
24 December 2019 

 

The Honourable Jackie Trad 
Deputy Premier, Treasurer and 
Minister for Aboriginal and Torres 
Strait Islander Partnerships 

 

 

Dear Deputy Premier 
 
Queensland Petroleum Royalty Review  
 
I refer to your letter dated 28 October 2019 confirming my appointment as Chair of a Working Group 
to oversee a review of the Queensland petroleum royalty regime (the Review). 
 
In that letter, you requested that I report to you by the end of the year on matters set out in the Review 
Terms of Reference. 
 
I am pleased to provide you with the enclosed subject report.  
 
In the report, I make the following recommendations: 
 

1. that you approve the Working Group continuing to evaluate the three following models and 
conclude such evaluation by 12 February 2020: 

 
• Volume Model; 

• Industry Model; and 

• Legislated Netback Model; 
 

2. a new petroleum royalty model be recommended for approval by 12 February 2020; 
 

3. the Queensland Government approve a new petroleum royalty model on or before 28 
February 2020; and 
 

4. final industry consultation on the implementation of the approved new petroleum royalty 
model commence on 1 March 2020 and conclude no later than 27 March 2020. 

 
I am of course available to discuss any aspect of this report and to perform any further work you may 
require.   
 
Yours sincerely 

 
Jay Weatherill 
Chair 
Petroleum Royalty Review Working Group 



1 
 

 
 
 
 
 
 
 

Queensland Petroleum Royalty Review  
 

Report by the Hon Jay Weatherill to the Queensland Government 
  
December 2019  
  



2 
 

Contents 
 

1. Executive Summary ..................................................................................... 4 

2. Background .................................................................................................. 6 

Queensland CSG/LNG industries ................................................................................................................... 6 
Petroleum royalty ............................................................................................................................................. 6 
Challenges with current petroleum royalty regime ...................................................................................... 7 
Related party transactions .............................................................................................................................. 7 
Allowable deductions ....................................................................................................................................... 7 
Royalty Administration Modernisation Program .......................................................................................... 8 
Review – Objectives ......................................................................................................................................... 8 
Review – Terms of reference ........................................................................................................................... 8 
Review – Conduct ............................................................................................................................................. 9 

3. Consultation ............................................................................................... 10 

4. Submissions ............................................................................................... 11 

5. Alternative petroleum royalty models ...................................................... 12 

Volume Model ................................................................................................................................................. 12 
Volume Model – Design principles ................................................................................................................... 12 
Volume Model – Issues for further consideration ............................................................................................. 13 
Volume Model – Royalty rate ........................................................................................................................... 13 
Industry comments on Volume Model .............................................................................................................. 15 
Advantages of Volume Model........................................................................................................................... 15 
Disadvantages of Volume Model ...................................................................................................................... 16 
Industry Model ................................................................................................................................................ 16 
Industry Model – Principles .............................................................................................................................. 17 
OSR comments on the Industry Model ............................................................................................................ 19 
APPEA’s reply to OSR comments on the Industry Model ................................................................................ 20 
Advantages of Industry Model .......................................................................................................................... 20 
Disadvantages of Industry Model ..................................................................................................................... 20 
Legislated Netback Model ............................................................................................................................. 21 
Advantages of Legislated Netback Model ........................................................................................................ 21 
Disadvantages of Legislated Netback Model ................................................................................................... 21 

6. Royalty revenue modelling ........................................................................ 22 

Volume Model – Revenue modelling ............................................................................................................ 24 
Industry Model – Revenue modelling ........................................................................................................... 25 



3 
 

7. Domestic gas .............................................................................................. 27 

Current Queensland policies supporting domestic supply ....................................................................... 27 
Policies in other jurisdictions ....................................................................................................................... 27 
Further measures to strengthen domestic supply ..................................................................................... 29 

8. Findings ...................................................................................................... 30 

9. Conclusion ................................................................................................. 32 

10. Recommendation(s) ................................................................................... 33 

11. Attachments ............................................................................................... 34 

  



4 
 

1. Executive Summary 

The growth of the Queensland coal seam gas (CSG) industry in recent years has been extraordinary, 
driven by global demand for alternative and cleaner sources of energy, including for Liquefied Natural 
Gas (LNG). Australia is soon expected to overtake Qatar1 as the world’s largest exporter of LNG, with 
Australian LNG production reaching a record 20.0 Mt in Q3 2019, representing an annualised rate of 
79.5 Mt. 

The current petroleum royalty regime settings are based on determining the value of gas produced at the 
wellhead, which is a common approach in other jurisdictions in Australia and globally. There were 
relatively few issues in Queensland with the current regime prior to the emergence of the CSG and LNG 
industries. 

The gas industry in Queensland is now dominated by three large LNG joint venture projects – QCLNG, 
APLNG and GLNG (refer to Attachment 1 for further details regarding the LNG projects), with each 
having roughly one third of total Queensland LNG export capacity, although their owned CSG reserves 
differ in size. Collectively, the three LNG projects consume approximately 90% of the CSG produced in 
Queensland as feedstock gas for conversion to LNG with the remaining gas sent to the domestic market.   

A typical value chain for an integrated CSG-LNG project is that after the CSG is extracted, it is treated in 
upstream processing facilities before being transported through major pipes to liquefaction plants. Once 
the CSG is processed into LNG, the LNG may be stored before being loaded onto ships for export. All 
the infrastructure in these value chains is typically owned by the LNG project joint venture partners, 
meaning all or most of the transactions along the value chain are between related parties, with the first 
arm’s length transaction occurring with the sale of the LNG as it is loaded onto ships for export 
(Attachment 2 is a diagram showing a typical value chain for an integrated CSG-LNG project). In these 
circumstances, where it is not possible to establish a commercial value for the sale of CSG at the 
wellhead, a petroleum royalty decision (PRD)2 is required to be made by the responsible Minister or their 
delegate. Broadly, the Minister or delegate is required to decide a value or methodology for working out 
the value of the CSG. PRDs are time-consuming, complex and costly for both industry and the 
Queensland Office of State Revenue (OSR) and can result in disputes leading to litigation. There are 
also equity and consistency issues between competing LNG projects operating in similar circumstances, 
and a lack of transparency given such decisions are confidential. PRDs for the three Queensland LNG 
projects , which makes it imperative that a new petroleum royalty 
model be settled as soon as possible to provide the certainty sought by industry. Industry is seeking 
further certainty through a 10-year moratorium on any changes to the royalty model decided by 
Government.  

It is common ground that the existing petroleum royalty regime lacks transparency, is complex and 
inequitable and that Queenslanders are entitled to receive a fair return for the right to extract their 
valuable non-renewable resources. There is however less agreement about what should replace it. For 
most of the smaller non-LNG project petroleum producers many of these complexities do not arise 
because typically their sales of CSG are arm’s length and therefore a commercial value can be 
established for those sales. However, smaller petroleum producers do share broader industry concerns 
regarding the recent increase in the royalty rate from 10% to 12.5% and that not all costs are permitted 
deductions to determine the wellhead value. These issues are discussed in the body of the report; 
however, the focus of the petroleum royalty review (Review) has been the complexities associated with 
the large LNG projects and the options for addressing those complexities. 

