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INTRODUCTION

Since 1959, the Australian Petroleum Production & Exploration Association (APPEA) has been the peak
national body representing the upstream oil and gas exploration and production industry. APPEA has
more than 60 member companies that explore for and produce Australia’s oil and gas. In addition,
APPEA’s more than 140 associate member companies provide a wide range of goods and services to
the industry. Further information about APPEA can be found on our website, at www.appea.com.au.

APPEA welcomes the opportunity to provide comment on the Energy Security Board’s National Energy
Guarantee Draft Design Consultation Paper (the Draft Consultation Paper), released on 15 February
2018.

In addition to the APPEA submission, a number of APPEA members have made individual submissions
to the Draft Consultation Paper. This response should be read in conjunction with submissions from
individual APPEA members.

In the brief period available to respond, APPEA’s submission addresses specific aspects of the Draft
Consultation Paper, focussing on those areas that are particularly important for the upstream oil and
gas industry.

THE AUSTRALIAN UPSTREAM OIL AND GAS INDUSTRY

It is important to place our views on the issues raised by the Draft Consultation Paper within the
context of the state and potential future contribution of the upstream oil and gas industry to the
Australian economy and to the welfare of all Australians.

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

Australia has substantial natural gas resources. Geoscience Australial has estimated that Australia’s
total prospective gas resources are around 885 trillion cubic feet (tcf) or 973,000 petajoules (PJ). By
way of comparison, Australia’s production of natural gas in 2017 (including exports) was around 3.9 tcf
or 4,100PJ%, meaning, with favourable policy settings, Australia has more than enough gas to service
both domestic (including for gas-fired power generation) and export markets for decades.

Our abundant natural gas resources place Australia in an enviable position to maintain long-term,
clean energy security domestically and internationally. Natural gas has a key role to play as Australia
meets it’s growing energy needs over the coming decades while reducing emissions and addressing
the risks posed by climate change.

This means the design of the National Energy Guarantee (the Guarantee) will be an important
determinant of future demand for gas-fired power generation.

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
generating valuable export revenue for the Australian economy.

1 Geoscience Australia (2017), Australian Energy Resource Assessment: Interim Report (available at www.ga.gov.au/aera and
WWww.ga.gov.au/aera/gas).
2 EnergyQuest (2018), EnergyQuarterly March 2018 Report (available at www.energyquest.com.au/reports.php?id=1).
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NATURAL GAS: A LOW-EMISSIONS ENERGY SOURCE INTEGRAL TO A LOW CARBON

ELECTRICITY SECTOR

Australia could generate significant additional national economic, environmental and social benefits
through greater utilisation of its substantial natural gas resources.

Using more natural gas in Australia’s power generation and resource processing would significantly
enhance the nation’s ability to meet increasing energy needs while at the same time reducing
greenhouse gas emissions. As noted, the design of the Guarantee will have a key role to play in
securing this positive outcome.

As data in the Independent Review into the Future Security of the National Electricity Market: Blueprint
for the Future (the Finkel Review Final Report) on page 203 shows, available natural gas power
generation technologies can reduce greenhouse gas emissions by 55 per cent compared to the
National Electricity Market (NEM) average, and by 68 per cent compared to existing brown coal
generation technologies and 61 per cent compared to existing black coal generation technologies.

This is illustrated in Figure 1, which shows, using data from page 203 of the Finkel Review Final
Report?, the significantly lower greenhouse gas emissions associated with the use of gas-fired power
generation compared to the use of other conventional fuels.

Figure 1. Estimated Operating Emissions for New Power Stations (as generated, kg CO.-e/MWh)

1200
1000
800
600
400

200

Subcritical brown coal Subcritical black coal Open cycle gas turbine Combined cycle gas turbine Average NEM electricity grid
(0CaT) (CCGT) emissions intensity

Source: Data from the Independent Review into the Future Security of the National Electricity Market: Blueprint for the Future (2017).

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

e Reduced emissions of fine particulates.

e Reduced emissions of sulphur dioxide (an important contributor to smog and acid rain) and
nitrogen oxides.

e Significantly lower demand for water for power station cooling.

3 Commonwealth of Australia (2017), Independent Review into the Future Security of the National Electricity Market: Blueprint for the Future,
June (available at www.energy.gov.au/government-priorities/energy-markets/independent-review-future-security-national-electricity-
market).
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As the Finkel Review Final Report found on page 105

Access to a reliable and affordable gas supply is in the interest of all Australians for its direct
use for heating, as a feedstock chemical for industrial processes and as a fuel for electricity
generation. In the NEM, gas-fired generation can provide a reliable, low emissions substitute
for ageing coal-fired generation, and can provide essential security services to complement
variable renewable electricity (VRE) generation.

In relation to its role on the in reliability and emissions reduction in the NEM — key areas of focus for
the Guarantee — the Final Report found on page 107

Gas contributes to a secure and reliable NEM

Rapid changes in power output from VRE generation need to be balanced with generation
technology that has the ability to increase (ramp up) or decrease (ramp down) power output at
the same time. Gas-fired generators have the ability to ‘fast ramp’. Most of Australia’s
coal-fired generators do not. In addition, gas-fired generators are synchronous and provide
essential security services, including physical inertia to help dampen rapid frequency changes,
fault current to help maintain system strength, and the ability to supply or absorb reactive
power to help control voltage.

and on page 109
Gas contributes to emissions reduction

... Australia’s coal-fired generation fleet is ageing and is unlikely to be replaced on a
like-for-like basis.

The best gas-fired generation is less than half as emissions intensive than even the most
efficient coal-fired plant, including ultra-super-critical coal generation, which is referred to as
high efficiency, low emissions (HELE) generation. To compete with new gas-fired generation
from the emissions point of view, new HELE generation would need to be fitted with carbon
capture and storage ...

This means gas has a key role to play in supporting the objectives of the Guarantee outlined on page 5
of the Draft Consultation Paper as

The Guarantee will provide a clear investment signal so the cleanest, cheapest and most
reliable generation gets built in the right place at the right time. It can also signal
opportunities for demand response which may help reduce the need for costly new generation
infrastructure.

