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Chart 14: Nominal components of average retail diesel prices in the five largest cities: 2010-11
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Source: ACCC calculations based on Informed Sources, Platts and RBA data.

Chart 15: Nominal components of average retail automotive LPG prices in the five largest cities: 2010-11
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Source: ACCC calculations based on Informed Sources, LPG Australia and RBA data.
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Components of the pump price

Chart 16 shows a more detailed breakdown of the components of the annual average retail
petrol price across the five largest cities from 2004—-05 to 2010-11.

Each bar represents the annual average retail price disaggregated into the following:

Tapis crude oil—the benchmark for crude oil in the Asia-Pacific region (including Australia)
gasoline crack—the difference between the price of Mogas 95 and Tapis crude oil
wholesale costs and margins (excluding excise and the GST)*?

retail costs and margins (excluding the GST)

excise and the GST—this is excise (which is set at a constant 38.14 cpl) and the GST.

Chart 16: Components of Australian retail petrol prices in the five largest cities: 2004-05 to 2010-11
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Source: ACCC calculations based on Informed Sources, Platts and RBA and WA Fuelwatch data, and information provided by

monitored companies.

Chart 16 shows clearly that changes in the international price of crude oil have been
overwhelmingly responsible for movements in retail petrol prices.

12 Note that prior to July 2009, the Queensland Government provided a subsidy at the retail level of 8.4 cpl (around 9.2 cpl when GST

[34]

is included). Therefore, terminal gate prices prior to July 2009 in Brisbane have been reduced by 9.2 cpl to put the wholesale and
retail prices on a consistent basis.
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Litre:

The components attributable to excise and GST and the local petrol companies have been
relatively stable.

Between 2004-05 and 2010-11, the average pump price of RULP increased by around 31 cpl.
Most of this increase—over 22 cpl—has flowed back to the suppliers (owners and extractors) of
the crude oil. By contrast, the amount flowing back to the local petrol companies has increased
by about 7 cpl over the same period. This increase includes increases in costs to cover inflation
as well as increases in freight and other operating costs.

Conclusion—Prices, costs and profits

ACCC analysis has shown that petrol prices have generally been in line with the underlying
costs of supply and international benchmarks:

e Movements in the international price of crude oil have driven movements in petrol prices
in the region (as reflected in the Mogas 95 benchmark price) that in turn have driven
movements in Australian retail petrol prices.

e In any particular week, retail price cycles in the major cities may cause divergences from the
benchmark prices of several cents per litre, depending on the phase of the cycle.

e Average downstream petrol industry profits in Australia do not appear high compared with
other industry sectors operating in Australia.

e Most of the benefits from recent higher fuel prices have been captured by the owners and
producers of crude oil. Of the increase in petrol prices from 2004-05 and 2010-11 of
31 cpl, over 22 cpl flowed back to the suppliers of the crude oil. Over the same period the
amount flowing back to the local petrol companies increased by about 7 cpl.

Petrol prices in Australia compared with prices in
other countries
Retail petrol prices in Australia remain low compared with other countries in the Organisation for

Economic Co-operation and Development (OECD) (see chart 17). In the June quarter of 2011,
Australia had the fourth-lowest petrol prices in the OECD.

To a large degree, lower petrol prices in Australia are due to lower fuel taxes. If the impact
of taxation is removed, the underlying price of petrol in Australia is around the median of
OECD countries.
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Chart 17: Petrol prices and taxes in OECD countries: June quarter 2011
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Source: Department of Resources Energy and Tourism, Australian Petroleum Statistics; issue no. 182, September 2011.

Notes:  Care must be taken when making international comparisons as fuel quality standards (for example, octane rating and the
content of MTBE and sulphur) for the most commonly used form of petrol in each market differ between countries.
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Recent developments in the fuel industry

Continued increase in sales of E10

During 2010-11, sales of ethanol blended petrol (EBP) continued to increase substantially.

This increase has primarily been due to the operation of the NSW Government mandate

(see chart 18). On the other hand, in Queensland, where plans for the introduction of a mandate
were suspended, sales have fallen slightly.

