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PETROLEUM TITLES (BROWSE BASIN) BILL 2014 
Declaration as Urgent 

MR W.R. MARMION (Nedlands — Minister for Mines and Petroleum) [11.45 am]: Pursuant to standing 
order 168(2), I move — 

That the Petroleum Titles (Browse Basin) Bill 2014 be considered an urgent bill. 

I would like to thank the opposition for its support and cooperation with this motion. We are bringing forward 
the debate on this bill as a result of the opposition’s agreement that it is happy for this bill to be dealt with today, 
and I thank the opposition spokesperson for that. For the information of the house, since Geoscience Australia 
advised the state of new high-water features that changed the delineation of Western Australia’s coastal waters, 
the Department of Mines and Petroleum has been working on the legislative response required. The department 
has been working on very tight deadlines throughout this process, and it has met each one. Parliament now needs 
to pass this legislation before the current retention leases, which expire on 23 December, can be renewed. I urge 
all members to support this motion. 

MR W.J. JOHNSTON (Cannington) [11.46 am]: The opposition supports the motion that the Petroleum Titles 
(Browse Basin) Bill 2014 be declared urgent. I make the point that on a number of occasions when the 
government has sought to have legislation declared urgent, it has been because of its incompetence. The Minister 
for Environment recently declared a bill urgent when it was urgent only because the government had spent 
15 months doing nothing. However, on this occasion, that is not the case. The issues that arise in this bill became 
known only in May this year, and the formal advice I think was received only six or eight weeks ago. Therefore, 
although the government obviously began to act when it was advised of the issue, it could not take formal action 
until it had been formally advised by the commonwealth government. There is no doubt that this bill needs to be 
passed before Christmas. If this bill is not passed in this chamber this week, it will be difficult to get it through 
the other chamber before Christmas. This is important legislation, and, when we get to the second reading 
debate, we will run through why that is the case. That is why the opposition supports the motion that this bill be 
declared urgent. 

I also make the observation that we were advised that the government wanted to declare this bill urgent by way 
of correspondence last week from the Leader of the House to the leader of opposition business. I think the 
Minister for Mines and Petroleum might have not realised that he had to get this bill through this house today in 
order to get it through the other house before Christmas—I think he may have had wrong information about the 
time line in the other house. I left Parliament last Thursday thinking that we would not be dealing with this bill 
until Parliament resumed in November. It was only by way of that correspondence from the leader of 
government business that we found out that we would have to deal with this bill today. But we do accept that we 
have to deal with it today. I am not trying to excessively embarrass the minister for having given me the wrong 
advice last week. I am sure that was because of what he had been told and not — 
Ms R. Saffioti: You’re being very nice today, member! 
Mr W.J. JOHNSTON: I am! 
Mr P.C. Tinley: He’s warming up! 
Mr B.S. Wyatt: Ridiculously! 

Mr W.J. JOHNSTON: Yes! I am warming up—ridiculously, I know—and I will get another tweet from 
Gareth Parker about how I am being friendly to a government member, which is what happened the last time 
I said that I was not here for a fight. I think the Minister for Mines and Petroleum, when he replies to the second 
reading, might acknowledge Hon Kate Doust who pointed out to him that he would get it through the other 
house on the previously understood time line. We are happy to do it. This is an example of what these provisions 
are designed for—not for dealing with the repeal of defunct legislation, as we did last year and all those other 
times that a minister did not get his or her act together. This is one of those genuine times when the government 
needs to declare a bill urgent. What happens? The opposition cooperates. 
Question put and passed. 

Second Reading 

Resumed from 15 October. 

MR W.J. JOHNSTON (Cannington) [11.50 am]: I rise to open the opposition’s contribution to debate on the 
Petroleum Titles (Browse Basin) Bill 2014. We received a briefing yesterday from departmental staff. As the 
Minister for Mines and Petroleum explained in his second reading speech and was explained in detail in the 
explanatory memorandum, this bill is required because the extent of state waters is different today from what it 
was understood to be in the past. We were advised by the departmental officers that this bill was introduced 
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because two cyclones—cyclone Fay in 2004 and cyclone Greg in 2006; it might have been a bit later—blew 
through the Scott Reef area of the Browse Basin, the offshore Kimberley, and deposited rocks onto a number of 
reefs that are now, through the process of the geological survey, declared to be land. As they are land, those reefs 
are now state territory; therefore, the area extending three miles around that is also now state waters. One of 
these is Seringapatam Reef, which is over an exploration licence, and the other one is Scott Reef, which includes 
north and south Scott Reef. That is smack bang over the top of the Torosa gas field—one of those monster gas 
fields that we are lucky as Australians to have in our national economic zone. 

