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Date 24 August 2009 

From David Brewster and Verity Quinn 

To Davtd Hatfield, Project Manager, Adjudications 

Simon Mitchell, Project Officer, Adjudications 

Australian Competition and Consumer Commission 

Emall David.Haffleld@accc.gov.au 

Simon.MitchelI@accc.gov.au 

Level 27 
530 Collins Street 

Melbourne VIC 3000 
Australia 

T +61396141011 
F +61396144661 

Cmespondence 
GPO Box 1776Q 

Melbourne VIC 3001 
Australfa 

DX 30999 Melbourne 

Dear Mr Hatfleld and Mr Mitchell 

Authorisation applications A91 139, A91 140, A91 160 and 
A91 161 

We act for Chevron Australia Pty Ltd, Chevron (TAPL) Pty Ltd. Mobil Australia Resources 
Company Ply Limited and Shell Development (Australia) Pty Ltd (ParffcIpants) who are joint 
venturers in the Gorgon Gas Project (Pro@cZ). The Participants have made the above applications 
for authorisation in respect of the Project. 

Balancing LNG and domgas 

Submissions by third partles have suggested that the Participants would be able to settle 
any domgas imbalances that might arise from separate marketing by balancing with LNG. 
For the reasons set out below, the Participants consider that balancing domgas with LNG 
is not feasible. 

The central issue is that the Participants are under an obligation pursuant tolhe Gorgon 
Gas Processing and l.nfrastructure Project Agreement dated 9 September 2003 (State 
Agreement) to supply 2000 PJ of natural gas from the Project to the mainland, and this 
obligation is jolnt and several (2000 PJ Obifgation). 

The joint and several nature of the 2000 PJ Obligation would provide a Participant the 
means to delay or avoid its shared responsibilities by 'pushing' more of the 2000PJ 
Obligation onto the other Partlcipants. This is because when the netback price of LNG is 
higher than the netback price for domgas, this will create a clear economic incentive for 
one or more of the Participants to sell LNG instead of domgas, thereby leaving the ofher 
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Participantts) to supply domgas in fulfilment of the 2000 PJ Obllgation. The Participant(s) 
supplying LNG would benefrt from higher LNG prices without having contributed to the 
discharge of the 2000PJ Obligation. 

LNG and domgas are sold into two distinct markets with different pricing bases. The price 
of LNG is determined on a global basis, linked to either crude oil or gas prices in liquid 
markets like the US and Europe, and is affected by global supply and demand dynamics. 
By contrast, the price of dorngas in Western Australia, which has historically been much 
lower than the equivalent LNG price, is affected by domestic supply and demand 
conditions as well as by the price of substitutes such as coal and diesel. Consequently, a 
further issue in terms of balancing domgas imbalances with LNG is that it would not be 
possible to settle imbalances between domgas and LNG without accepting the almost 
inevitable likelihood that the price of those products would be different at the date of 
settlement, thus exposing one party in the transaction to substantial financial detriment. 

Accordingly, at least until the 2000 PJ Obligation Is discharged, any attempt to enter a gas 
balancing agreement which provided for LNG settlements would not be feasible as it would 
create a situation where: 

fulfilment of the requirements of the State Agreement may be deferred indefinitely 
by the actions of the Participants; andlor 

inequitable balancing outcomes may result as some Participants earn a 
disproportionate share of income due to pricing disparities between LNG and 
domgas. 

The Participants have sought to address the risk of avoidanceldelay and inequitable 
fulfilment of the 2000 PJ Obligation by providing that each Partlcipant wlll discharge its 
State Agreement obligations in proportion to its participating interest in the Project. This 
has the effect of quarantining the 2000 PJ of domgas required to meet the 2000 PJ 
Obligation (i.e. it is not feasible to use gas "outside" the 2000PJ Obligation, such as LNG, 
to settle imbalances "within" the 2000PJ Obligation). 

2. TSming of 300TJIday sales 

A query has been raised as to why the Project will take until approximately 2021 to supply 
300 TJIday of domgas. 