                                                      
1 Qatar has 77mtpa nameplate capacity, but is planning to add to that capacity 
2 A PRD is an administrative decision setting out the value or a method or formula for working out the value of one or more components of the wellhead value of petroleum (those components 
being the commercial value of petroleum and certain allowable deductions) - Petroleum and Gas (Royalty) Regulation 2004, s 148E 
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During the Review consultation, two models emerged – a modified wellhead model (Industry Model) and 
a volumetric or ad valorem model (Volume Model). The former advanced by the Australian Petroleum 
Production and Exploration Association (APPEA) and Queensland Resources Council (QRC) 
representing industry. The latter advanced by OSR, Queensland Treasury. The principal benefit of the 
Volume Model is its simplicity – its asserted deficit is that it does not reflect actual sales and costs and 
thereby discourages investment in marginal gas fields. The principal benefit of the Industry Model is it 
reduces some of the uncertainties of the current regime regarding allowable deductions – its deficit is 
that it still leaves unresolved some significant matters concerning related party transactions, which have 
been the subject of long running disputes between the Queensland Government and certain petroleum 
industry participants.   

Of the three large LNG projects, APLNG and QCLNG favour the Industry Model while GLNG favour the 
Volume Model. In the body of this report, I have described in detail the various strengths and 
weaknesses of each model and included modelling of their royalty revenue outcomes. There are 
transitional issues associated with each model, which appear to be solvable.  

Late in the Review consultation process, a third model emerged which could be described as a legislated 
wellhead model (Legislated Netback Model). This model seeks to address the perceived deficiencies of 
both proposed models, by legislating some of the unresolved matters in the Industry Model and by 
expanding the scope of costs which may be deducted in determining wellhead value, while capping the 
amount of deductions that may be claimed. Given this model emerged late in the consultation process, it 
has not yet been analysed in any depth by the Review Working Group (Working Group). Nor has it 
been shared more broadly with industry. It does, however, appear worthy of further detailed 
consideration. 

I am conscious of the timeframe set for this work and have reported by the end of 2019 as requested.  
However, in this report I recommend that a further short period of consultation by the Working Group 
take place in early 2020 to allow a more informed recommendation to the Queensland Government on a 
preferred model, which should still allow implementation of a new regime by 1 July 2020. 
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2.  Background 

Queensland CSG/LNG industries  

The CSG industry, which provides gas to domestic users and feedstock gas for the burgeoning LNG 
industry, has matured into an important industry and major contributor to the Queensland economy, 
including through regional employment and services. Petroleum royalties raised $454 million in 2018-19 
and are estimated to raise $549 million in 2019-20.3 In 2018-19, CSG was estimated to contribute 
approximately 92% to total petroleum royalty revenue. 

LNG exports are Queensland’s second largest export commodity. In 2018, around 20.6 million tonnes of 
LNG were exported, with a value of approximately $13.5 billion. In the 12 months to October 2019, LNG 
exports grew to around 22.0 million tonnes,4 with a value of approximately $16 billion.  

In 2018, approximately 1,386 PJ of gas was produced in Queensland/NT,5 6 with 1,380 PJ of gas 
consumed in Queensland. Approximately 90% of the gas consumed in Queensland (1,242 PJ) was used 
as feedstock for LNG exports.  

While relatively small compared with the export gas sector, the supply domestic gas is a crucial source 
of energy for domestic consumers with the remaining 10% of the gas consumed in Queensland 
comprising 7% for industrial use, 2% for gas powered electricity generation, and less than 1% used for 
residential and commercial purposes.7 

Petroleum royalty  

A royalty is a payment to the owner of a resource for the right to extract the resource. In Queensland, the 
State owns all petroleum.8 For petroleum royalty purposes, petroleum includes oil, condensate, CSG, 
natural gas and liquefied petroleum gas (LPG). 

Petroleum royalty is imposed and determined under the Petroleum and Gas (Production and Safety) Act 
2004 (Petroleum and Gas Act) and the Petroleum and Gas (Royalty) Regulation 2004 (Petroleum and 
Gas Royalty Regulation).  

Petroleum royalty applies at the rate of 12.5% of the wellhead value of all petroleum disposed of by a 
petroleum producer during a quarterly or annual royalty return period.9 Disposal includes sales to third 
parties and related entities, own-use, and flaring and venting.10  

Wellhead value is calculated by determining the amount the petroleum could reasonably be expected to 
realise if it were sold on a commercial basis (commercial value), less specified statutory deductions for 
expenses incurred between the wellhead and disposal point, and less any negative wellhead value11 
carried over from a previous quarter within the same annual period.12 Broadly, the statutory deductions 
allowed are pipeline tariffs, processing tolls, depreciation on certain capital items, and operating costs 
directly related to treating, processing, refining and transporting the petroleum.13   

                                                      
3 2019-20 Mid-Year Fiscal and Economic Review, p. 33, Table 15: Taxation and royalty revenue 
4 Gladstone Ports Corporation, Trade Statistics from 1995 onwards 
5 Australian Energy Market Operator (AEMO), Gas Statement of Opportunities, March 2019, For eastern and south-eastern Australia, p. 5 Table 1: Production forecasts to 2022 (PJ) as 
provided by gas producers, with 2018 actual production 
6 The AEMO assigned the Queensland component of the Cooper Eromanga basin to South Australia. The Northern Territory production (Northern Gas Pipeline) commenced commercial 
operation on 3 January 2019. It is assumed that the production included in Northern Territory would be minimal for 2018 
7 AEMO, Gas Statement of Opportunities, March 2019, For eastern and south-eastern Australia, p. 20 Table 5: Percentage splits of gas consumption by sector (not including UAFG), 2018  
8 Petroleum and Gas (Production and Safety) Act 2004, s 26 
9 Petroleum and Gas (Royalty) Regulation 2004, s 147C. A royalty rate of 11.25% applies for annual royalty returns lodged for the calendar year ending 31 December 2019: Petroleum and Gas 
(Production and Safety) Act 2004, s 1006 
10 Petroleum and Gas (Royalty) Regulation 2004, s 147(2) 
11 Negative wellhead value arises when deductions exceed revenues in a quarter. Negative wellhead value may be carried forward within an annual period but not across years 
12 Petroleum and Gas (Royalty) Regulation 2004, s 148(2) 
13 Petroleum and Gas (Royalty) Regulation 2004, s 148 
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Royalty is payable by the petroleum producer (the tenure holder) and liability arises at the first point of 
disposal, which is ordinarily post the wellhead. Further, petroleum royalty is payable in respect of 
particular operations (rather than consolidated entities).  