I will leave aside the exploration permits for a minute; I will just talk about the Torosa gas field. The Torosa gas 
field was partly already in state waters and recognised land—from a place called Sandy Islet. By the way, I am 
advised by the departmental advisers that even if a storm comes along later and removes the land, we keep it. 
Once it is given to us, it is forever considered land and the commonwealth cannot take it back. 

Ms R. Saffioti: They can’t tow those rocks away! 

Mr W.J. JOHNSTON: No. The commonwealth cannot blow them up. Maybe it would get the members for 
Churchlands and Willagee to go out one night and blow them up or something. But they cannot do that. It also 
made me think that we should get a load of sand and start dropping it over other known oilfields! 

Mr W.R. Marmion interjected. 

Mr W.J. JOHNSTON: I was thinking a couple of thousand feet to build up over a couple of other oilfields. It is 
probably worthwhile. 

Ms R. Saffioti: You should try it! 

Mr W.J. JOHNSTON: Yes, I could try it. 

Because the Torosa field has been known for a long time—about 35 years—it is held under what is called 
a retention lease, which is the right for that field to be exploited by a particular company. The retention lease 
expires at the end of this year. If there is nothing in place through this legislation, the commonwealth could not 
grant an extension to the retention lease, so the part of the gas field that is in what we now know to be state 
waters and state lands would be open to somebody else to apply to exploit that portion of the field. That would 
obviously be very attractive, because we know the field is there; we know it is a humungous gas reserve. We 
would have to beat the oil companies off with a stick to get them away from claiming that. Under normal 
arrangements, the companies that have the retention lease have obligations in respect of those leases but, 
obviously, also rights. This bill creates an equivalent state right to equal the existing commonwealth right so that 
the companies are not disadvantaged in any way by the fact these reefs, islands and state waters et cetera now 
extend over the top of the Torosa field. 

The exploration leases are slightly different because that is a right to look, rather than a right to exploit. If at 
some future date something is found, they will have to go through those other processes to get a retention lease 
or a production licence. We are not certain that there is anything under those particular waters. It is creating an 
equivalent right under this stand-alone state legislation that is exactly the same as the exploration right that gas 
companies have under the commonwealth arrangements. The minister can correct me if I am wrong: those two 
exploration leases do not quite line up in their expiry dates. This bill means the new state rights will have the 
same common termination date rather than different termination dates, particularly because one of those state 
rights will cover a very small amount of ocean, because of the interaction between the new state boundary and 
the existing commonwealth exploration title. 

This legislation goes to the heart of one of the most important natural resources we have in Western Australia—
natural gas. Western Australians are justifiably proud of the fact that we are the dominating force in exported 
liquefied natural gas from Australia at the moment. Of course there is one LNG production train and another one 
under construction in the Northern Territory, but compared with the five trains on the North West Shelf project, 
the one train at Pluto, the three trains under construction on Barrow Island for the Gorgon project and the 
two trains under construction for Wheatstone, the one and a bit in the Northern Territory is not a lot. However, 
Curtis Island in Queensland currently has three projects under construction and a fourth under consideration; 
although it is likely that the fourth project will not proceed as a stand-alone project. It is much more likely that 
the gas resource will be processed through either an expansion or some other way through one of the three 
projects currently under construction. One way or another, Western Australia is currently the dominant force in 
Australian LNG. 