On the basis that authorisation is obtained, the first supply of domgas to domestic 
customers is anticipated to commence once the domgas plant and all remaining domgas 
infrastructure is cornmissioned, which the Participants anticipate will occur In 2015. The 
Participants' current plans are to supply up to 150TJlday of domgas at first gas, and then to 
gradually ramp up sales over the next 6 years to reach the 300 TJIday farget under the 
State Agreement by around 2021. 

The 6 year ramp up period primarily reflects what the Participants have assessed to be a 
reasonable timeframe in which they can gain sufficient confidence in reservoir performance 
and implement steps to mitigate any underperformance (if necessary) such that they can 
then make 300 TJIday commitments to customers. 
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The Participants require an interim period which enables the operation of facilities and the 
performance of reservoirs to be tested and verified because there are a number of complex 
challenges facing the Project. For example, It will be the biggest geosequestratlon project 
in the world to date using complex technology, and there are very strict environmental 
conditions on the Ptoject due to the environmental classification of Barrow Island. 

From a technical perspective, a minimum of 24 months' production from each field is 
required to determine field performance. In the event this produdion history indicates a 
lower than expected performance at any field, a gas feed from an additional field would be 
required to enable the Project to maintain production. This additional feed cannot be 
brought online until year 5 of production. Accordingly, the ramp up period has been 
planned on a 6 year basis. 

The Participants believe it is in both their interests and their customers' interests that they 
test their confidence in reservoir and infrastructure performance by establishing some 
production history before 300 TJlday contractual commitments are made. 

In addition, the ramp up period will enable the Participants to galn confidence about market 
demand (in particular, having regard to the potential for other projects which will have 
similar State obligations to supply domgas to come online within the 2015 to 2020 
timeftarne) and enable the necessary deveIopment of the Western Australia domgas 
market's gas transportation facilities. 

3. Pohokura 

Queries have been raised as to why the Pohokura joint venturers (in particular, Shell New 
Zealand) were able to engage in separate marketing in relation to the Pohokura project, 
after they had applied to the New Zealand Commerce Commission for authorisation of joint 
marketing on the grounds that separate marketing was not feasible. 

In addition to the response already provided in the Participants' reply submission dated 31 
July 2009, the Participants note the following. 

In 2003 there was a redetermination of the reserves of the Maui field, with the result that 
remaining reserves were estimated to be significantly less than previous pmjections. At 
that time, the Maui field was the main source of supply for New Zealand's natural gas 
needs. As a result of the reserves redetermination it was anticipated that there would be a 
significant gas sharffall in New Zealand by mid 2006. The only gas project that had the 
potential to be developed in a timeframe that would fill the gap in supply was Pohokura. As 
a result. the New Zealand Government was strongly supportive of the timely development 
of Pohokura so that there would be gas to meet the anticipated shortfall. 

In order for gas from Pohokura to be available by mid-2006, a final investment decision 
(FID) by the Pohokura venturers needed to be made by mid-2004. While the Pohokura 
joint venturers were of the view that the New Zealand domgas market did not support 
separate marketing, and hence they proposed marketing gas on a joint basis in order to 
mitigate the risks involved, as 2004 p~ogressed they were unable to agree on critical 
commercial issues that were necessary in order for joint marketing to o a r  prior to the 
planned FID date. 
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The circumstances of the significant projected gas shortfall created a situation where each 
venturer was able to contract sufficient quantities of gas to enable an FID commitment to 
be made on 30 June 2004, thereby ensuring that the project would be operational by mid- 
2006 to address the supply shartfall. In proceeding to FID on this basis, it was 
acknowledged that gas balancing agreements would be requ id  post-FID. 

To date, the Pohokura venturers have not been able to agree on gas balancing 
arrangements. There has been litigation In relation to a number of matters between the 
parks, including gas balancing, which commenced as early as 2006 (the year that 
production commenced). Ligation in relation to gas balancing Is due to be heard by the 
New Zealand High Court in early 2010. 

Please feel free to contact us should you have any queries. 

Yours sincerely 17 

David Brewster 
Partner 
David.Brewster@aar.com .au 
t +61 3 9693 8707 

Verity Qulnn 
Senior Associate 
verity.Quinn@aar.com .au 
T +61 3 961 3 8865 
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