Challenges with current petroleum royalty regime 

The Queensland petroleum royalty regime and legislation were designed at a time which preceded the 
emergence of the CSG and LNG industries and have not kept pace with the significant changes 
introduced by these industries, including to how petroleum royalty should be determined.  

Related party transactions 

Calculation of petroleum royalty requires determination of the commercial value of the petroleum. As 
previously stated, the three major Queensland LNG projects consume approximately 90% of the CSG 
produced in Queensland. These LNG projects are vertically integrated, meaning that the entire CSG-
LNG value chain is ordinarily owned by the same group entities i.e. joint ventures partners.   

The first disposal of gas, being the royalty trigger, is ordinarily to a related party. In addition, related 
parties ordinarily provide a range of services to the petroleum producer (who is the liable entity for 
petroleum royalty), including labour, transportation and processing, which may be claimed as statutory 
deductions or may be relevant for determining the commercial value of gas under an appropriate 
valuation methodology.  

Given the vertically integrated nature of the CSG-LNG projects and the prevalence of related party 
transactions, determining an arm’s length price for gas may not be straightforward, in which case a PRD 
may be required to be made by the responsible Minister or their delegate.14 Determining and monitoring 
a valuation methodology for the purposes of a PRD can be a time-consuming, complex and costly 
process for both industry and the OSR and result in litigation. In addition, equity and consistency issues 
may arise between competing LNG projects operating in similar circumstances. There is also a lack of 
transparency, given individual PRDs are subject to the confidentiality provisions in Petroleum and Gas 
Act.15 

Allowable deductions 

Queensland has legislated the expenses that can be claimed as deductions for wellhead value 
purposes.16 Guidance on permitted deductions is provided by OSR in a petroleum royalty ruling.17  

The valuation of deductions can also be complex where related parties provide and receive the services. 
It requires determination of a commercial amount in circumstances where comparability is often difficult.  

Depreciation can be claimed on a straight-line basis over 10 years regardless of the asset’s actual life, 
leading to front-ended write-off of midstream capital expenses for the LNG projects. Although the 
downstream capital expenses (i.e. post disposal) cannot be taken into account in calculating the 
wellhead value deductions, they are relevant for PRD valuation methodologies when working out the 
commercial value of the CSG used as feedstock for LNG. That is, costs and expenses between the CSG 
disposal point and LNG point of sale are relevant for determining the commercial value of the CSG 
converted to LNG. Unlike the statutory allowable deductions, there is no specific legislative prescription 
or limitation on what costs and expenses can be deducted, other than those specified under a PRD.  

                                                      
14 Petroleum and Gas (Royalty) Regulation 2004, s 148E 
15 Petroleum and Gas (Production and Safety) Act 2004, s 617B, Disclosure of confidential information 
16 Petroleum and Gas (Royalty) Regulation 2004, s 148(2) 
17 OSR Royalty Ruling PGA001.2 Determination of petroleum royalty 
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Where deductions exceed revenues in a quarter, this negative wellhead value can be carried forward as 
a deduction within the same annual period.18 Although a negative wellhead value cannot be carried 
forward across annual periods i.e. any remaining negative wellhead value at the end of an annual period 
is ‘lost’, it can result in no royalty being payable by a petroleum producer in a given year. As a result, the 
State receives no compensation in these cases for providing the right to access non-renewable 
resources that are commercialised for profit by the recipient of that right. 

Royalty Administration Modernisation Program 

The OSR Royalty Administration Modernisation (RAM) program deals with royalty administration matters 
only, with the objective to apply the Taxation Administration Act 2001 (TAA) to mineral and petroleum 
royalties by including the royalty provisions of the royalty legislation as revenue laws under the TAA. The 
royalty legislation, including the Petroleum and Gas Act and the Petroleum and Gas Royalty Regulation, 
will continue to specify when and how royalty liability arises. Public consultation on the RAM program 
commenced in October 2019 and has been conducted separately to the Review process and 
consultation. 

Although the Review has been undertaken separate to the RAM program, some of the administrative 
changes expected under that program will likely address certain objectives under the Review terms of 
reference (ToR), for example, broader objection and appeal rights and a limit on the timeframes for 
reassessments increasing a royalty liability (see also ‘Review – Terms of reference below). Other 
administrative benefits for royalty payers from 1 July 2020, include moving petroleum royalty return 
lodgement arrangements more into line with those for mineral royalty returns. This is intended to provide 
increased certainty for royalty payers and OSR.  

Review – Objectives 

As previously stated, the Queensland petroleum royalty regime and legislation were designed at a time 
which preceded the emergence of, and significant changes from, the CSG and LNG industries.  

Consequently, in the 2019-20 State Budget, the Government announced a review of the design of 
Queensland’s petroleum royalty regime. The stated objectives of the Review are to ensure greater 
certainty, equity and simplicity for all parties and identify opportunities to simplify the current regime, 
while providing an appropriate return to Queenslanders from their valuable non-renewable resources.  
The Review was also to identify any further opportunities to strengthen domestic supply through the 
royalty regime settings.19  

Review – Terms of reference  

The Review ToR have been established by the Queensland Government in consultation with the APPEA 
and QRC. 

The ToR provide that the Review will cover the operation of the existing petroleum royalty regime and 
make recommendations to the Queensland Government on an appropriate petroleum royalty regime 
having regard to the above stated objectives and the following terms. 

a) Principles that should underpin the assessment of petroleum royalty in Queensland. 

b) An appropriate return to Queenslanders from their valuable non-renewable resources. 

                                                      
18 Petroleum and Gas (Royalty) Regulation 2004, s 148(5) 
19 Queensland Budget 2019-20, Budget Paper 4 – Revenue Measures, p. 153 
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c) Any constraints or impediments that exist within the existing legislation, regulations or administration 
of the regime and any opportunities for legislative and administrative simplification. 

d) The scope and basis under which costs should be deductible. 

e) Approaches to gas valuation between related parties that provide certainty to producers and achieve 
a level playing field between projects, including possible alternatives to the requirement to obtain 
petroleum royalty decisions for these arrangements. 

f) Measures that could be adopted to simplify royalty administration and therefore opportunities to 
reduce regulatory compliance costs for industry, including options that would allow producers to rely 
on their existing financial systems when preparing royalty returns. 

g) Experience in other jurisdictions with petroleum royalty regimes that could inform or improve the 
calculation and administration of petroleum royalties in Queensland. 

h) Measures that could be adopted to strengthen the domestic supply of gas through the petroleum 
royalty regime settings. 

i) A reasonable start date for the implementation of the new regime. 

j) Any other changes that could improve the operation of the petroleum royalty regime and ensure 
greater certainty, equity, simplicity, transparency and compliance. 