In addition, a 2016 paper* by Syracuse University and the National Bureau of Economic Research,
conducted jointly with researchers from the Fondazione Eni Enrico Mattei and Euro Mediterranean
Centre on Climate Change in Italy and French Economic Observatory Sciences Po and SKEMA Business
School in France, discusses the role of fast-reacting fossil technologies, which includes most gas
generation technologies, in supporting renewable energy investments.

4Verdolini E, Vona, F and Pope, D (2016), Bridging the gap: do fast reacting fossil technologies facilitate renewable energy diffusion?
(available at www.feem.it/userfiles/attach/20167271022524NDL2016-051.pdf).

australian petroleum production & exploration association limited


http://www.feem.it/userfiles/attach/20167271022524NDL2016-051.pdf

L

appea.com.au

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

It does so by studying the deployment of these two technologies in 26 OECD countries, including
Australia, between 1990 and 2013. The paper finds that a 1 per cent increase in the share of
technologies such as gas-fired generation capacity is associated with a 0.88 per cent increase in
renewables in the long-run.

The paper makes a number of very important conclusions, three of which stand out as directly
relevant to the energy debate underway in Australia and issues that are being considered by the
Energy Security Board.

Firstly, it shows that countries where gas-fired generation capacity is available are more likely to invest
in renewable energy generation particularly over the longer-term.

Secondly, gas-fired generation, due to its quick ramp-up times and lower capital costs compared to
traditional baseload technologies, has enabled renewable investments by providing reliable back-up
capacity to support variable renewable supply.

And lastly, renewables and fast-reacting gas-fired power general technologies appear as highly
complementary and should be jointly installed to meet the goals of reduced emissions and stable

supply.

This mean that as the penetration of renewable energy increases, so will the requirements for
increased back-up capacity. Serious stresses will be put on energy systems, such as the NEM, unless
the relationship and the complementarity between gas-fired power generation and renewable energy
technologies are appropriately acknowledged.

The paper goes on to argue that a debate that sets up renewables and gas as being in opposition
misses this important point.

The design of the Guarantee therefore represents an important opportunity to secure the role natural
gas can play in the transition to a more reliable and lower emissions electricity sector and, through the
consultation process, to recommend to COAG a package of measures that could increase gas supply
and allow gas to play the critical role identified by, amongst others, the Finkel Review Final Report.

The potentially growing role of natural gas reflects the role gas could play as a lower-emissions and
cost-effective generation technology, both in replacing coal-fired generation and in complementing
the growth in renewable technologies.

Intermittent renewable energy requires “on call” electricity generation to manage falls in renewable
output or peaks in demand. Gas-fired generation is a dispatchable technology capable of delivering
that flexible response. As more renewable energy is integrated into the grid, and as the Draft
Consultation Paper recognises, this balancing role becomes more critical.

Experience in the United States demonstrates how quickly emissions from the generation sector can
be cut by fuel switching. Data from the US Government Energy Information Administration® shows
energy-related emissions in the US in the first six months of 2017 were at their lowest level since 1991,
having fallen about 16 per cent from their peak in 2007. Amongst other reasons, this was possible
because the US is developing its abundant unconventional gas resources.

5 See www.eia.gov/todayinenergy/detail.php?id=28312 for more information. For more recent data, which shows emissions were lower
again in the first since months of 2017, see www.eia.gov/totalenergy/data/monthly (Carbon dioxide emissions from energy consumption:
12.1 By source).
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We have a similar opportunity in Australia. If they can be produced, there are sufficient resources to
underpin a historic shift to a lower emissions generation sector.

THE BARRIERS TO GAS PLAYING THIS KEY ROLE MUST BE REMOVED

Australia could generate significant additional national economic, environmental and social benefits
through greater utilisation of its substantial natural gas resources.

One of the key barriers to gas playing the critical role identified in various reviews, including the Final
Review Final Report, are the regulatory barriers that are preventing the development of more gas to
flow into the domestic market the entry of more suppliers into that market.

The COAG Energy Council has consistently supported the need to bring more supply and more
suppliers into the market but this collective position is not supported by all state governments. The
most extreme case is Victoria, which has prohibited all onshore gas activity. Various regulatory
barriers have also prevented the industry moving forward in New South Wales.

Until all states support a co-operative COAG agenda to remove the regulatory and other barriers to
new gas supply, the emissions and reliability objectives of the Guarantee will be compromised.

Such an outcome is also inconsistent with the recommendations of the Australian Competition and
Consumer Commission (ACCC)® which has consistently recommended governments adopt

... regulatory regimes to manage the risks of individual gas supply projects on a case by case
basis rather than using blanket moratoria. Governments should take into consideration the
significant effects that moratoria and other restrictions on gas development may have on gas
users.

In a similar way, the Finkel Review Final Report’ found

. regulatory restrictions not based on evidence have long-term detrimental impacts on gas
exploration and development and disrupt the flow of gas.

The interconnected nature of the east coast gas market means decisions made by states in
isolation have national consequences and impacts for multiple markets — including the NEM.
The consequences of these interventions are now being felt. Any disruptions to the flow of
investment will impact the availability of gas for the domestic market, leading to higher prices
and consequent risk to the economy and jobs.

The Panel considers that governments should avoid blanket restrictions and bans on gas
projects and instead encourage the safe exploration and development of the industry. Evidence
based regulatory regimes enable the risks of individual gas projects to be managed on a case-
by-case basis.

and went on the recommend

6 See www.accc.gov.au/regulated-infrastructure/energy/east-coast-gas-inquiry-2015 and www.accc.gov.au/publications/serial-
publications/gas-inquiry-2017-2020 for further information.

7 Commonwealth of Australia (2017), Independent Review into the Future Security of the National Electricity Market: Blueprint for the Future,
June (available at www.energy.gov.au/government-priorities/energy-markets/independent-review-future-security-national-electricity-
market).
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Recommendation 4.3

Governments should adopt evidence based regulatory regimes to manage the risk of individual
gas projects on a case-by-case basis.

