be met throughmechanisms to be developed.
Implications for LNG unclehbut likely to be small

No ETS proposed

Oman 10.6 3.2 INDC(a 200n BAU levels by 2030 osts for LNG
exporters unclear but likely to bEmall(mitigation
action includest NB RdzO (i A 2)yNoEFS T
proposed.

Qatar 103.4 31.0 INDCdoes not set out specific emissions reduction
targetand none of the actions proposed would hay|
cost implications for LNG exports. No ETS propos|
United Arab Emirates 8.0 2.4 INDC does not set out a specific emissions reducti
targetand none of the actions proposed would hay|
cost implications for LNG exports. No ETS propos|
Yemen 8.9 2.7 INDC (a 14%reduction on BAU by 2030, of whg%
isconditional on international support). None of th
actions proposed would have cost implications for
LNG exports. No ETS proposed.

14 Seewww4.unfccc.int/submissions/indc/Submission%20Pages/submissiepxor further information.
15 Seewww.bp.com/en/global/corporate/aboutbp/energyeconomics/statisticateview-of-world-energy.htmlfor further information.
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Algeria 17.3 5.2 INDC (a 22% reduction on BAU by 2030,
conditional oninternationalsupporf). Costs for LNG
exportersunclear but likely to be smalnitigation
FOGA2y AyOf dzRSa . HANBR dzO
proposed.

Angola 0.5 0.1 INDC (a 35% reduction on BAU by 2030 and an
additional 15% conditional onternationalsupport).
None of the actions proposed would have cost
implications for LNG exports. No ETS proposed.
Egypt 0.4 0.1 INDC does not set out a specific emissions reducti
target. Costs for LNG exporters unclear but likely t
be smal(mitigation action include& NB R dzO i A
Tt I NBAyhaiénal market for carbon trading may
6 S Sail(hutna frké Gefails provided)
Equatorial Guinea 5.0 15 INDC (a 20% reduction on BAU levels by 2030,
conditioral on internationalsupport). Costs for LNG
exportersunclear but likely to be smalNo ETS
proposed.

Nigeria 25.3 7.6 INDQ(a 20%reduction on BAU levels by 2030
unconditional 45% conditionabn international
support). Costs for LNG exporters unclear but likel
to be smal(mitigation action include& @érk
i26FNRa SyYyRAY3 )ANETFt | |
proposed.

Brunei 8.3 25 INDC does not include a specific emissions reduct
target (but does target a reduction total energy
consumption by 63% by 2035 compared3au).
Costs for LNG exportewsiclear but likely to be
small No ETS proposed.

Indonesia 21.7 6.5 INDC (29%reduction on BAU levels by 2030
unconditiona). Costs for LNG exporters unclear bu
likely to be small No ETS proposed.

Malaysia 33.9 10.2 INDC (a reduction in the emissions intensity of GD
by 45% by 2030 relative to 2005his consistof

35% on an unconditional basis and a further 10% i
conditioral uponinternationalsupport). Costs for
LNG exporters unclear but likely to be sm&lloETS
proposed.

Papua New Guinea 4.7 14 INDC does not set out a specific emissions reducti
targetand none of the actions proposed would hay|
cost implications for LNG exports. No ETS propos|

Australia 31.6 9.5 INDQ(a reduction in emissions of 2% on 2005
levels by 20305.

SourcelUNFCCC (26}t BP (2085).

Table 1 shows that of th20 countriegregionslisted (including Australig)very few have INDCs that
propose direct or significant costs for LNG exporténanost casesgreenhouse policy initiatives
that do apply are unlikely to havenaaterial impact on their LNG industrieSlone, with the
exception of Norway (already a participant in the EU ETS) proposes an emisaing scheme

A number of countrieslo not set out a specific emissions reductitamget and none of the actions
they propose would have cost implications for LNG expofisis includes Qatar, one bfdzd G NI f A I Q

161 dza G NJ £ Al Q& Ldatgov.awidternatiPralfelations/théned/climatechange/submissions/Pages/australiasended
nationallydeterminedcontribution-to-a-new-climate-changeagreementaugust2015.aspx
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exports).

Future competition (along with that from therlited Sates) is likely to come froneast Africa a
regionthat couldnot be said to be at the forefront of greenhouse gas reduction policy action.

In summary, the analysis showsattvery few2 ¥ | dzA G N> £ A Q& Yl 22NJ [ D O2
emissions reduction obligatiorikat will place a cost of LNG expers. Furthernotwithstanding
the INDC/NDC process forming part of the Paris Agreentemprospect of our competitors takg
meaningful action inhe foreseeable future remairiew.

In addition, natural gas exports compete for market share with other energy sources, such as coal.
In a similar way, many of the majooalexporters(or, ina number of countries, major pducers of

coal for domestic use in their own rigtade also countries that do not have meaningful climate

action in place. This places similar competitive pressure on Australian LNG exports.

¢tKS O2yiAydzSR SELI yaAzy 2deséndzndiedibld opporfuditietd f | y R
all Australians. Australia should be capitalising on these opportunities and maximising growth in

living standards and employment by efficiently allocating resour@é® economic advancement in

our region is overwheahingly positive for the nation, playing to our comparative advantages as a

secure and reliable energy expert

TheAuthority should to meet its Terms of Reference, only recommend climate policy options that
doy2d KI N) ! dza G Ntofnpetitigiessh y 1 SNI F G A2y | €

CONCLUSIONS/NEXT BSE

Our abundant natural gas resources place Australia in an enviable position to maintatariong

cleaner energy security domestically and internationally. Natural gas makes it possible for Australia
tomeetthewof RQa 3AINR gAY I SYySNHE ySSRaA 20SNJ 6KS O2YA
to curb emissions and address the risk of climate change.

APPEA will continue to participate in thedzii K 2 NJ&

8Qa g2NJondoyigR f 221a T2
consultationahead of therelease ofthgd LISOA I f wS@ASgQa C

Ayt wSLR NI
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