Chart 18: Ethanol blended petrol as a percentage of total petrol sales: 2005-06 to 2010-11
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Source: ACCC calculations based on RET data, Australian Petroleum Statistics, various issues.

NSW Government mandate on ethanol
The NSW Government mandate specifies the following:

e From 1 January 2010, the volume of ethanol sold should have made up a minimum of
4 per cent of the total volume of petrol sales.

e From 1 October 2011, the mandate increased to 6 per cent. As E10 generally consists of
10 per cent ethanol, in effect this means that 60 per cent of all petrol sales must be E10.

e From 1 July 2012, ‘primary wholesalers’ must not sell RULP unless it is E10. This means
that most motorists in NSW will effectively be only able to buy E10 or PULP.
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The Queensland Government had proposed to introduce an ethanol mandate for petrol sold
in Queensland by 31 December 2010. The draft bill stated that the volume of ethanol must
not be less than 5 per cent of the total volume of RULP and EBP sold in Queensland from
31 December 2010. Plans for the mandate were suspended in October 2010.

The operation of the NSW ethanol mandate is having and will continue to have some significant
impacts on consumers:

e The mandate reduces the availability of RULP (from 1 July 2012, RULP will effectively be
removed as a choice for consumers in NSW and, as an indirect consequence, the ACT).

e Motorists who cannot use E10 (or choose not to) may be forced to use premium unleaded
petrol (PULP), which is significantly more expensive than RULP.

e Despite recent increases in production, some industry participants have raised concerns
that current domestic production capacity may not be sufficient to meet demand under the
full effects of the mandate and that there is the potential for shortages of ethanol and E10.

e The tax treatment of fuel ethanol imports makes it unlikely imports will be able to provide
competitive pressure on Australian prices in the short to medium term.

e The move to PULP by some consumers could lead to a shortage of premium unleaded
petrol (PULP) throughout Australia.

e There is potential for the price of E10 and PULP to increase relative to RULP.

In the past, the ACCC has acknowledged industry concerns about the potential supply and
price impacts of the ethanol mandate. Given ongoing industry concern over supply and price
issues relating to ethanol mandates, the ACCC intends to continue closely monitoring the EBP
market in the coming year.

Changes in market structure

The structure of the domestic fuel market continues to evolve in line with international
trends. Integrated refiner-marketer oil companies continue to move away from lower margin
downstream activities to concentrate on oil exploration and extraction.

This year saw a number of important developments in the Australian fuel industry.

The announcement of the end of refining at Shell’s Clyde refinery will bring the number of
refineries in Australia down to six from eight a decade ago. Shell will convert the refinery along
with the Gore Bay terminal into an import facility.

In 2010-11, 7-Eleven and Peregrine Corporation (which trades as On The Run) completed their
takeover of the former Mobil-owned retail sites, significantly increasing their retail presence.
This continues a trend in the Australian market of specialist retailers, including supermarkets,
increasing their involvements in fuel retailing.
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In recent years, the retail market share of the refiner-marketers has declined. Shell and Mobil are
now effectively out of petrol retailing. Specialist retailers —such as 7-Eleven, independent retail
chains such as On The Run, the retail operations of independent wholesalers Neumann, United
and Gull, and the supermarkets—have been increasing their exposure to fuel retailing.

Reflecting these trends, data provided to the ACCC indicates material changes in market
shares in the retail sector.

For example, table 1 shows that in 2010-11, the sale of the Mobil retail network to 7-Eleven
and On The Run boosted the independent retail chains’ share of branded retail sales from 10 to
17 per cent. While some Mobil retail sales may have been picked up by BP and Caltex branded
retailers, the four refiner-marketers’ combined share of total branded retail sales fell from

45 per cent to 39 per cent.