Review – Conduct  

On 29 October 2019, the Queensland Government engaged me to conduct the Review and to act as an 
independent Chair (Chair) of the Working Group. I am to provide a report and recommendation(s) to the 
Queensland Government, via the Deputy Premier, Treasurer and Minister for Aboriginal and Torres 
Strait Islander Partnerships (Deputy Premier), by 31 December 2019, on an appropriate petroleum 
royalty regime having regard to the Review objectives and ToR. 

The Working Group comprised representatives from APPEA, QRC and OSR. The role of the Working 
Group was to assist the Chair in understanding submissions made by industry and others, advise on 
appropriate industry consultation, identifying other sources of advice, and to provide a forum for dialogue 
to seek common ground and evaluate information. Working Group members were welcome to invite 
others to attend meetings, including expert advisors.  

A Technical Working Group was also established to provide technical advice and royalty revenue 
modelling to the Chair.  

Further details of the Working Group and Technical Working Group are provided in Attachment 3. A 
timeline of the Review key events is provided at Attachment 4. 
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3. Consultation 

Following is a summary of the consultation undertaken for the Review.  

• Consultation was undertaken with petroleum industry bodies – APPEA and QRC – including through 
the Working Group and individual meetings between the Chair, Mr Andrew McConville, CEO APPEA 
and Mr Ian Macfarlane, CEO QRC (Attachment 3 provides details of those meetings). 

• On 21 November 2019, the Chair wrote to all 66 Queensland petroleum producers, enclosing an 
OSR consultation paper on an alternative ‘Volume Model’ (see below under ‘Alternative petroleum 
royalty models’). The letter invited petroleum producers to “have their say and provide any comments 
addressing the objectives of Review and/or the Volume Model” (a copy of the template letter and 
OSR consultation paper are attached at Attachment 5 and Attachment 6 respectively).    

• The Chair met on 13 occasions with senior executives from petroleum producers and the three large 
LNG projects (representing domestic and export petroleum producers) – Attachment 3. 

• The Chair also met on three occasions with experts – namely, an academic from the University of 
Queensland with expertise in the petroleum industry (recommended by APPEA) to discuss the gas 
royalties framework and resource economics, tax and royalty settings in a broader frame of energy 
and related policy aims; Queensland Department of Natural Resources, Mines and Energy (DNRME) 
representatives, who provided a verbal briefing on the policy settings and practical aspects of the 
Australian market supply condition and related matters; and South Australian Department for Energy 
and Mining representatives, who provided a verbal briefing on petroleum royalty policy settings and 
royalty administration in another State jurisdiction context (Attachment 3 provides details of those 
meetings).  
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4. Submissions 

Following is a list of the submissions received as part of the Review consultation process. A summary of 
each submission and copies of the submissions are included at Attachment 5).   

a. Mr Patrick Fennell, dated 23 November 2019 

b. APPEA, dated 29 November 2019 

c. Australia Pacific LNG Pty Ltd, dated 29 November and supplementary submission dated 20 
December 2019 

d. Origin Energy Limited, dated 29 November 2019 

e. Shell QGC, dated 29 November 2019  

f. Arrow Energy Pty Ltd, dated 3 December 2019 

g. Chi Oil and Gas Pty Ltd, dated 3 December 2019 

h. KOGAS Australia Pty Ltd, dated 3 December 2019 

i. , dated 6 December 2019 

j. Professor Andrew Garnett, dated 28 November 2019 and 8 December 2019  

k. Glencore Australia Holdings Pty Ltd, dated 9 December 2019 

l. , dated 20 December 2019 

 



12 
 

5. Alternative petroleum royalty models  

Volume Model 

OSR have proposed a Volume Model as an alternative to the current royalty regime. OSR consider that 
many of the issues with the current petroleum royalty regime arise either directly or indirectly from the 
fact royalty liability is based on the wellhead value of the petroleum and the first point of disposal of the 
gas upon which a commercial value can be ascertained being further downstream from the wellhead. 
Therefore, any reforms involving changes that modify but still retain wellhead value as the basis for 
royalty liability may not achieve the Review objectives and ToR.  

OSR consider that the Volume Model achieves the Review objectives and ToR. The model determines 
royalty liability by applying a legislatively prescribed royalty rate to the volume of petroleum produced by 
a petroleum producer during a specified period.  

The only variable under the Volume Model is the volume of petroleum produced. Volume is 
determinable, factual and does not require judgement based decisions, interpretations or the exercise of 
discretions in relation to such issues as the price charged for the supply of petroleum to, or the cost of 
services provided by, a related party. Once it is determined, liability can be reliably and immediately 
quantified. How petroleum the subject of the Volume Model is used or sold, the amount received for it on 
disposal and the expenses incurred following production are irrelevant.  

Currently, petroleum producers must state in their royalty return the volume of petroleum disposed of 
during a period as, although a producer is liable for royalty on the petroleum it produces,20 the royalty 
must generally be paid in the period the petroleum is disposed of.21 Imposing royalty liability on the 
petroleum produced during a period will require different volume information to be included in royalty 
returns compared to the current reporting arrangements. OSR state that because the volume data will 
broadly be the only substantive data required under the Volume Model, royalty returns and compliance 
would be substantially simplified and administration costs significantly reduced for petroleum producers 
and OSR.   

Volume Model – Design principles 

The conceptual framework for the Volume Model includes the principles set out in the following table. 

Table 1: Volume model design principles 

 Principle 

1 • Petroleum royalty would be calculated by measuring the volume of petroleum produced 
at the wellhead and/or appropriate measurement point (rather than at the point of 
disposal22); and 

• Multiplying that volume by a legislatively prescribed ‘rate’ (the rate being a formula that 
would ultimately yield an amount expressed in dollars and cents). 

2 • The prescribed rate(s) would be set by the Minister under the Petroleum and Gas 
Royalty Regulation.      

• Separate prescribed rates may apply to gas destined for the domestic market (see below 
under ‘Domestic gas’); conventional natural gas; CSG; oil; condensate; and LPG.23 

                                                      
20 Petroleum and Gas (Production and Safety) Act 2004, s 590 
21 Petroleum and Gas (Royalty) Regulation 2004, s 147 
22 See Petroleum and Gas (Production and Safety) Act 2004, ss 593(1)(b); 594(1). See also Petroleum and Gas (Royalty) Regulation 2004, ss 147; 147BA; 147C; 148(1)(a) 
23 Petroleum and Gas (Production and Safety) Act 2004, s 590 
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3 • The prescribed rate(s) could be fixed or variable. 

• The prescribed rate(s) would reflect a rate that is commensurate with a reasonable return 
for the extraction of the State’s resources. 

4 • More detail to derive the prescribed rate(s) would be needed, but would likely be derived 
from publicly available benchmarks such as the published: 

o Wallumbilla Hub price 
o Benchmark linked to Brent oil price 
o Unit Export Values (as reported by the Australian Bureau of Statistics) 
o Japan Customs-cleared Crude price 
o Average of Asian spot market price (e.g. Japan-Korean Marker) 
or a combination of benchmarks that reflect the relative volumes and destination of 
gas (domestic gas or feedstock gas for LNG export).  