Most of the gas that is processed for export is in commonwealth waters. I will start with the North West Shelf. 
I am currently reading Gareth Evans’ book Inside the Hawke–Keating Government: A Cabinet Diary. A lot of 
that is about the negotiations between the commonwealth, the state and the proponents for the North West Shelf 
LNG project and its original two trains. It has five export trains and two domestic trains. Domestic trains were 
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used because back in the late 1970s early 1980s, when that project was coming to fruition, LNG was not a 
mature technology and the project could not work without government assistance, and government assistance 
was in the form of a massive take-or-pay contract for domestic gas. In fact, the price we paid for domestic gas 
out of the North West Shelf joint venture was higher than the export price, because again back in the late 1970s 
and early 1980s gas was considered a waste product, and in many parts of the world it was flared—even large 
volumes were being flared in the Middle East—and effectively given away free. In the 1970s, after the Arab oil 
embargo led to an increase in the price of oil from what had been historically $2.50 a barrel to $20 and later 
$50 and $100, suddenly people looked around the world for hydrocarbons, and a lot of gas, not oil, was found 
off the coast of Australia. At that time, the federal government was trying to get to the condensates in that gas, 
because condensate can be used instead of crude oil for certain products, including petrol. There was this huge 
resource of gas, but the gas effectively did not have any value, and there was the underlying condensate that had 
a high value and was going to help Australia in its energy security. That is what the federal government at the 
time was trying to get at. The state government, obviously, under Sir Richard Court at the time, wanted 
development, and this was seen as a good way to create development. 
Mr W.R. Marmion: Sir Charles Court. 
Mr W.J. JOHNSTON: I apologise; I got the name wrong. 
Mr B.S. Wyatt: He would be delighted by that! 
Mr W.J. JOHNSTON: He would be very happy with “sir”. 
Sir Charles Court was prepared to take a huge risk, and his risk was, of course, the take-or-pay contract for 
domestic gas, and, as I said, that price was above the export price of gas. 
All those years later, and after all the different changes—the break-up of the original take-or-pay contract, 
changing it to a term contract, and all the different changes that occurred—suddenly in the early 2000s there 
were changes in the gas price. The export price by then was generally a bit above the domestic price of gas 
because the original price index by inflation had not increased that much. But then came a period of expansion in 
Western Australia and suddenly there was not enough gas after years and years of an oversupply. If members 
want the details, they should read the “Economics and Industry Standing Committee Inquiry into Domestic Gas 
Prices”, the sixth report of the thirty-eighth Parliament, which had a great deputy chair and was a great inquiry! 
The report explains in detail what happened to the supply gap. Western Australia ended up having an 
undersupply of gas, and, therefore, the price started to spike. For a range of reasons that had nothing to do with 
any oil company in Western Australia; the price of gas into north Asia also went up. I have to comment, too, that 
not all contracts to north Asia had a high price, because at the same time in 2000 and 2001, the North West Shelf 
joint venture partners, through the vehicle of Australian LNG, as the company was called, negotiated the 
Guangdong gas contract. Again the committee report outlines that they did not index it to oil. 
Mr F.M. Logan: The deal of the century! 
Mr W.J. JOHNSTON: It was the deal of the century for the buyers. In fact, the price was so low that the news 
reports at the time were stating that executives of the selling companies were lobbying the Prime Minister of 
Australia at the signing ceremony to get him to ask for a higher price, because, of course, there was a deal 
between Australian and international hydrocarbon companies and an instrumentality of the Chinese government, 
the Communist Party of China. It was not a normal contractual arrangement because on one side were the 
businesses and on the other side was a state entity—whereas the deals that were done with Korea, Taiwan and 
Japan were company-to-company contracts. It was the deal of the century for the purchasers because the price 
was very low and, one way or another, the price for LNG exports to Asia spiked. It is important to understand 
that occurred not because of a scarcity of gas or any of those things; it is about the way the LNG industry works. 
If members want a brief outline of things, they should look at page 66 of the Economics and Industry Standing 
Committee report that explains at paragraph 234 and following paragraphs how LNG is priced. The index is 
called the JCC—the Japanese customs cleared crude index. So members can see how it is done, I read the 
report — 

The slope factor represents an energy equivalent pricing component. Energy Quest — 

That is a consulting firm — 

has defined the energy equivalent price for gas as ‘…17.2 per cent of the oil price, based on the energy 
composition of LNG compared with a barrel of oil.’ … The agreed slope factor can vary depending on 
the prevailing supply/demand balance with a slope factor of 0.172 equating to 100 per cent “oil parity”. 
If gas trades above this level (17.2 per cent of the barrel of oil price), it is cheaper for the buyer to revert 
to oil, if available, to produce the same amount of energy. 

I have read elsewhere that the slope factor had been 14 per cent, but one way or another they are indexing 
against something else; it is not being indexed against other gas supplies. Pricing gas is completely different 
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from the way iron ore is priced. We know how much iron ore is worth, not because of the price of nickel or gold, 
but because of what people are prepared to pay for a tonne of iron ore. There is no such thing as an international 
price of gas. The United States has something called the Henry Hub natural gas spot price. There is a hub price 
in the United Kingdom, Eastern Europe and Norway, and a landed price for LNG in Spain—they are all different 
prices depending on other issues. When people in oil and gas companies say that all they are doing is trying to 
get an international price for their product when they sell it domestically, they are actually saying that they want 
the JCC price net back to domestic use. I use that term “net back” because there is a cost of freezing the gas to 
make it into a liquid, and obviously that does not need to be paid if it is being put in a pipeline rather than being 
frozen. 

It is a bit strange at the moment. A large effort is being made particularly by Japanese importers to break the 
pricing model for LNG exports to north Asia. People might have heard about the two projects in the 
United States that have been approved as LNG exports to countries that are not free trade agreement countries. 
Korea had a free trade agreement with the United States, so a company in America could sell gas to Korea 
because it was part of the free trade agreement; but until this year American companies could not export gas to 
countries like Japan because it was not covered by the FTA. 

There are now two projects that will potentially lead to the export of American gas to Japan. The Japanese are 
keen on that because they want to buy the gas at the Henry Hub price rather than the Japan customs cleared price 
for oil. That goes to the question about not indexing iron ore with the price of nickel, and indexing the price of 
gas with the price of gas rather than the price of gas with the price of oil. We have had a long history of an oil 
index, but why not have a coal index? It would be just as logical to say that the energy value of coal is X, the 
energy value of gas is Y and that we are going to index the gas price against the coal price. But of course that 
would not suit the people who have the right to exploit the gas. I am not suggesting a coal index; I am saying 
there is no more logic in pricing Australian domestic gas against the JCC price than pricing it against the coal 
price. In fact, maybe we should have a solar panel price index because solar panels are actually one of the big 
challenges for the energy system; maybe we need to index gas prices against solar panel prices. 