Table 1 Share of volume of retail petrol sales by brand: 2002-03 to 2010-11

Coles Woolworths

Express/Shell Caltex Independent

BP Caltex Mobil Shell (co-branded) (co-branded) retail chains

% % % % %

2002-03 20 24 19 20 0 10™ 6
2003-04 20 22 17 3 16 14 7
2004-05 18 18 12 3 25 18 6
2005-06 19 16 11 3 25 20 6
2006-07 19 16 11 3 22 22 7
2007-08 20 17 11 2 20 22 8
2008-09 19 16 10 2 22 23 9
2009-10 17 16 10 2 22 23 10
2010-11 19 18 * 2 22 23 17

Source: ACCC analysis and estimates based on data obtained from firms monitored through the ACCC’s monitoring process.
Notes: *2010-11 sales for Mobil sites sold to 7-Eleven and On The Run are included in the ‘Independent retail chains’ column.
*In 2002-03 Woolworths was not co-branded with Caltex.

Totals may not add to 100 per cent due to rounding.

2010-11 also saw significant developments among the major independents. United Petroleum
purchased the Dalby ethanol refinery, which had been operating under administration.
Darwin-based Ausfuel took over the operations of Perth-based Gull Petroleum and Neumann
Petroleum completed its pipeline in Brisbane, improving its access to imported fuel.

Increase in independent imports

During 2010-11, the amount of petrol imported by independent operators continued to
increase. While still relatively small, these independent importers provide a competitive discipline
on the larger players.
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In the last three years, while the total volume of petrol imports has declined slightly, independent
imports of unleaded petrol have increased from less than 5 per cent to around 40 per cent of
total unleaded petrol imported into Australia.

Role of the ACCC

Petrol is similar to other products in that well regulated and competitive markets generally
provide consumers with the lowest sustainable prices.

The ACCC has no role in setting petrol prices. Petrol prices in Australia are set by
market forces.

The ACCC has two broad roles in relation to the petrol industry:
1. The ACCC enforces competition and consumer protection laws across Australia

The ACCC is an independent statutory authority that administers the Competition and
Consumer Act 2070 (the Act) (formerly the Trade Practices Act 1974) and other laws.

The purpose of the Act is to enhance the welfare of Australians through the promotion of
competition and fair trading and provision for consumer protection. These laws apply to all
industry sectors, including the fuel industry.

The most relevant enforcement work of the ACCC in the fuel industry relates to its role in
enforcing compliance with the Act, assessing mergers and acquisitions and authorisations
and notifications.

2. Monitoring the prices, costs and profits relating to the supply of unleaded petroleum
products in the petroleum industry

In December 2007, the Minister directed the ACCC to monitor the prices, costs and profits
relating to the supply of unleaded petroleum products in the petroleum industry in Australia
for three years to the end of 2010. On 13 May 2010, the Minister subsequently extended the
direction for a further year to the end of 2011. This is the fourth report on the ACCC'’s petrol
monitoring activities. On 10 May 2011, the Minister issued a further direction for the ACCC to
prepare a monitoring report to the end of 2012,

The ACCC collects fuel prices in each capital city and around 150 regional locations. The ACCC
reviews these prices and compares them with the international benchmarks. Each year, the
ACCC also obtains cost and profit information from the petrol companies. The ACCC uses this
information to compare Australian prices, costs and profits against international benchmarks.

In addition, the Minister has asked the ACCC to also focus on the prices of diesel and
automotive LPG.

If ACCC analysis indicates there are factors impairing competition in fuel markets, it can alert
the government and community to the problem as it did with its concerns on the prices and
supply of EBP.
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Enforcement and compliance

Misleading conduct and false representations

Many of the contacts the ACCC received in 2010-11 related to alleged misleading and
deceptive conduct and false or misleading representations. Conduct will be in breach of the Act
where it misleads, deceives or is likely to mislead or deceive consumers. Such conduct may
include lying to consumers, leading them to a wrong conclusion, creating a false impression or
making false or inaccurate claims.

Similar to 2009-10, the main issues raised by consumers in 2010-11 included concerns
about pricing practices, labelling on fuel pumps, advertising promotions (such as discount
schemes), fuel quality claims and concerns about inaccurate fuel measurements. Of the total
complaints further assessed, the ACCC achieved an enforcement outcome in relation to Prime
Fuel Distributors Pty Ltd (see chapter 2 of the main report). A number of complaints remain
under investigation.

Business-to-business dealings

In 2011, the ACCC continued to examine allegations of anti-competitive conduct, such as price
fixing and predatory pricing in the downstream petroleum industry. During this time the ACCC
assessed a number of matters, however to date no allegations have been substantiated.