5 • There would be no allowable deductions, although the prescribed rate(s) could factor in 
‘notional deductions’.  

6 • Assessments would administratively require producers to provide wellhead-metered 
information to OSR, ideally electronically directly from petroleum producers and/or 
aggregators’ systems. 

Volume Model – Issues for further consideration  

Issues for further consideration include the basis for reliably determining the volume of production, 
including the accuracy of measuring equipment at the wellhead, and if not the wellhead, the point at 
which volumes may be reliably measured, and whether any losses prior to that point should be taken into 
account, and if so, how.  

Production is not of one homogeneous petroleum product. Nor is there one market or destination for gas 
produced (long term sale and purchase agreements for LNG, LNG spot market, domestic contracts and 
short term/spot market for domestic gas). Rather, the petroleum product brought to the surface can 
comprise CSG, natural gas, condensate, LPG and water. It may be that it is not until the product has 
been processed that the particular petroleum products and the volumes can be sufficiently identified for 
royalty purposes.  

Therefore, industry input and/or petroleum expert advice on the point at which volumes can be reliably 
measured for each petroleum product will assist in informing development of the Volume Model.  

OSR acknowledges that there may be further detailed work required to deal with transitional issues, 
including in relation to PRDs, royalty revenue impacts once depreciation claimable as a deduction under 
the Petroleum and Gas Royalty Regulation is exhausted, take and pay contract arrangements (e.g. 
where a LNG buyer may pay for LNG but not take delivery of such until a later period) and impacts to 
third parties who have private royalty arrangements that refer to and rely on the Queensland legislated 
petroleum royalty arrangements. Any transitional issues and the time required by industry to make any 
system changes to support royalty return lodgement will also need to be considered, noting royalty 
returns provided by OSR would be significantly simplified.   

Volume Model – Royalty rate 

OSR proposes adopting a royalty rate that moves in line with the specified indicators. The specified 
indicators for CSG used as feedstock for LNG are a calculated benchmark linked to oil price and an 
average of Asian spot market price assessments, which may change following further detailed work on 
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Royalty per GJ for a return period (quarterly) is calculated with reference to the royalty rate and weighted 
benchmark in the relevant above table for the relevant return period.   

Royalty per GJ for LNG feedstock ($/GJ) = Royalty RateLNG (%) x Weighted BenchmarkLNG ($/GJ) 

Royalty per GJ for domestic CSG ($/GJ) = Royalty RateCSG (%) x BenchmarkCSG ($/GJ) 

The royalty payable can be calculated by multiplying the relevant volume of CSG by the relevant royalty 
per GJ (as calculated above) for LNG feedstock CSG and domestic CSG. The two amounts would be 
added to calculate total royalty payable. 

Attachment 8 provides worked examples of the Volume Model. 

Industry comments on Volume Model 

On 29 November 2019, APPEA submitted comments on the Volume Model outlined in the consultation 
paper sent to petroleum producers.24 In particular, APPEA noted that the proposed royalty rate would 
move in line with selected indicators, with no consideration being given to actual receipts associated with 
the sale of petroleum or the cost of production, and that this would likely distort future investment 
decisions. Further, all petroleum production would be subject to royalty under the Volume Model, 
including flared and own use gas. The submission noted that a Volume Model would be fundamentally 
different to other jurisdictions in Australia and the North-West Shelf project and that industry’s experience 
with these other jurisdictions is that a wellhead value model works well and has not impeded investment. 
APPEA’s complete submission is at Attachment 9. 

Advantages of Volume Model  

• Administratively and legislatively simple. 

• Eliminates: 

o complexities and uncertainties associated with related party/non-arm’s length transactions 
(noting that most of the gas produced in Queensland and royalty is attributable to the three 
large LNG projects and are therefore related transactions); 

o complex, time consuming and costly valuation decisions; 

o deductions and negative wellhead values; 

o current issues in relation to JV arrangements, valuing gas swaps and gas banking. 

• Greater certainty around petroleum royalty for both petroleum producers and the Queensland 
Government. 

• The benchmarks which form the basis of the royalty rate move with industry benchmarks, which are 
transparent. 

• Ensures equity as between gas producers – it would render individual PRDs obsolete for ongoing 
liability determination. 

• Significantly reduces administrative costs for producers and OSR. 

                                                      
24 OSR, Petroleum Royalty Review Consultation on Volume Model, 21 November 2019 
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• Encourages the most efficient production. 

• Discourages waste by incentivising saving of flared and own use gas.  

Disadvantages of Volume Model  

• As designed the Volume Model only addressees CSG liability but could be adopted for other non-
CSG petroleum, through applying different rates for gas destined for the domestic market, and/or 
non-CSG products. 

• As originally set out in OSR’s Volume Model consultation paper, petroleum producers who supply 
gas to the domestic market would be paying royalty on a value derived largely from export-related 
benchmarks (although the model could be adjusted so that a lower effective benchmark rate applies 
to gas destined for the domestic market). 

• It is a significant shift from the current petroleum royalty regime’s valuation approach and does not 
align with any of the other petroleum royalty regimes in Australia. 

• APPEA and some petroleum producers have asserted that a volume based model or as they 
describe it an “overriding royalty” adversely affects industry development by disincentivising 
investment in marginal gas fields, whether they be new difficult fields or more mature depleting fields.  

• Industry considers counting flared and own use gas is unfair because it is an unavoidable cost 
(noting that a permissible limit of up to 3,000,000 cubic metres of flared or vented gas per wellhead is 
exempt from royalty).  

Industry Model 

On 29 November 2019, APPEA submitted an alternative model referred to as the ‘Industry Model’ (i.e. as 
an alternative to the current petroleum royalty regime and the OSR proposed Volume Model).  

The overarching principle of the Industry Model is that petroleum royalties should be payable to the State 
based on what APPEA refer to as the true wellhead value of petroleum sold.  

To ascertain the true wellhead value of petroleum at the wellhead, actual revenues received are used, 
from which deductions are allowed for all costs incurred by petroleum producers between the wellhead 
to the first point of sale of petroleum.  

Where the first point of disposal of petroleum is to a related party, such as is common with the LNG 
projects, APPEA submit that the transfer price should be based on OECD transfer pricing and arm’s 
length principles.   

APPEA states that industry considers the most appropriate way to apportion value within integrated gas 
projects for transfer pricing purposes is the residual price methodology (RPM). However, industry 
recognises that OSR has previously sought to implement a netback methodology (Netback) for LNG 
valuation and PRD purposes and notes there are a number of important elements associated with 
Netback that need to be carefully considered to ensure it operates in a manner that is both efficient and 
equitable for all parties. Further, industry considers that an appropriate rate of return should be 
determined by considering independent benchmarking, such as that undertaken by the Queensland 
Treasury Corporation (QTC), namely the use of the ‘QTC’ Weighted Average Cost of Capital (WACC) 
post tax range of 9.2% to 10.1% (mid-point 9.65%). 