Mr F.M. Logan: Nuclear. 

Mr W.J. JOHNSTON: Nuclear would be way above the current price, mate—it would be higher than the JCC 
if we indexed against nuclear. It is a very expensive option. 

Mr F.M. Logan: I know, but it brings it to people’s attention, though. 

Mr W.J. JOHNSTON: It does. 

As I say, associated gas—that is, gas that comes up when oil is being withdrawn—always used to be flared, and 
that is the basis of much of what has happened in Qatar. Although it is now exporting gas fields, originally, if we 
look at what happened 30 years ago when Qatar started looking at liquefied natural gas, it was actually using 
associated gas. Of course, gas is still being flared on Barrow Island. In fact, that gas should be piped to Varanus 
to be processed and sold into the domestic market; that would help with supply a bit. It would cost almost 
nothing to build a small pipeline from the northern end of Barrow Island, where the gas is flared, over to 
Varanus. It is entirely up to the companies. There is nothing the government can do to make them do it, but it 
would be a good idea. 

It is interesting that at the moment work is being done by the government of Singapore to create a trading hub for 
LNG in Singapore. Pavilion Energy recently imported its first cargo, and it is potentially one of the customers 
for Queensland. The Singaporeans are trying to create a gas-on-gas hub price for LNG. It is interesting to find, 
when we read the literature on this development, some of the problems they are having, one of which is the 
destination clauses in the LNG contracts. If LNG is bought from company X out of project Y, it has to be 
unloaded in Tokyo or Osaka. Say there is a take-or-pay contract and the load has to be taken and it is shipped but 
it is summer and not as much gas is being burnt. If somebody has something else going on somewhere else and 
would like the gas, the customer has to take the cargo to Japan, unload it, reload it on another ship and bring it 
back to Singapore for the trade. Members can imagine all that extra cost, plus the extra liquefaction. Let us say it 
was going from the North West Shelf. It would be much cheaper to take it to Singapore and trade it there, but the 
contract does not allow that. 
If we had a domestic supply contract with that as a term, it would be against the Australian competition laws and 
the Australian Competition and Consumer Commission would not let people do it. But our export contracts are 
written in that way. It is a ridiculous position that the oil and gas companies are putting us in the position of 
cheering for the Japanese in the negotiations with the oil companies because as Western Australians we do not 
share any of the tax revenues from our offshore gas projects; Western Australia does not get any royalties out of 
the Gorgon or Wheatstone project. We get a share out of the North West Shelf because of a deal done back in the 
1980s, and of course we will get a share out of the Torosa field because it is on our land and partly in our waters. 
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We are cheering for the Japanese because the gas companies want us to pay the price the Japanese pay. Even 
though it is probably not in the interests of Australia for us to cheer for the Japanese because we would prefer the 
Japanese to pay a higher price because that is better for Australia, if we tie the domestic price of gas to the 
Japanese price of gas, that is the inevitable result. I do not understand why they would like us to do that. 
There has been a lot of discussion about the costs of greenfields LNG projects. There is absolutely no question 
that doing a greenfields project—for example, Gorgon, Wheatstone, and the Browse project if it had gone to 
James Price Point—is extraordinarily expensive. Australia is a high-cost country, and we all accept that. One of 
the reasons we are a high-cost country is that particularly our iron ore exports have pushed up the value of our 
dollar, so the labour costs in Australia have shot up with the cost of the dollar. If we had a 60c dollar, labour 
costs would be 30 per cent lower. In 2012, I went to an interesting conference put on by APPEA—the Australian 
Petroleum Production and Exploration Association—and the University of Western Australia. They were talking 
about the labour costs being 30 per cent higher than those of the United States, and at that time our currency was 
$US1.10 for a dollar—now it is 91c for a dollar. Therefore, the gap in labour costs has closed by nearly 
20 per cent since that conference. If our dollars fell further, that cost gap would close. 
I have read interesting commentary about the proposal to build a greenfields LNG facility on the west coast of 
Canada. They are looking at what has happened in Australia; the same thing will probably happen for that 
project in Canada because it is a remote project. There are opportunities for gas to be processed in brownfields 
projects by backfilling the five export trains on the Burrup. We do not have a national oil and gas company as is 
the case in other countries, and I am not proposing that we should, but if we did, the first thing to happen would 
be the backfilling of existing infrastructure. Indeed, the government in Qatar controls the infrastructure; the gas 
majors might produce and export gas, but the government controls the infrastructure. I am not aware of anything 
that compares the cost of brownfields with greenfields projects. I am also interested to know the cost of 
a brownfields project compared with a floating proposal. That is a problem for the commonwealth government, 
not us, but I fear the technology providers are going to ask for a technology payment for the use of the floating 
technology. That would be a way of ensuring the interests of the technology’s owners are protected against 
inflation, compared with the interests of the taxpayer. As we write off assets, obviously the amount of tax being 
taken from the facility goes up because the value of the capital goes down. However, if there was a technology 
payment, the value of it could be maintained in real terms as we go forward, rather than being written off like the 
capital value of the project. That is a problem for the commonwealth, not us, but there is absolutely no 
technological reason why we cannot have a tieback to the mainland for domestic gas from a floating facility. 
I went out to the Griffin Venture when it was operated off the Pilbara coast as a floating, production, storage and 
offloading vessels; it is not a floating LNG facility. It is the same idea but just on a smaller scale. It had a riser to 
bring up the gas and a pipe to take the gas back down out to the tieback and over to the coast. There is absolutely 
no reason why a pipeline cannot be run from a floating facility back to the mainland. I do not know how much 
that would cost, and a proponent would probably say it is too expensive, but I would love to see the figures. 
I would also like to know whether there is any plan to provide liquefied natural gas for domestic gas supply. If 
companies were to put in a receival facility south of Geraldton and use the Mondara facility for balancing, we 
would have to pay for the cost of the liquefaction. Re-gassing is probably not very expensive. I have read a lot 
about floating re-gas facilities that seem to be popping up around the world—it is becoming more established 
technology—but one way or another, we will still have to pay for the liquefaction. According to the information 
we had at the time of the report, that costs about $4 a gigajoule, which is about half the value of the gas. That 
does not sound like a plan. I do not believe that any federal or state government would ever accept domestic 
supply of LNG as being a solution for domestic gas needs. 
I want to address this domestic gas reservation issue because it gets a lot of commentary, and I will talk about the 
Grattan Institute’s report that it put out last week. Before I do, however, I make the point that the original 
North West Shelf joint venture did not have the gas reservation policy applied to it. Instead, a deal was done 
between the government and the proponents for the supply of domestic gas. As I explained previously, if it had 
not been for that, there would never have been an LNG project because it could not be financed. It was the 
domestic gas project that allowed the cash flow to finance the export project. I accept that the world has moved 
on and that that is no longer the case because major companies can now finance their LNG projects without 
a domestic contribution. 