Markets in regional Australia

As part of its monitoring activities in 2010-11, the ACCC continued to actively monitor fuel
prices in around 150 regional locations.

The ACCC uses this information to assess the competitiveness of fuel prices in regional
locations. Where there is an allegation of anti-competitive conduct, it will make targeted
inquiries to investigate the issue. After making inquiries, if there is information available to the
ACCC that a breach of the Act is likely to have occurred, it can take action to enforce the Act.

Given that many regional locations only have a limited number of retail sites, the ACCC pays
particular attention to potential changes in ownership of retail sites in regional locations

to ensure that the sale will not result in a substantial lessening of competition in that
particular market.
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Improving business practices

From the complaints and inquiries received, the ACCC became aware of some practices that
were causing concern for consumers and raised these concerns with industry. In September
2011, the ACCC wrote to the major petrol companies and industry associations to request that
they review their business practices and take corrective action where necessary. The practices
raised in these letters included the following:

e Labelling of petrol containing ethanol—consumers raised concerns that in some instances
petrol containing ethanol had not been adequately differentiated from regular unleaded
petrol. This appears to be a particular problem on signboards where only petrol containing
ethanol is sold at the retail site.

e Advertising and labelling—consumers complained about the failure of retailers to clearly
display terms and conditions of offers, unclear labelling of different fuel products, and
inaccurate representations about the performance, grade or composition of fuels.

The ACCC will continue to monitor the issues and take enforcement action where it
is appropriate.

In addition, as a result of discussions with industry about specific compliance issues, the ACCC
was requested to contribute an article about predatory pricing for the Australasian Convenience
and Petroleum Marketers Association (ACAPMA) magazine. This article was published in

mid 2011 to assist industry players to understand their rights and obligations under the Act.

Mergers and acquisitions

Section 50 of the Act prohibits acquisitions that would have the effect, or likely effect, of
substantially lessening competition in a market. The ACCC administers and enforces the
merger provisions under Part IV of the Act.

Over 2010-11, the ACCC completed public reviews of one fuel-related merger proposal, the
outcome of which is summarised below.

Caltex Australia Petroleum Pty Ltd: proposed acquisition of the Mobil assets at the
Caltex—Mobil joint fuel terminal Gladstone

Caltex proposed to acquire the Mobil assets at the Gladstone fuel terminal, which was
operating as a joint fuel terminal by Caltex and Mobil.

On 15 October 2010, the ACCC commenced a public review of the acquisition. The ACCC
published a Statement of Issues on 2 December 2010, seeking comments by 23 December
2010 and had initially proposed to announce its findings on 27 January 2011, but this was
extended to allow the merger parties to provide further information.

On 26 May 2011, the ACCC decided to allow the merger to proceed, as it was determined that
it was unlikely to substantially lessen competition.
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Authorisations and notifications

In certain circumstances, the ACCC can grant immunity from legal action for potential
anti-competitive conduct. Businesses may obtain immunity by applying for an authorisation or
submitting a notification with the ACCC.

Authorisations

Authorisation is a process under which the ACCC can grant immunity for potential breaches of
the competition provisions of the Act if it is satisfied the conduct delivers a net public benefit.
There were no fuel-related authorisations lodged with the ACCC in 2010-11.

Exclusive dealing notifications

Notification of exclusive dealing conduct, which includes conduct such as requiring a person
to purchase goods from a third-party supplier (known as third line forcing) or requiring a person
not to purchase goods from other competitors, provides immunity for potential breaches of the
applicable sections of the Act.

Immunity for third line forcing conduct takes effect 14 days after the naotification is lodged with
the ACCC, and remains unless it is revoked by the ACCC. Immunity for other exclusive dealing
conduct takes effect from the date on which the notification is validly lodged with the ACCC.

In 2010-11, the ACCC considered 15 fuel-related exclusive dealing notifications and allowed
immunity to continue in each case. The notifications fall into two broad categories:

e proposed shopper docket third line forcing arrangements

e third line forcing arrangements in relation to acquiring goods or services from a nominated
preferred supplier.