APPEA has given a commitment that industry would work with Queensland Treasury and the 
Queensland Government in good faith to derive an LNG feedstock valuation methodology that is 
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equitable, transparent and auditable and which can be implemented as part of the Industry Model. 
Further, Industry is prepared to compromise and accept the Netback approach for the purposes of its 
model.    

APPEA states that the Industry Model can be applied to conventional and unconventional petroleum 
operations, and gas and oil operations. 

Industry Model – Principles 

The key principles of the Industry Model are set out in the following table.  

Table 2: Industry model key design principles  

Key Principle Proposed definition/treatment  

Tax base  Levied on the true wellhead value of gas produced for 
sale. No royalty is payable on gas that is (a) unavoidably 
lost, (b) returned to a natural reservoir, (c) flared or 
vented in accordance with good gas field practice and 
environmental regulations, or (d) used by the licensee for 
approved mining operations or any incidental purpose.  

Ascertainment of the wellhead value  The ‘wellhead value’ is determined by deducting from the 
arms-length gross sales value of petroleum sold, all 
allowable post wellhead costs. Where the first point of 
sale is to a related party, the sale to be determined on an 
arm’s length basis, in accordance with OECD transfer 
pricing guidelines. GST is to be excluded from all 
calculations.  

Deductible costs  All costs related to the cost of processing and 
transporting petroleum incurred between the wellhead 
and point of sale, including transportation (from the 
wellhead to the point of sale), treatment (including the 
treatment, sale, reinjection or disposal of petroleum by-
products, including produced water), processing and 
storage, are deductible costs. 

Indirect overheads are deductible to the extent that they 
are incorporated into labour costs that are charged to a 
project, and where the labour charge itself is a deductible 
cost. 

Non-Deductible costs  Costs associated with exploration and down-hole 
production related drilling will generally be non-
deductible.  

Deduction nexus  To be deductible, costs must be both incurred in relation 
to the project and be post wellhead in nature.  

Capital costs (depreciation)  Capital costs are to be depreciated based on accounting 
value on straight line basis, either over 10 years or the life 
of the asset, whichever is the less.  
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Deduction limit  Deductions in any single royalty period shall not exceed 
90 per cent of the gross sales value of petroleum sold at 
the first point of sale.  

The following are ‘other principles’ that APPEA state would need to be considered as part of 
development of the Industry Model. 

Table 3: Industry model – Other design principles  

Other Principle  Proposed definition/treatment  

Royalty period  Royalties paid during the year via quarterly instalments, to 
be lodged within 30 days of the end of a quarter. An 
annual royalty return to be completed within 90 days of 
the end of the royalty year.  

Production testing (pre-production 
licence) sale or disposal of petroleum  

Petroleum produced and disposed of prior to the granting 
of a production licence (including production testing) shall 
be subject to royalty at a rate of 1.25 per cent of the 
proceeds from the disposal of the petroleum. If the pre-
production petroleum is flared and not sold, no royalty is 
payable.  

Currency  Receipts and costs denominated in a foreign currency are 
to be converted to $A based on a method determined by 
the Minister or based on accounting standards where 
book and tax are aligned  

Scope of a project for royalty purposes  A project for royalty purposes shall be a production 
licence or combination of licences as determined by the 
Minister, upon application by the licensee.  

Assessment of royalty liability  Due consideration should be given for the nature of 
unconventional petroleum projects in Queensland where 
there are thousands of wells over multiple permits and 
joint ventures. Where there is no overall underpayment of 
royalty on a group basis, there should be remission of the 
associated interest and penalties. 

Royalty deduction schedules  Legislated deduction schedules for any post wellhead 
costs that are not deemed to be 100 per cent deductible. 
Apportionment is expected in respect of physical well-
head costs, apportioned as between surface and 
downhole activity.  

Excess deductions  Any unclaimed deductions in a single royalty period shall 
be carried forward to the next period, until such 
deductions are claimed. Carried forward deductions shall 
not receive any interest augmentation or compounding.  

Native title and landowner 
compensation payments  

Payments made to indigenous groups or to landowners 
(whether in the form of a royalty type payment, access 
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charge or compensation payment) shall be deductible in 
the ascertainment of the wellhead value.  

Resolution mechanisms for disputed 
issues  

An administrative merits review mechanism to be applied 
where there is any dispute as to the royalty calculation.  

Public Administrative guidance, 
determinations and rulings  

Public Guidance issued to increase certainty, 
transparency and voluntary compliance, with private 
rulings available for producers  

Schedule of penalties  To be determined by the Commissioner in accordance 
with the Taxation Administration Act 2001.  

Industry is seeking certainty through a 10-year moratorium on any changes to the royalty model decided   
by the Queensland Government.  

Also, APPEA recommends that a publicly available ruling or practical compliance guideline be developed 
covering the majority of deductible cost categories. APPEA states that this would provide a codified 
benchmark for petroleum producers to use as a baseline and should they operate outside of these 
benchmarks, the producers should be able to work collaboratively with the OSR and the Minister to 
achieve a compromise cost agreement. 

Further details of the Industry Model are contained in APPEA submissions in Attachment 7b and 
Attachment 10.  

OSR comments on the Industry Model  

OSR noted that the industry model does not fully address related party non-arm’s length transactions, 
including the impact the model would have on PRDs. The petroleum royalty revenue implications of the 
model are not addressed. Further, the proposed model does not fully address complexities that exist in 
the current regime, such as the valuation of deductible costs charged by related parties, the 
apportionment of allowable and non-allowable expenses, and issues with the current depreciation model 
relating to certain expenses between the wellhead and point of disposal (i.e. inconsistency with 
accounting and tax methods, which necessitates producers keep a separate register for royalty 
depreciation). 

The valuation methodology in the Industry Model is considered unsuitable by OSR on the basis that 
OECD guidelines predominantly deal with profit or rent taxes as opposed to royalty (e.g. the RPM deals 
with pre-wellhead transactions and arbitrary profit splitting between the upstream and downstream 
components of an integrated gas to liquids value chain, which is not relevant for the purposes of 
petroleum royalty given such royalty is a payment to the State for the right to exploit petroleum non-
renewable resources. OSR noted  

 and recent litigation regarding different methodologies, and APLNG’s 
comments regarding their acceptance of the Netback being dependant on using QTC’s WACC, whereas 
the other LNG projects’ positions on inputs to the Netback or other methodology are as yet unknown. 
This suggests that it may be difficult for all three LNG project JV partners to agree on the proposed 
model and inputs, and then for industry to agree such with the Queensland Government. OSR also 
commented that private rulings together with individual valuations and ‘compromise cost agreements’ 
could effectively result in individual royalty agreements for each producer, which in turn may result in 
inequity and a lack of transparency in the treatment of individual producers. That is, what is being 
proposed under the Industry Model is effectively replacing the existing regime with a model that also 
effectively creates uncertainty, complexity and a lack of transparency. Concerns were also raised around 
the effect of grouping and the carry forward of deductions (e.g. grouping assessments and the carry 
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forward of deductions could allow loss-making operations to reduce royalty for other profitable 
operations, grouping may require each tenure holder or joint venture partner to lodge for their tenure 
share of each operation thereby adding to complexity and the number of royalty returns, and the carry 
forward of deductions could add complexity to the royalty calculation), and how the model could result in 
increased compliance.  