The Gorgon project had a gas supply obligation that was about 15 per cent of the original project—I think it was 
about 12 per cent of the original proposal. However, between the time of the agreement and the implementation 
of the project, the proponents had changed the project and made it larger, which meant that it did not end up with 
roughly 15 per cent, but about a six per cent domestic gas supply. When the representative of the Gorgon joint 
venture, who happened to be a Chevron employee, gave evidence to our committee, we asked him—it is in the 
transcript—what the rate of return was and how the proponents made their economic decision. He said that it 
was an obligation, not an economic decision. The proponents must have done a financial analysis to see whether 
they would make money out of the project, and they must have accepted that a certain supply of domestic gas 
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would not destroy the economics of it. The point is that the domestic supply was not decided upon because of its 
economics. Gorgon will never supply gas to the domestic market because of economic reasons, but because that 
was what was agreed to with the government. The next project I will comment on is Pluto. Pluto is supposed to 
provide domestic gas after a certain volume of export gas. There are real questions about when it will come to 
the table on that because it is currently not supplying that gas to the domestic market. Wheatstone also has an 
agreed supply obligation. 
I will now turn to the Grattan Institute’s report written by its energy analyst, Tony Wood. I met Tony Wood 
when he came over here for the Energy in WA Conference earlier this year and I was pleased to have 
a conversation with him. Everything I can see about him indicates that he is a very bright man with a deep 
understanding of the energy sector. He has a very strong curriculum vitae and is a person to whom we need to 
listen. I will turn to chapter 5 on page 30 of his report headed “What do rising prices mean for the gas supply 
sector?” The first part of this chapter is about gas producers, and he makes the argument that the producers will 
continue to supply the domestic sector. He writes — 

There are two reasons why producers won’t simply sell their gas at the highest price they could 
command on the export market to the exclusion of the domestic market. Firstly, losing a domestic 
market, perhaps to alternative energy, would not be done lightly since it is unlikely that the market 
would be recovered any time soon. Secondly, there is a risk that governments could intervene in the 
market if the consumer backlash or the loss of jobs were to become overwhelming. 