This should include an outline on how governments will adopt means to ensure that
landholders receive fair compensation.

In a similar way, the Board should recommend in its advice to the COAG Energy Council the urgent
removal of existing bans and moratoriums on natural gas supply on the east coast, with their
replacement by a comprehensive and consistent regulatory regime across relevant COAG Energy
Council jurisdictions. This recommendation is vital to ensuring natural gas plays the critical role
envisaged for it by the Board in the Draft Consultation Paper.

COMMENTS ON SPECIFIC SECTIONS OF THE DRAFT CONSULTATION PAPER

As outlined above, our abundant natural gas resources place Australia in an enviable position to
maintain long-term, cleaner energy security domestically and internationally. Natural gas makes it
possible for Australia to meet the world’s growing energy needs over the coming decades while
incorporating a strategy to curb emissions and address the risks faced as a result of climate change.

OVERVIEW OF THE GUARANTEE

As the Draft Consultation Paper notes on page 10, the Guarantee “... is a way to to encourage new
investment in clean and low emissions technologies while allowing the electricity system to continue to
operate reliably”. It will also be vital to ensure the Guarantee supports more efficient use of existing
clean and low emissions technologies. In some cases, existing technologies could be more, or more
efficiently, utilised to meet the Guarantee’s reliability obligations without requiring new investment.
A balance will be important.

A TRANSFORMING ENERGY SYSTEM

APPEA agrees with the assessment on pages 10-11 of the Draft Consultation Paper that the energy
system, particularly the NEM, is undergoing significant transformation. As noted above, the growing
penetration of VRE generation technologies means the role lower emissions and dispatchable power
generation technologies, such as gas-fired power generation, is vital to supporting this transformation
in @ manner that ensures the Guarantee’s requirements are met.

AUSTRALIA’S EMISSIONS REDUCTION POLICY OBJECTIVES

APPEA is committed to working with governments as they develop policy responses to climate change,
including through the design and implementation of the Guarantee. APPEA in February 2016 released
a second edition of its Climate Change Policy Principles — a copy is at Attachment 18 — setting out the
principles that APPEA considers should underpin Australia’s policy response to climate change.

8 A copy of APPEA’s Climate Change Policy Principles can also be found at www.appea.com.au/2016/02/appea-updates-climate-change-
policy-principles.

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



http://www.appea.com.au/2016/02/appea-updates-climate-change-policy-principles
http://www.appea.com.au/2016/02/appea-updates-climate-change-policy-principles

L

appea.com.au

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

APPEA supports a national climate change policy that reduces greenhouse gas emissions at least cost
and facilitates investment decisions consistent with an international price on carbon.

With this in mind, APPEA notes the Draft Consultation Paper’s reference on page 11 to the Renewable
Energy Target (RET) as the principal national mechanism to reduce emissions in the wholesale
electricity generation sector. APPEA notes also that the RET was not designed to complement the
operation of the NEM and has imposed a range of costs and inefficiencies on the NEM (both through
its design and its inappropriate focus on a subset of power generation technologies) that recent
reviews, such as the Finkel Review and this work on the design of the Guarantee, must seek to
address.

As noted below, designed effectively the Guarantee can, in more efficient and technology neutral way,
encourage investment in lower-emissions generation technology and potentially lessen the role of the
RET and remove the need for the plethora of state-based renewable energy targets that have again
emerged in recent years.

EMISSIONS REQUIREMENT: ENERGY SECURITY BOARD DESIGN ELEMENTS

Entities covered by emissions requirement

As the Draft Consultation Paper notes on page 15, compliance processes under elements of the RET
operate on a calendar year basis, while emissions reporting obligations under the National
Greenhouse and Energy Reporting System (NGERs) operate on a financial year basis.

APPEA recommends the compliance year for the Guarantee’s emissions requirement be set on
financial year basis to align with NGERs reporting requirements.

Calculation of emissions per MWh — overview

While the steps outlined on page 16 of the Draft Consultation Paper to determine a retailer’s
emissions seem appropriate, APPEA has comments on some individual elements of the process
outlined on page 16.

Contracts that specify a generation source

In response to the question posted on page 17 of the Draft Consultation Paper requesting views on
the treatment of contracts that specify a portfolio of plants that have different emissions profiles,
APPEA recommends a “weighted average” approach be used utilising data about emissions and use
over the course of the compliance period to calculated an emissions per MWh number to be used for
Guarantee compliance purposes.

Contracts that specify neither emissions per MWh nor a generation source

The proposal on page 17 to deem emissions levels where contracts that specify neither emissions per
MWh nor a generation source presents challenges that could ‘bias’ the use of these contracts against
low emissions generation sources, including natural gas. This could particularly be the case if the

proposal to deem that all types of contracts sold in a particular region have the same emissions level.

Unhedged load

In a similar way, the proposal on page 18 to assign a default emissions level (determined by the
weighted-average emissions per MWh of uncontracted MWh over a period of time or a punitive
approach that references the emissions per MWh of the highest-emitting plant operating in the NEM)
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to the portion of each retailer’s load that is not hedged with contracts based on generation, may
inappropriately deter against lower emissions generation sources, including natural gas.

These outcomes, with reference to the example set out in Box 3.1 on page 19, could mean the
emissions assigned to a retailer utilising lower emissions generation sources, but having a mix of
contracts structures, are deemed to be higher than is actually the case. These outcomes would also
work against the use of these lower emissions generation technologies.

While it may be appropriate, as the Draft Consultation Paper notes on page 18, to provide an incentive
to retailers to contract, rather than remain unhedged, APPEA recommends the approach proposed be
revised to remove the potential ‘bias’ against the use of lower emissions generation technologies,
such as natural gas.

Flexible compliance options

APPEA supports the use of flexible compliance options to reduce instances of non-compliance and
minimise the costs of the Guarantee for all participants.