OSR’s complete comments on the Industry Model are included in Attachment 11. 

APPEA’s reply to OSR comments on the Industry Model  

Following OSR’s comments on the Industry Model, APPEA proposed a valuation methodology for 
feedstock gas for integrated CSG-LNG projects (Attachment 11). APPEA commented that non-arm’s 
length costs should be addressed through compliance and a risk-based administration. APPEA noted 
their suggested grouping provisions would need to be discussed further and the revenue impact of their 
model was being assessed.    

APPEA’s complete reply to OSR comments are included as Attachment 11. 

Advantages of Industry Model 

• Takes into consideration the costs related to processing petroleum. 

• Would align with petroleum producers’ financial systems. 

• The exclusion of flaring and venting is simpler for reporting purposes. 

• Expanding allowable deductions to include everything would be simpler than the current regime. 

• Grouping may result in fewer returns. 

• Similarities to features in some other jurisdictions (See Attachment 12, which includes APPEA’s 
comparison of other jurisdictions, together with OSR comments and an ‘Interjurisdictional comparison 
of petroleum royalty regimes’).  

• Could be applied to conventional and unconventional petroleum, as well as other gas and oil 
operations. 

Disadvantages of Industry Model 

• Would require agreement between all three LNG projects, broader petroleum producers and the 
Queensland Government on a methodology to deal with non-arm’s length transactions and including 
importantly, key inputs, such as rate(s) of return on capital expenditure.  

• Does not fully deal with some of the complexities of the current regime, as set out above, such as the 
valuation of deductible costs charged by related parties, the apportionment of allowable and non-
allowable expenses and issues with the current depreciation model. 

• Individual agreements on non-arm’s length transactions may still be required with petroleum 
producers. 

• Would require legislative change. 

• Including all deductions could result in less royalty being paid than currently. 

• Rewards inefficient producers.  
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Legislated Netback Model 

This model was introduced late in the consultation process and therefore has not been fully considered 
by the Working Group. 

The key features of this model are: 

• a legislated netback methodology to determine commercial value for the CSG to LNG projects; 

• legislation of the applicable tariffs ($/GJ) and tolls ($/GJ) for the downstream facilities and the 
deduction of this from an arm's length contract (e.g. LNG sale and purchase agreements) to 
determine commercial value at the first point of disposal; and 

• a cap on cost deductions to ensure the State does not bear the burden of any industry inefficiency. 

Advantages of Legislated Netback Model 

• Certainty for the State and the CSG-LNG projects. 

• Petroleum royalty revenue received based on the actual arm's length revenue received. 

• Consistent with methodology in place when projects took final investment decisions. 

• Consistent with the Minister’s PRD for APLNG, which used Netback.  

• No change to current legislated regime for deductions of mid-stream/upstream costs (between 
wellhead and first point of disposal). 

• Expanding allowable deductions for downstream costs with a cap would be simpler than the current 
regime and could manage the potential loss of revenue. 

Disadvantages of Legislated Netback Model 

• Possible legislative change required if features of the model require amendment. 

• Uses some notional features e.g. appropriate tariff and tolls would need to be determined. 
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6. Royalty revenue modelling 

This section provides analysis and modelling of the indicative royalty revenue outcomes under the 
Industry Model and Volume Model compared with the arrangements under the current royalty regime 
(the current arrangements). The Legislated Netback Model has not yet been analysed or modelled for 
indicative royalty revenue outcomes given it emerged late in the consultation process.   

As stated, this modelling is for ‘indicative’ purposes only and should not be relied upon as representing 
estimated or actual outcomes of the various models. For example, the Industry Model modelling includes 
expanded allowable deductions whereas the current arrangements modelling does not include this data 
(the expanded allowable deductions are not an input to the Volume Model).  

The modelling also uses certain variables as inputs which are subject to change, for example, the 
current arrangements and Industry Model modelling use different inputs and values in determining the 
sales price and disposal price of gas under the netback methodology. 

The modelling was undertaken by OSR in collaboration with representatives from the three major LNG 
projects.25  

Also, the figures used in modelling the current arrangements will not match those published in the   
2019-20 MYFER for a number of reasons, including that they represent only CSG royalty (excluding 
other petroleum commodities such as oil) and that these figures reflect assumptions from industry, which 
may not align with Queensland Treasury assumptions underpinning the figures in the 2019-20 MYFER. 

The modelling26 shows that when compared to the current arrangements, average petroleum royalty 
over a nine year period from 2020 to 2028 under the two alternative models would be approximately: 

• $94 million per annum higher under the Volume Model 

• $36 million per year lower under the Industry Model 

The table below shows that petroleum royalty follows an upward trend over the nine-year period from 
2020 to 2028 under the two alternative models and the current arrangements. This is driven by an 
assumption that the Brent oil price will increase over that period.27 

  

                                                      
25 For  all smaller petroleum producers, OSR has input forecasted values based on data available through petroleum producer estimates to 2023. Where petroleum producer estimates do not 
capture elements of the Industry Model, such as additional deductions, or for years post 2023, OSR has assumed values based on information available at the time of writing  
26 The results are based on the specifications of the Industry Model and Volume Model presented in this paper. The results are specific to the scenarios modelled and data assumptions and 
indicative only 
27 As modelling of the two alternative models was performed in collaboration with the three LNG projects, the results reflect their data and assumptions and may not align with Queensland 
Treasury’s assumptions. In particular,  
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The chart below shows a comparison of petroleum royalty under the current arrangements and under the 
Volume Model for the nine-year period from 2020 to 2028.  

Chart 2: Comparison of petroleum royalty under the current arrangements and under the Volume Model  

 

Petroleum royalty under the Volume Model is on average $153 million per annum higher than under the 
current arrangements up to 2024. From 2025 to 2028, the average difference is $21 million per annum 
higher. The closing of the gap between the two forecast series reflects the exhaustion of capital 
depreciation being claimed as a statutory deduction over a 10-year period, which would increase 
petroleum royalty under the current regime, but is not a relevant factor in calculating royalty under the 
Volume Model. However, depreciation is taken into account under the Volume Model through the setting 
of the tiers and rates. From 2024, the closing of the gap also reflects a forecasted substantial increase in 
the volume of gas produced by petroleum producers, other than the three major LNG projects. Under the 
current arrangements assumptions, non-major petroleum producers would on average pay higher royalty 
per GJ than the major petroleum producers. 