Administration of the Oilcode

The Qilcode came into effect on 1 March 2007 as a prescribed industry code of conduct under
the Act. The Oilcode formed part of the Australian Government’s Downstream Petroleum
Reform Package. In general terms, the Qilcode aims to regulate the conduct of suppliers,
distributors and retailers in the downstream petroleum retail industry.

The ACCC's role is to ensure compliance with the Oilcode and the Act by informing
downstream petroleum industry participants of their rights and obligations under the law and by
enforcing the law if necessary.

In 2010-11, the ACCC received four Oilcode-related complaints and six inquiries. The
complaints related to the supply of declared petroleum products and fuel re-selling agreements.
Of the four complaints, one complainant was advised to pursue private legal action, two
complaints were not pursued because the evidence was insufficient to establish a breach of the
Oilcode or the Act and one was referred to the police.
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In 2009, the Department of Resources, Energy and Tourism released its review of the Qilcode
and made 11 recommendations.

In 2011, the government accepted all the recommendations. A further review of the Oilcode
will be conducted in 2013. Further information is available from the Department of Resources,
Energy and Tourism website. ™

Conclusion—Level of compliance with the Act

Over 2010-11, the ACCC received around 1000 complaints and inquiries about the fuel
industry. The majority of these complaints related simply to the fact that market prices were high
rather than allegations of a breach of the Act. The ACCC undertook a number of investigations
into conduct that may breach the Act.

Of the total complaints further assessed, the ACCC achieved an enforcement outcome
in relation to Prime Fuel Distributors Pty Ltd and has a number of other cases currently
under investigation.

The ACCC will continue to monitor the operation of the fuel industry and will take appropriate
action where there is evidence of a breach of the Act.

13  See http://www.ret.gov.au/resources/fuels/petroleum_refining_and_retail/downstream_petroleum_legislation/oilcode_review/Pages/
OilcodeReview.aspx, accessed 30 November 2011.
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ACCC contacts

ACCC Infocentre: business and consumer inquiries 1300 302 502

Website: www.accc.gov.au/fuel

Callers who are deaf or have a hearing or speech impairment can contact the ACCC through
the National Relay Service www.relayservice.com.au

ACCC addresses

National office

23 Marcus Clarke Street
Canberra ACT 2601

GPO Box 3131
Canberra ACT 2601

Tel: 02 6243 1111
Fax: 02 6243 1199

New South Wales
Level 19

175 Pitt Street
Sydney NSW 2000

GPO Box 3648
Sydney NSW 2001

Tel: 02 9230 9133
Fax: 02 9223 1092

Victoria

Level 35

The Tower

360 Elizabeth Street
Melbourne Central
Melbourne Vic 3000

GPO Box 520
Melbourne Vic 3001

Tel: 03 9290 1800
Fax: 03 9663 3699

Queensland

Brisbane
Level 24
400 George Street
Brisbane Qld 4000

PO Box 12241
George Street Post Shop
Brisbane Qld 4003

Tel: 07 3835 4666
Fax: 07 3835 4653

Townsville

Level 6

Central Plaza

370 Flinders Mall
Townsville Qld 4810

PO Box 2016
Townsville Qld 4810

Tel: 07 4729 2666
Fax: 07 4721 1538

South Australia

Level 2

ANZ House

19 Grenfell Street
Adelaide SA 5000

GPO Box 922
Adelaide SA 5001

Tel: 08 8213 3444
Fax: 08 8410 4155

[46] Monitoring of the Australian petroleum industry —summary 2011

Western Australia

3rd floor

East Point Plaza

233 Adelaide Terrace
Perth WA 6000

PO Box 6381
East Perth WA 6892

Tel: 08 9325 0600
Fax: 08 9325 5976

Northern Territory

Level 8

National Mutual Centre
9-11 Cavenagh Street
Darwin NT 0800

GPO Box 3056
Darwin NT 0801

Tel: 08 8946 9666
Fax: 08 8946 9600

Tasmania

3rd floor

AMP Building
86 Collins Street
Hobart Tas 7000

GPO Box 1210
Hobart Tas 7001

Tel: 03 6215 9333
Fax: 03 6234 7796
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