Carrying forward overachievement

APPEA supports the option, set out on pages 19-20, to permit retailers unlimited carry-over of
compliance ‘overachievement’. This option could also allow (on a voluntary basis) this
overachievement to be offered to the market and utilised by other retailers.

Deferring compliance

In a similar way, APPEA supports permitting retailers to defer a portion of the emissions requirement
from one compliance year to the next. As the Draft Consultation Paper notes on page 20, this may
provide retailers with flexibility as to the timing of their activities and lower the overall costs of
compliance with the Guarantee.

Use of offsets

APPEA’s Climate Change Policy Principles support, in the context of a national and broad-based
emissions reduction policy, that any policy approach should® “.. recognise and allow the use of the
widest range of credible domestic and international offsets.”

Consistent with this position, APPEA recommends the Guarantee’s emissions requirement similarly
recognise and allow for the use of credible domestic and international offsets.

Compliance registry

APPEA supports the use relevant information from other data sources such as AEMOQ’s dispatch engine
and spot market settlement data, and data on power plant emissions from the NGERs, to support the
proposed compliance registry. It is important to use these information sources to keep compliance
burden and overall costs as low as possible.

9 See www.appea.com.au/wp-content/uploads/2016/02/Climate-Change-Policy-Principles-APPEA-final.pdf, page 2 for more information.
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Other considerations

Competitive markets

While APPEA does not have specific views on how the Guarantee may impact on competitive markets,
APPEA does note the concerns have been raised by stakeholders that unless the contract design
approach ensures a deep, liquid and largely homogenous contract market is a feature of the
Guarantee, it risks raising barriers to entry for new or smaller retailers and increasing costs for all
participants.

A deeply competitive NEM is key to lowering costs for all stakeholders and ensuring that efficient
investment signals are sent through the NEM for new investment, utilisation of existing generation
assets is optimised and efficient utilisation of demand management opportunities are supported by
the NEM.

APPEA also agrees that these considerations will be an important feature of the more detailed design
consultation that would follow a decision to proceed with detailed Guarantee design following COAG
Energy Council consideration in April 2018.

Jurisdictional considerations

APPEA recommends the emissions requirement in the Guarantee operate in the same manner across
all NEM jurisdictions and that the Board recommend to the COAG Energy Council that as part of the
detailed design of the Guarantee, if a decision to proceed with detailed designed is taken at the April
2018 meeting, the Board focus on ways to replace the hotch potch of renewable energy targets across
NEM jurisdictions with a single mechanism — an efficiently designed, low cost, National Energy
Guarantee.

EMISSIONS REQUIREMENT: COMMONWEALTH GOVERNMENT DESIGN ELEMENTS
The design elements discussed in Chapter 4 of the Draft Consultation Paper are of key interest to the

upstream oil and gas industry. However, many of the issues are discussed in this Chapter in a manner
that suggests key decisions have already been taken.

APPEA recommends the Government consider very carefully the feedback provided through the
consultation process before making final decisions on the design elements considered in this Chapter.

appea.com.au

Setting the electricity emissions target and review process

Setting the sectoral emissions reduction target

The Draft Consultation Paper on page 26 notes “... the Commonwealth Government’s target for the
electricity sector for 2030 under the Guarantee is a 26 per cent emissions reduction on 2005 levels,
consistent with the national target,” but offers little cost-benefit analysis of whether this is the
appropriate target for the sector or whether a higher target may be more efficient and, consistent
with APPEA’s Climate Change Policy Principles, lead to lower cost emissions abatement across the
entire economy.

APPEA recommends further consultation on the appropriate emissions reduction target for the
electricity sector — and whether a higher target should be adopted for the electricity sector — form
part of the more detailed Guarantee design consultation that may follow the COAG Energy Council’s
April 2018 meeting.
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Form of the emissions reduction target under the Guarantee

APPEA agrees with the Government’s observation, on page 26 of the Draft Consultation Paper that the
design of the RET has “... demonstrated that setting a target which does not self-adjust in response to
changes in demand can result in a pace of transformation that was not intended or planned for”. This
is one of the many design elements of the RET that has increased the costs and inefficiencies it
imposes on the economy. It is vital that the Guarantees design not repeat, or entrench, these
shortcomings.

With that in mind, the approach set out in the Draft Consultation Paper appears reasonable. As well
as being self-adjusting to the level of demand, while leaving the level of emissions per MWh retailers
must achieve to remain unchanged, this approach could accommodate a different emissions reduction
target for the sector through adjustments (up or down) to the trajectory.

Forecast and adjustments to the target

APPEA notes the reliance the approach outlined on page 27 places on AEMQ'’s electricity demand
forecasts (the reliability requirement, considered further below, also relies on AEMQ’s forecasting).

AEMO'’s forecasting performance and history is (at best) mixed. An improved forecasting ability and
performance will be required to underpin a number of elements of the Guarantee. This is considered
further below.

In the context of forecasts and adjustments to the target, APPEA agrees with the approach set out in
the Draft Consultation Paper, that the trajectory of the electricity emissions targets not generally be
adjusted to account for variations in electricity demand, but that the decision about how much to
adjust for previous variances between forecast and actual demand would be made in the context of
setting any future electricity emissions targets.

This process would still rely on electricity demand projections and forecasts of demand from
trade-exposed businesses that would be taken into account when setting future targets, which means
improvements to the reliability of these forecasts would be necessary to underpin this aspect of the
Guarantee.

Timing and process for setting the electricity emissions target under the Guarantee

APPEA agrees with the approach set out on page 27 of the Draft Consultation Paper, that is, that the
electricity emissions target trajectory be set for ten years, from 2021 to 2030 and that at least a
further five years of targets under the Guarantee be set every five years, in a process aligned with the
five-yearly review processes under the Paris Agreement. APPEA also supports the proposal to provide
at least five years’ notice to any changes to the target trajectory be provided by the Government.