The first thing he says is that the suppliers would not want to lose the market share, but let us consider the 
example of Alcoa. If Alcoa were not able to source gas, that market would not be taken up by coal supply or 
wind energy because bauxite is a very common product. As with iron ore, the earth’s crust is full of bauxite. All 
that would happen is that those three plants would stop processing Western Australian bauxite. All Alcoa’s 
equipment would be packed onto a boat and moved to process bauxite somewhere else in the world. Supply and 
demand would then even out. There would never be an oversupply of gas and so the price would not fall; it is 
just that the demand would not be there. The second point to his argument is the risk that the government would 
intervene in the market because of the backlash. I take him to mean a domestic reservation policy. In chapter 6 of 
his report beginning on page 32, he makes the case very strongly that the government should reject a domestic 
reservation policy. He writes — 

Governments are already being called to act. Industry groups have begun to put pressure on 
governments, with some advocating a reservation policy and a national interest or public interest test. 
In researching this report, we also heard calls for governments to fix a domestic price—either 
temporary or permanent—that is lower than the international price. 

He continues on page 33 — 
The economic benefit of the gas resources is shifted from producers to particular industry consumers. 

This is about interventions — 
This redistribution “would be achieved at a net cost to the Australian community”, according to the 
Bureau of Resources and Energy Economics. More bluntly, economics professor Stephen King has 
described such a reservation scheme as “blatant, inefficient and inequitable”. Western Australia has a 
reservation policy with bipartisan support. Yet the Government’s own economic regulation authority 
recently concluded that domestic gas reservation policy “is not required; indeed, the policy is likely to 
inhibit development of the Western Australian gas market in the long term.” 

On page 34 he writes — 
Domestic reservation schemes impose an implicit tax on gas producers and deliver a subsidy to specific 
(gas) consumers. An explicit tax regime is a more efficient means of collecting revenue. It also gives 
governments more flexibility to decide how to spend that revenue, whereas protectionist policies confer 
all of the benefits on gas users. 

The argument that Australians have more to gain from trading LNG than they have to lose from higher 
prices assumes that appropriate tax and transfer systems are in place. Governments need to ensure that 
the public really does benefit by levying the appropriate taxes and royalties on LNG exports. A review 
of these arrangements is beyond the scope of this report, but should be seriously considered given the 
scale of the change. The Australian Industry Group recently made a similar argument.  

I want to touch on each of these discussions. As I said, I think that the Grattan Institute generally, and 
Tony Wood’s contribution in particular, need to be considered. Although I am a supporter of gas reservation, 
maybe I am wrong. I want to look at what he talked about. Firstly, I will look at the idea of fixing the price of 
gas lower than the international price. I do not agree with fixing the price. As I have said to gas producers and 
gas users, I would like a policy that provides an oversupply of gas in the market and then the market will fix the 
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price. I have not done economics 101 but if I did, I would learn that if we have an oversupply of a product, we 
have a low price. I am about having a traded price, not a set price. We all know that the lowest price would be 
the lifting price of the gas. If we are selling it below our lifting price, we would go broke and that means we 
would not sell it. That is the flaw—the lifting price. Once upon a time, Woodside used to include the average 
lifting price of gas in its annual report. It no longer does so. I find that interesting. 
The next thing is this question about the Economic Regulation Authority’s report. It has a very interesting 
chapter on the domestic gas reservation price. It has a number of tables, both in the draft report and the final 
report, showing an econometric analysis of the effect of the domgas reservation policy. It shows that the domgas 
reservation policy allows investment into industries that would not otherwise survive and therefore it diverts that 
investment away from higher valued activity elsewhere. The problem with that analysis is that it is at too global 
a level. There is not a separate Western Australian price close to the Henry Hub price for gas but if there were, 
the investment would be diverted from elsewhere in the world into Western Australia. Increasing the gas price 
towards the Japanese crude cocktail price allows the investment to occur elsewhere in the world. As I said, Alcoa 
would shut its plants in Western Australia. It would not idle them; it would move them. That is what would 
happen and other facilities would be created elsewhere in the world. The investment will occur. It is true that if 
we consider a low domestic price of gas a subsidy—I do not—we are asking for investment to move from 
elsewhere in the world into Western Australia. I personally do not think that is a bad thing. I make the point 
when I am talking to energy executives that I am a Western Australian shadow minister and I hope to be 
a Western Australian minister. That is my job. In my view, diverting investment from the United States into 
Australia is not a bad thing because the current gas price regime on the east coast of Australia, which is just 
falling to bits, is seeing investment by Australian companies diverted from Australia to the United States. We 
have already had that problem here because we have already had our gas price spike. The economic analysis is 
correct but it is just meaningless because it is not looking at Western Australia. 
I want to turn to the comments made about spending the revenue more flexibly. We are the only country in the 
world that has no government involvement in the LNG industry. I will come to the United States in a moment—
I want to analyse what it is doing—because at this stage, apart from re-gassing, it does not export its own 
domestic gas. It will in the future but not at this stage. I am not asking for government involvement in the LNG 
industry. I think I frightened David Byers, the CEO of the Australian Petroleum Production and Exploration 
Association, at the Woodside dinner a little while ago because I was halfway through explaining my view about 
what it would be like if we did have a government oil company and then we were interrupted by a speech. I left 
the second part of the conversation hanging, so he is probably frightened that that is what I was going to argue 
for, but I am not arguing for that. 