Geographic neutrality

APPEA supports a nationally coordinated and consistent approach to reducing emissions across the
Australian economy, including in the electricity sector. Uncoordinated and inconsistent policies across
different jurisdictions, particularly those applying in a way that is not technology neutral, have
resulted in inefficient investment decisions, a greater compliance burden for the electricity sector and
increased costs to consumers and the broader economy.

It is vital the design Guarantee learn the lessons from these experiences, and apply NEM-wide,
allowing any requirement to be met at a NEM-wide level.
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As noted above, if the COAG Energy Council makes a decision to proceed with detailed Guarantee
design then, in addition to the design elements set out on page 28 of the Draft Consultation Paper, a
parallel consultation process should commence to focus on ways to ultimately replace (rather than
accommodate in the detailed Guarantee design) the hotch potch of renewable energy targets across
NEM jurisdictions with a single mechanism — an efficiently designed, low cost, National Energy
Guarantee.

Treatment of EITE activities

Preserving Australia’s international competitiveness

APPEA supports the proposal set out on page 28 of the Draft Consultation Paper to recognise the
competitiveness of trade-exposed industries by effectively exempting these industries from the
emissions requirement.

However, for the upstream oil and gas industry, specifically LNG exports, the approach under the RET
will require change. This change, to the LNG activity definition (considered in detail below), was
discussed in the context of the RET consultations/negotiations that occurred in 2015, but was left
unresolved.

This consultation process presents an opportunity to address the shortcomings in the approach facing
LNG exports, and ensure that, like all other relevant trade-exposed activities, the export of LNG also
receives a 100% exemption. This is not the case under the RET approach.

What electricity could be exempt

Specifically, APPEA has since December 2012 recommended the inappropriately narrow definition of
LNG production included in the Renewable Energy (Electricity) Regulations 2001 regulations be
amended to align with the broader and more appropriate definition that was included in the former
Clean Energy Amendment Regulation 2012 (No. 6).

The definition under the former Clean Energy Amendment Regulation 2012 (No. 6)*° recognised that
LNG production included both an ‘upstream LNG facility’ (a facility which extracts a gas mixture
containing natural gas or a pipeline that supplies the gas mixture containing natural gas as part of an
LNG project) and an ‘LNG facility’ (a facility where some or all natural gas handled or transported by an
upstream LNG facility is liquefied). This approach used a definition of LNG production that
appropriately encompassed the entire production process rather than the definition of LNG
production applying under the RET arrangements that applies narrowly to only the liquefaction
process itself.

The definition appropriately recognised the production of LNG is an integrated process that
commences with the extraction of natural gas from the relevant reservoir and ends with its loading
onto a LNG carrier.

When Clean Energy Amendment Regulation 2012 (No. 6) was repealed, the more appropriate
definition of LNG production it used was not replicated in the RET approach and so the RET treatment

10 Where an ‘LNG project’ is defined as including both an ‘upstream LNG facility’ (a facility which extracts a gas mixture containing natural gas
or a pipeline that supplies the gas mixture containing natural gas as part of an LNG project) and an ‘LNG facility’ (a facility where some or all
natural gas handled or transported by an upstream LNG facility is liquefied). See www.comlaw.gov.au/Details/F2013C00938 (Schedule 1,
subclause 201 (1)) for more information.
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of LNG exports places significant costs are placed on these trade-exposed projects, with the
arrangements still offering only an exemption to a narrow definition of LNG production (it is still a
“partial” exemption, in effect).

This means that, for these projects, the policy aim outlined in the Second Reading Speech introducing
the Renewable Energy (Electricity) Amendment Bill 2015 as being to “... protect jobs in these industries
and ensure they remain competitive” and which appears to underpin the approach proposed on pages
28-29 the Draft Consultation Paper, is not being met.

APPEA therefore recommends that the definition of LNG production used in the former Clean
Energy Amendment Regulation 2012 (No. 6) be included in the treatment of trade-exposed
industries that form part of the implementation of the Guarantee. It is vital this shortcoming in the
RET approach be rectified in the design of this element of the National Energy Guarantee.

To maintain the consistency between the Guarantee and the RET highlighted on page 29 of the Draft
Consultation Paper, APPEA recommends the definition of LNG production settled through this
consultation process be replicated in the Renewable Energy (Electricity) Regulations 2001, replacing
the inappropriately narrow definition that is used in those regulations.

Treatment of self-generation

Alongside the provisions considered above for trade-exposed industries, the Renewable Energy
(Electricity) Act 2000 also includes provisions to exempt self-generation from RET obligations'®.

In addition to recognising the competitive position of projects that self-generate their electricity (such
as all of the LNG projects in northern and western Australia), the provisions support self-generation by
recognising a substantial proportion of self-generation uses less greenhouse-intensive natural gas or
renewables.

The provisions also support efficient commercial decision-making, by allowing projects, particularly
those operating in rural and remote areas distant from the grid, to access the most cost-effective form
of power supply available to them.

The natural gas industry, including the LNG industry, uses natural gas for self-generation purposes (or
proposes to) at many facilities around Australia, mostly in northern and western Australia. For
example, once all projects under construction are completed, seven of the ten Australian LNG projects
will utilise (or may utilise) the self-generation provisions.

While this means for the upstream oil and gas industry, the self-generation provisions are not being
utilised in the NEM, future developments may take place in NEM jurisdictions or changes made to
NEM or Guarantee coverage.

To appropriately ‘future proof’ the Guarantee, APPEA recommends self-generation provisions be
incorporated into the design of the Guarantee.

External offsets

The use of external offsets under the Guarantee was considered above. In summary, APPEA’s Climate
Change Policy Principles support, in the context of a national and broad-based emissions reduction

11 The provisions are contained in subsection 31(2) of the Renewable Energy (Electricity) Act 2000.
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policy, that any policy approach should “... recognise and allow the use of the widest range of credible
domestic and international offsets.”

Consistent with this position, APPEA recommends the Guarantee’s emissions requirement similarly
recognise and allow for the use of credible domestic and international offsets.

APPEA also recommends that, if external offsets are to be included the Guarantee, further
consultation be held to agree the meaning of ‘equivalent standard’ to Australian Carbon Credit Units
(ACCUs) and how this requirement will be incorporated in the Guarantee’s design (and more broadly
in Australia’s climate change policy approach).

RELIABILITY REQUIREMENT

Overview

As will be considered further in following sub-sections, APPEA supports the reliability obligation being
placed on retailers, but not on large users.

Designing a reliability requirement

In general, APPEA supports the use of existing NEM arrangements to underpin the Guarantee’s
reliability requirement. This may facilitate a greater level of understanding amongst participants and
lower the costs that may in the short-term be associated with the move to the Guarantee. APPEA
notes the statement on page 31 of the Draft Consultation Paper that the Guarantee

... will not directly address the provision of a range of services including system strength,
inertia, ramping and flexibility, which are required for a secure system. The Energy Security
Board considers that additional market design changes, such as new tools and mechanisms,
will be necessary to address these.

There are a number of other energy market policies related to the gas market that will also potentially
interact with the Guarantee and will need to be factored into Guarantee design to avoid unnecessarily
compromising existing market arrangements, including some gas market interventions and other
arrangements that are time limited and have only just been established. These are considered further
below.

Forecasting the reliability gap

As the first step in the eight-step reliability requirement outlined on pages 31-32 of the Draft
Consultation Paper, the veracity of any forecasting process used to forecast the ‘reliability gap’ that
may (or may not) need to be met to ensure the reliability requirement is itself met, is vitally important.
Inaccurate or unreliable forecasting of any gap could impose significant and ongoing costs on
participants, and undermine the Guarantee’s objective to

... provide a clear investment signal so the cleanest, cheapest and most reliable generation gets
built in the right place at the right time. It can also signal opportunities for demand response
which may help reduce the need for costly new generation infrastructure.

As noted above, AEMOQ'’s history and performance in electricity demand forecasting is (at best) mixed.
AEMO'’s history and performance with gas market supply and demand forecasting is, if anything, even
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more mixed'2. In addition, while the MTPASA, with its (relatively) short-term focus has been used to
underpin specific market activity, the Electricity Statement of Opportunities (ESOO) has been used to
inform market participants by providing general information about the market outlook, potential
investment opportunities and aspects of market performance relevant to electricity sector
decision-makers. It was not designed to underpin specific actions of the kind proposed through the
eight-step reliability requirement set out on pages 31-32 of the Draft Consultation Paper.

APPEA recommends, as part of the more detailed design consultation that may follow the April 2018
COAG Energy Council meeting, a rigorous and independent ‘root and branch’ review of the veracity
of AEMO'’s forecasting processes and performance be conducted, to ensure that a ‘fit for purpose’
forecasting capability is developed to underpin the Guarantee’s reliability requirement.

Any recommended changes/improvements to AEMO’s forecasting ability should be in place before
the reliability requirement commences in 2019.

appea.com.au

How should the gap be forecast?
APPEA supports the Board’s focus in this section on page 34 of the Draft Consultation Paper that

The Energy Security Board considers it important that the inputs used in the forecast are
transparent, and the methodology used to determine the forecast is clearly understood. It is
important that market participants have an opportunity to dispute and contest assumptions
and parameters that are being used given that the results of this exercise may ultimately lead
to a regulatory obligation and associated compliance risks.

Given, as noted above, AEMOQ’s forecasting processes should be subject of a rigorous and independent
review before they are used to underpin this aspect of the Guarantee, APPEA endorses a requirement
that AEMO — once its forecasting processes have been improved through the review process
recommended above and are considered by stakeholders to be ‘fit for purpose’ — be required to
regularly publish its methodology, assumptions, and draft projections for public consultation.

Qualifying instruments

While APPEA, as the peak industry body for the upstream oil and gas industry, is not well placed to
provide detailed comments on this section of the Draft Consultation Paper, it is important, as noted
above, to recognise that a deeply competitive NEM is key to lowering costs for all stakeholders and
ensuring that efficient investment signals are sent through the NEM for new investment, utilisation of
existing generation assets is optimised and efficient utilisation of demand management opportunities
are supported by the NEM.

This means requirements that may effectively ‘differentiate’ the market, for example, by placing
limitations on contracts that may be eligible under the Guarantee (particularly a requirement for
‘physical backing’ of a contract®®) risk raising barriers to entry for new or smaller retailers and/or

2 For example, AEMQ’s March 2017 Gas Statement of Opportunities forecast a gas shortfall facing the east coast gas market in 2018 and
2019. These forecasts were subsequently found to have significantly underestimated gas supply coming into the market from upstream gas
production. While these forecasts were updated in the September 2017 GSOO, demand for, in particular, gas-fired power generation was
also significantly revised upwards. Additional analysis, undertaken by the Australian Competition and Consumer Commission (ACCC) during
September-December 2017 and published in December, revised further upwards production estimates to essentially eliminate any shortfall
for east coast gas market in 2018 and 2019. The significant and ongoing revisions to forecasts during such a short period is a cause of
ongoing concern for the industry.

13 Noting the Board indicates on page 38 of the Draft Consultation Paper it does not prefer this approach as a stand-alone option.
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breaking the market into a number of smaller and less liquid markets for specific contracts. Such an
outcome is likely to raises costs for all Guarantee participants and for consumers.

Allocating the requirement

Who is required to respond?

APPEA does not support the inclusion of certain large users in the Guarantee’s reliability obligations,
as considered on pages 41-42 of the Draft Consultation Paper. Imposing obligations on users similar to
that of retailers would negate a key reason for using a retailer in the first place.

For example, many large users have chosen not to register as customers in order to ensure the
complexity of their interaction with the NEM is managed by those with the required systems and
expertise (that is, retailers). Requiring end users to manage this responsibility themselves would
create additional costs and inefficiencies. This proposal would also limit a large user’s contracting
flexibility, impose a different risk profile to that current being managed, and adversely affect a large
user’s ability to utilise any demand response mechanisms.