Mr F.M. Logan interjected. 
Mr W.J. JOHNSTON: The member for Cockburn can do it. 
There are expectations on the industry because there is an absence of government involvement in the facilities. 
It is the commonwealth’s decision but it is appropriate that it approve developments that maximise its tax 
revenue. I am not convinced that that will be FLNG; I think it is much more likely to be an expansion of existing 
facilities. A couple of days ago I read an article in The Australian Financial Review—I think it was KPMG but it 
may have been Ernst and Young—about a higher level of cooperation in the LNG industry. It is in the interests 
of not only Western Australians and Australians, but also the companies themselves to have a higher level of 
cooperation. I wish to make a point about Wheatstone. It is a fabulous onshore project. We love onshore 
projects. Let us not forget that the pipeline bringing the gas from the field to the LNG facility crosses over the 
main line for the North West Shelf. Let us not forget that the line taking the gas from Ichthys to Darwin for the 
Inpex Corporation runs across the surface of the Prelude lease. When Shell says that Prelude is an isolated field 
and it does not support the high level of capital costs for standalone infrastructure and that is why it is doing it 
slowly, of course it is right. A floating plant was not the only choice. It could have tolled into the Inpex facility. 
That would probably have required the construction of a second train in Darwin. A two-train facility would have 
been much more financially viable for Inpex. It would have been much better for Western Australia because the 
cost of the pipeline from Ichthys to Darwin could have been amortised over two projects instead of one and Shell 
could still have got its gas to market. Shell would be saying, “Hang on a second, that’s our project. We’ve got 
the right to make our own decision. We shouldn’t have to cooperate with our competitors.” That is all true but it 
should not complain when governments say that they have expectations too. Companies rightly make decisions 
based on their needs. The government is neither an investor in the project nor a partner in companies’ projects 
but it is a regulator and a facilitator and it does have interests. The government can influence and set out its 
interests and then the companies will respond to them. 

I now want to turn to what is happening in the United States. It is interesting to read the literature. When we talk 
about upstream oil and gas companies in Australia, everybody talks about the LNG facilities but in the 
United States, they do not. They talk about upstream being the exploration and production companies and the 
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downstream being the users but they describe the LNG facilities—the pipelines and the gas processing—as 
midstream. Leaving aside the Chevron project in Canada that I mentioned before, which is the same type that we 
have here with the exploration and production operator also running the LNG facility, these LNG export 
facilities that are selling gas to Japan are toll facilities. The companies building the LNG facilities do not have 
a gas field; they have a pipeline. The people exporting the gas to Japan buy the gas at the hub price, pay a fee for 
using the LNG facility and then export it themselves. The reason the landed price in Japan, even at  
$4 a gigajoule, is about the JCC price or slightly lower, about which all the Western Australian gas producers go 
“yay”, is because of the shipping costs—the extra distance of getting it from the Gulf of Mexico and through the 
Panama Canal. Nobody knows how much they will have to pay to get it through the Panama Canal and across 
the Pacific Ocean. I think it is about a 22-day steaming distance compared with seven to nine days from Western 
Australia. However, a project has also been proposed in the United States for a liquefied natural gas export 
facility in Washington state, which is only seven days steaming from Japan. It is a hub-based project—in other 
words, it is not based on a specific gas field—so suddenly there would be a revolution in pricing for the 
Japanese, because they would be able to buy at the hub, pay for the liquefaction and then pay the shipping costs, 
which would be equivalent to the shipping costs out of the west coast of Australia. That would be a major change 
to the way that LNG is priced in the Pacific basin, and I imagine that that is keeping the oil and gas executives 
awake at night, because that would really turn everything on its head. I am not saying that that is a good thing; 
I am just saying that if it happens, it happens. I note that at a conference late last year or early this year on 
exports to Japan, a comment was made by a federal minister about the Japanese leaving the pricing model alone. 
Customers will always look at how they can get a better deal. 
I just make the point that all the LNG projects up to now have been based on this arrangement. The developers 
find a large gas resource that will justify a 20 or 25-year project, they find customers with a large balance sheet 
to justify the risk of a 20 or 25-year contract and then they sign a deal over that long period with some form of 
indexation, which is where the Japan customs-cleared crude index came from, because there had to be an index 
that everybody understood. The risk for the developers of the project was relatively small once they had signed 
the contract with the off-take customer, and they probably could get the project through their board on about 
75 per cent of the total capacity of the project. While the project was going along, they would probably find 
a couple of extra customers and they would have a spare couple of ships a year and they could sell that into the 
spot market in Europe during winter, as there will always be somewhere to get rid of the extra cargoes. 