Procurer of last resort

The Consultation Paper on page 43 proposes that if

... retailers do not meet the requirement by the compliance date, AEMO will procure resources
to fill any remaining gap.

In the event that the reliability requirement is triggered, perhaps because the response by
retailers has been insufficient to address the gap, it will be necessary for AEMO to perform the
function of procurer of last resort. This function will give confidence to governments and
AEMO that any gap will be resolved so as not to reduce system reliability.

Further analysis of how this approach may work, how it will interact with (or perhaps act as) the
strategic reserve approach that is also under consideration will be vital to ensure any approach does
not raise the moral hazard and other market distortion concerns outlined on page 43 of the Draft
Consultation Paper.

Other considerations

Competitive markets

APPEA’s views on the potential impacts on competitive markets were considered above in the context
of the emissions requirement. Similar views also apply to the reliability requirement.

Emissions-intensive trade exposed businesses
APPEA views on the treatment of trade-exposed business, particularly LNG, was considered above.

APPEA notes the Draft Consultation Paper proposes that the reliability requirement apply to all market
participants, including trade-exposed businesses.

APPEA recommends further consultation be undertaken to ensure the proposed approach does not
place inappropriate costs on these businesses, undermining their international competitiveness and
working against the treatment of trade-exposed businesses proposed under the Guarantee’s
emissions requirement.
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Jurisdictional considerations

APPEA’s views on jurisdictional requirements, particularly the need for a consistent NEM-wide
approach, were considered above in the context of the emissions requirement. Similar views also
apply to the reliability requirement.

GOVERNANCE OF THE GUARANTEE

APPEA supports the Board’s proposal, outlined on pages 47-48 of the Draft Consultation Paper, that
the Guarantee’s governance arrangements be implemented, following COAG Energy Council
agreement, through existing governance arrangements for the NEM (and through amendments to the
Australian Energy Market Agreement, the National Electricity Law and the National Electricity Rules).

OTHER ISSUES: INTERACTION WITH OTHER GAS MARKET POLICIES

APPEA recommends the detailed Guarantee design phase includes specific consultation with the
upstream oil and gas industry to ensure the Guarantee’s design does not impact on the operation of
the Australian Domestic Gas Security Mechanism (ADGSM)** or the Gas Supply Guarantee (GSG)*®.
Both the ADGSM and GSG are narrow and time-limited gas market interventions and should not be
‘disturbed’ by the design of an efficient, effective and long-lasting National Energy Guarantee.

APPEA would welcome further discussion with the Board and the Government on both the ADGSM
and GSG.

14 See www.industry.gov.au/resource/UpstreamPetroleum/AustralianLiquefiedNaturalGas/Pages/Australian-Domestic-Gas-Security-
Mechanism.aspx for more information.

15 See www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Emergency-Management/Gas-Supply-Guarantee for more
information.
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APPEA has developed these
climate change policy
principles to assist policymakers
in developing efficient and
effective responses to deal with
climate change.

APPEA supports a national climate change policy
that delivers greenhouse gas emissions reductions
at least cost and facilitates broad-based investment
decisions consistent with an international price on
carbon.

Climate policy must be fully integrated and
consistent with policies in other areas — including
energy, international trade, taxation, economic
growth, population, and environmental and social
responsibility.
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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.

1 Australia’s contribution to the global climate change effort as set out here reflects
the principle in Article 3.1 of the United Nations Framework Convention on Climate

Change (UNFCCC) (see  unfcce.int/files/essential_background/background,
publications_htmlpdf/application/pdf/convena.pdf) In determining Australia’s

differentiated responsibilities and capabilities, consideration should be given to
matters such as Australia’s economic growth and structure, population growth,
energy production and energy use.

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:

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

e 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.

e Secure energy supply is crucial for a strong modern
economy and a healthy, vibrant society.

e 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.
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Australian LNG exports can make an
important contribution to reducing
global greenhouse emissions intensity.

The global challenge

Throughout the world, policymakers are implementing a variety
of regulatory responses to reduce greenhouse gas emissions

and mitigate the risks of global climate change.

The Intergovernmental Panel on Climate Change (IPCC) found in

its Fifth Assessment Report (ARB) that:

e The human influence on the climate system is clear.

*  The more we disrupt our climate, the more we risk severe,
pervasive and irreversible impacts.

e Humans can limit climate change and build a more

prosperous, sustainable future.?

The multilateral United Nations Framework Convention on
Climate Change (UNFCCC) has elicited a global commitment

to holding the increase in the global average temperature to
well below 2 degrees Celsius above pre-industrial levels and to
pursuing efforts to limit the temperature increase to 1.5 degrees

Celsius above pre-industrial levels.?

APPEA's stance on climate change

Societies around the world will continue to face two major,

interdependent challenges:

e Maintaining and expanding affordable, secure energy
supplies to meet growing consumer demand.

e Addressing the social and ecological risks posed by rising

greenhouse gas emissions and climate change.

Managing greenhouse gas emissions and meeting growing
energy demand requires action by individuals, companies, and
governments. Making genuine progress requires an integrated
set of solutions. This includes increasing energy efficiency,
advancing lower carbon energy technologies, and supporting

effective national and international policies.

Reliable and competitively priced energy underpins economic
growth and stability, and is crucial to raising living standards in
both developing and advanced nations. Therefore, policies aimed

at reducing greenhouse gas emissions must do so at the lowest

possible cost.

sment Report of the Intergovernmental Panel on Climate Change

ng/I09r01.pdf

australian petroleum production & exploration association limited

Page | 21




T copeo

appea.com.au

the voice of austfralia’s
oil and gas industry

Natural gas: integral to a low-carbon economy

Natural gas is a lowercarbon form of energy suitable for

electricity generation, industry and households.

Increasing its use can deliver immediate and substantial carbon
savings. Simply switching from coal to natural gas can reduce
greenhouse gas emissions by 40-50% and by as much as 75%

in some circumstances.*

Australia’s gas industry, domestically and through our exports
of liquefied natural gas (LNG), contributes substantially to
the economic development of the nation and reduces global

greenhouse gas emissions.

Natural gas is a highly flexible fuel:

e Natural gas is commonly used to generate electricity, heat
and steam for industries, including alumina refining, food
and beverage manufacturing, and grocery production.

e Natural gas is ideally suited as a complement to renewable
electricity generation because gas generation plants can
be rapidly turned on and off to respond to changes in
intermittent generation from renewable sources.

e Natural gas is the fuel of choice in co- generation and tri-
generation. These technologies can provide electricity,
heating and cooling at very high thermal efficiencies
approaching 80%.°

¢  Compressed natural gas and LNG are used in the transport
sector, and this use can be expanded.

e Innovative technologies, such as natural gas fuel cells,
have been developed that can provide electricity and heat
requirements in applications ranging from a small house to
a medium sized office or factory. These technologies can
deliver thermal efficiencies as high as 856%.°

*  Natural gas is also a critical feedstock for industry that often
cannot be substituted in producing fertilisers, cleaners,

polymers and refrigerants.
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1 Australian Council of Learned Academies (2012), Engineering Energy: Unconventional Gas Production, June (available at www.acola.org.au/index.php/projects/securing-australia-s-

future/project-6). While the emissions benefit is lower when compared to ultra supercritical coal fired power generation, as the Council has noted “ gas-fired electricity generation will

generally replace exi -fired boilers that are less efficient subcritical f

&l

These technologies are already being deployed in commercial buildings in Australia (see www.urbanenergy.com .au/projects, www.originenergy.com auffiles/Origin Coca Cola place

FactSheet.pdf, www.cityofsydney.nsw.gov.aupvision/towards-2030/sustainability/carbon-reductiontrigeneration and www .aantas.com.auftravel/airlines/electricity/global/en#tpower for

examples)

6 Recently there have been significant advances in ceramic fuel cells that run on natural gas, with a range of commercial available products now on the market.
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Reducing emissions

The Australian Council of Learned Academies has found using gas to provide more baseload and
peak electrical power generation in Australia — in scenarios of higher use of both renewables and
gas — would deliver substantial emissions reductions.

This would reduce the Australian electricity generation sector's emissions by between
54 Mtpa-103 Mtpa CO2-e (million tonnes per annum, carbon dioxide equivalent) by 2030 —a
reduction of 27% to 52% from the base case of 197 Mtpa CO2-e in 2012.

Other environmental benefits

Baseload power is the level of generation needed to

Fuel switching would also have other benefits. Natural .
meet forecast minimum demands. Baseload power

gas plants use much less water than coakfired power and plants must run constantly and at predictable levels.

produce much lower levels of noxious substances such as - . .
Peaking power is power that can be brought online

sulphur dioxide, nitrogen oxides and fine particle emissions. e e e
Burning gas instead of coal improves urban air quality. This Intermittent power is any source of energy (such as
is particularly important in many Asian countries that are solar and wind) that is not continuously available.

importing Australian LNG or considering imports.

The range of life cycle emissions for electricity generation (tonne CO2-e/MWh) from a range of energy sources

Electricity Generation Technologies

Electricity Generation Technologies Powered by Renewable Resources Powered by Non-Renewable Resources
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Australia has substantial natural gas resources.
Natural gas offers a relatively low-cost emissions
abatement opportunity. This means developing
these resources can provide significant national
environmental, economic and social benefits.

r

Carbon capture and storage (CCS)

Greenhouse gas storage is seen as one of the pathways to the

continued use of fossil fuels in a low-carbon economy.

The global oil and gas industry is leading the world in the
practical deployment of this technology. Norway's Statoil has
developed large carbon capture and storage (CCS) projects at
Sleipner and Snehvit. In Canada, Shell has developed the Quest
CCS project.

In Australia, the oil and gas industry has been at the leading
edge of researching and deploying greenhouse gas storage

technologies.

The Moomba gas plant in South Australia.

The industry instigated significant research efforts into
greenhouse gas storage in the late 1990s through the Australian
Petroleum Cooperative Research Centre (which has continued
through the CO2CRC Limited).

Since that time, several hundred million dollars has been

invested in assessing large greenhouse storage projects.

The Gorgon Carbon Dioxide Injection Project® — soon to be
commissioned — is the world’s largest greenhouse gas mitigation

project undertaken by industry.

8 See www.chevronaustralia.com/ourbusinesses/gorgon/carbon-dioxide-injection for more information
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APPEA supports a national climate change policy that delivers
greenhouse gas emissions reductions at least cost and facilitates
broad-based investment decisions consistent with there being an
international price on carbon.

APPEA climate change policy: 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.

APPEA and its members will continue to work with all of Australia’s governments to:

e  Support a national climate change policy response consistent with the policy principles outlined in this paper.

e  Expand the use of natural gas in the domestic economy, with consequent reduction in the emissions intensity of the Australian
economy, for example, in electricity generation and resource processing.

¢ Promote development of lower emissions technologies, such as high-efficiency electricity generation and greenhouse gas storage.

e Make Australia more attractive as an investment destination for LNG projects, so that Australian LNG can help Australia’s trading
partners reduce their greenhouse gas emissions, thereby contributing to a potential significant reduction in global emissions when

compared to the use of higheremitting fuels.

About APPEA

The Australian Petroleum Production & Exploration Association is the peak national body representing Australia’s oil and gas exploration
and production industry. APPEA has about 80 full member companies. These are oil and gas explorers and producers active in
Australia. APPEA members account for an estimated 98 per cent of the nation’s petroleum production. APPEA also represents more

than 230 associate member companies that provide a wide range of goods and services to the upstream oil and gas industry.

APPEA works with Australian governments to help promote the development of the nation’s oil and gas resources in a manner that
maximises the return to the Australian industry and community. APPEA aims to secure regulatory and commercial conditions that
enable member companies to operate safely, sustainably, and profitably. The Association also seeks to increase commmunity and
government understanding of the upstream petroleum industry by publishing information about the sector’s activities and economic

importance to the nation.

www.appea.com.au
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