When there was a change in the indexed price of oil, all the capital costs were included in the index. But if the 
Japanese win and they get more of these projects in the US that are pricing the gas out of the hub price and then 
they pay a fee for the use of the infrastructure, they will have to index only the commodity price of gas. It is 
a revolutionary change for the oil and gas companies. It is interesting to look at the Browse project, because 
there are currently no customers for the Torosa field. If there is one thing that everybody in the world knows, it is 
that there will not be any development in the Torosa field until there is a customer. I can imagine that there are 
a lot of tough discussions going on. Why is that relevant? My view has always been that it is in Western 
Australia’s interests, it is in Australia’s interests and it is in the interests of the field developers to make sure that 
the five LNG export trains and the two domestic trains on the Burrup have a long supply of gas. I have been 
reading about the Arun facilities in Sumatra and the Bontang facilities in Kalimantan, which are short of gas, so 
they are idling facilities. In fact, Arun has LNG trans-shipments to be burnt in the power station because it is 
such an important part of the energy supply for North Sumatra. It would be a tragedy if the five export trains and 
the two domestic trains on the Burrup were idled. If they were, governments would have to think about that. Of 
course, we are not proponents; we do not have our gas. I make the point that it is not their gas either, which is 
some of the commentary I make about the Grattan Institute report, which refers to the producer’s gas. It is not 
the producer’s gas; it is the Crown’s gas. One way or another, it is not the Crown’s money paying for the 
projects. Representatives from Woodside have asked to speak to me, so they will brief Labor people in 
November when we set a date. Obviously, I talk to Woodside people whenever I can. I am sure that they will 
have lots of things to tell me about the economics of the proposal, and I look forward to it. I do not have a closed 
mind, but I do say that the principal issue for Western Australia is those five export trains. If I were a Woodside 
investor—I am not—I would also be interested to know when it will build the second train for Pluto. When 
I went up to Pluto during the gas inquiry and got a tour of the construction work, Woodside made the point that it 
had been entirely designed to have two trains. Clearly, if it had a second train, it would increase its capital 
utilisation. I am not an investor; it is not my money. I just make the observation that it would be good for the 
state and the country and, I reckon, for Woodside to have two trains on Pluto. There would be higher capital 
utilisation. If I had done economics 101—I have not—that is what I would have been taught. The more work that 
can be put through one piece of capital, the more money that can be made out of it, because the costs can be 
amortised over a larger volume. It seems pretty straightforward to me. 

Mr W.R. Marmion: How would you make them do that? How would you make that happen? 

Mr F.M. Logan: There is a commitment for them to review whether they are going to do it. 
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Mr W.J. JOHNSTON: I am not trying to pick a fight with the Premier, who is not in the chamber. We cannot 
make companies invest, but we can create the right environment in which to invest. All the oil and gas people are 
going to ring me when I sit down and say that domestic reservation is antithetical to encouraging that investment. 
That may be right, but other issues are involved in domestic gas supply. Santos Ltd is the good guy, because it 
does not export yet. It is just about to do so on the east coast, but it does not export from WA, so that makes it 
the good guy. Apache Energy currently does not export, so that makes it the good guy. They say that the 
reservation policy creates an overhang and discourages them from bringing a field into production. When the 
committee did the inquiry and the industry players appeared, they all said that there are smaller fields that are not 
economic to support an LNG project but they could be used to support a domestic supply. After the first couple 
of industry players said that, the five members of the committee made a decision to ask them to name one of 
those fields, and they would say, “No, I have not given that any consideration.” 

The problem with floating technology is that it can be located in one location for 10 years and then it can move 
to another location for 10 years. Look at what happened to Gorgon; between the original approvals and the final 
project, all these additional fields got chucked in. I think it is BP that does not toll its gas through Gorgon, but it 
effectively tolls its gas. I think I am right that BP sells it to Shell at the inlet valve and buys it back at the outlet 
valve. That is tolling in any other language, and maybe getting more free access to infrastructure.  If the 
North West Shelf joint venture does not need both its domestic trains, maybe it could make one of them 
available as a tolling facility. Who knows? All sorts of people might decide that it is better to toll and get $6 or 
$7 rather than leave it in the ground in the hope of getting $12 in 15 years’ time. 

It is currently not my problem, but I am looking forward to having that problem. I want to say to the industry 
people listening—because they are all sitting in their offices panicking about what I am saying—that I listen to 
them and take account of what they say. They have genuine interests and I am not trying to ignore their genuine 
interest. They are investing an enormous amount of money and making a huge contribution to Western Australia. 
I am not criticising any of those things. But we still need domestic supply of gas at a reasonable price. 

Debate interrupted, pursuant to standing orders. 

[Continued on page 7911.] 
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