Under the Volume Model, different benchmarks apply to royalty calculated on LNG feedstock and 
domestic CSG, with effectively a lower rate for domestic CSG.28   

Industry Model – Revenue modelling 

APPEA states that the Industry Model is based on the following assumptions. 

• True wellhead value, including a deduction for all costs between the wellhead and the first point of 
sale. 

                                                      
28 The results presented in this paper are based on data provided by indusrty and the three LNG projects. At the time this data was modelling by OSR with the three LNG projects, a model with 
split rates for domestic CSG and LNG feedstock gas was not under consideration. The royalty amount under such a split would be dependent on the requirements of what constitutes ‘domestic 
CSG’. It is likely that the data in this report reflects some CSG as domestic that is actually LNG feedstock CSG e g. gas sold by a third party petroleum producer to one of the LNG projects who 
use it as LNG feedstock gas. Therefore, royalty under the Volume Model is likely underestimated, because it reflects a higher than actual proportion of domestic gas 
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• Where the first point of sale is to a related party, the sale be determined on an arm’s length basis, in 
accordance with OECD transfer pricing guidelines. 

• Deductions in any single royalty period shall not exceed 90 per cent of the gross sale value of 
petroleum sold at the first point of sale. 

• Unclaimed deductions in a single royalty period shall be carried forward to the next period, until such 
deductions are claimed. 

• Grouping of assessments where the ultimate parent company holds the petroleum licenses.29 

The chart below shows a comparison of petroleum royalty under the current arrangements and under the 
Industry Model for the nine-year period from 2020 to 2028. 

Chart 3: Comparison of petroleum royalty under the current arrangements and under the Industry Model  

 

Petroleum royalty under the Industry Model closely aligns with the trend of royalty under the current 
arrangements because the two models share similar characteristics.30 However, petroleum royalty under 
the Industry Model is consistently lower than current arrangements, which is a consequence of the 
Industry Model having broader allowable deductions than are currently available.31 For most reasonable 
scenarios, the Industry Model will result in lower petroleum royalty than under the current 
arrangements.32 These results are dependent on assumptions made in the modelling about the value of 
LNG feedstock gas. The value of LNG feedstock gas under the Industry Model is higher because it 
reflects industry assumptions, rather than OSR’s more conservative assumptions in the current 
arrangements results.  

                                                      
29 Data relating to grouping from the three LNG projects has been taken at face value. A change in a corporate group, such as the start-up of a new operation, could result in the availability of 
deductions that could reduce that group’s royalty liability 
30 In particular, both models include deductions as part of the calculation of royalty 
31 Under lower oil price scenarios than modelled here, the carry forward of deductions to future years under the Industry Model could also contribute to this result 
32 Theoretically, the Industry Model could result in more petroleum royalty than under the current arrangements due to the capping of deductions at 90% of sales revenue. However, this would 
likely only occur under a low oil price scenario 
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7. Domestic gas 

As announced in the 2019-20 State Budget, and set out in paragraph (h) of the Review ToR (refer to 
‘Review – Terms of reference’ under ‘Background’), the Review was also to identify any opportunities to 
strengthen the domestic supply of gas through the petroleum royalty settings.33  

Following is a summary of policy settings in Queensland and other jurisdictions in relation to domestic 
gas supply. A more detailed paper is included at Attachment 13. 

Current Queensland policies supporting domestic supply 

The Petroleum and Gas Act allows for petroleum tenures to be granted subject to an ‘Australian market 
supply condition’.34 The Australian market supply condition applies to both the holder of the petroleum 
tenure and an entity who is supplied with the gas produced from the land subject to the Australian 
market supply condition (gas consumer entity).35 Under the Australian market supply condition, the 
tenure holder must not supply, and the gas consumer entity must not further supply, gas produced from 
the reserved land other than to the Australian market; and any contract or other arrangement for the 
supply of the gas must include a condition that the gas must not be further supplied other than to the 
Australian market.36 

Queensland has released a number of blocks with an Australian market supply condition since these 
provisions were first used in February 2017 (refer to Attachment 13 for further details).37 In addition, in 
June 2019, a joint venture petroleum project was awarded land with the condition that gas can only be 
sold to Australian manufacturing businesses.38  

The Queensland DNMRE is currently conducting a review of the Australian market supply condition to 
investigate the extent to which the policy is meeting the Government’s objectives and whether any 
modifications may be needed to deliver a better result.39 A draft report is due to be delivered in 
December 2019 and a final report in February 2020.  

On 4 December 2019, DNRME provided the Chair with a verbal briefing regarding the policy settings and 
practical aspects of the Australian market supply condition and related matters.  

Policies in other jurisdictions 

The Review has also considered the policies other jurisdictions have which seek to encourage domestic 
gas supply and ensure adequate gas supply for domestic markets.  

Under the Federal Government’s Australian Domestic Gas Security Mechanism (ADGSM), which was 
introduced in July 2017, if LNG projects’ use of domestic gas results in a supply shortfall in a domestic 
market, those projects may be required to limit their exports or find new gas sources.40 The ADGSM has 
yet to be triggered.41  

In August 2019 the Federal Government announced it will consider options to establish a prospective 
national gas reservation scheme by February 2021, as well as considering other ways to improve gas 

                                                      
33 Queensland Budget 2019-20, Budget Paper 4 – Revenue Measures  p. 153 
34 Chapter 2, Part 2A 
35 Petroleum and Gas (Production and Safety) Act 2004, s 175C 
36 bid, s 175A and 175C 
37 See ‘Review of domestic gas pilot program’, Department of Natural Resources, Mines and Energy (Qld) (Web Page, 11 November 2019) <https://www.dnrme.qld gov.au/mining-
resources/initiatives/review-of-domestic-gas-pilot-program> 
38 Anthony Lynham, ‘More Qld gas fuels manufacturing jobs’ (Media Statement, 3 June 2019) <http://statements.qld.gov.au/Statement/2019/6/3/more-qld-gas-fuels-manufacturing-jobs>. 
39 ‘Review of domestic gas pilot program’, Department of Natural Resources, Mines and Energy (Qld) (Web Page, 11 November 2019) <https://www dnrme.qld.gov au/mining-
resources/initiatives/review-of-domestic-gas-pilot-program> 
40 Australian Domestic Gas Security Mechanism’, Department of Industry, Innovation and Science (Cth) (Web Page, 7 August 2019) <https //www industry.gov au/regulations-and-
standards/australian-domestic-gas-security-mechanism>; Customs (Prohibited Exports) (Operation of the Australian Domestic Gas Security Mechanism) Guidelines 2017 (Cth) s 6(1) 
41 t is noted a review into the ADGSM is currently underway but no announcement has yet been made on the outcome of the review 
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supply.42 More recently, the Hon Matt Canavan, Minister for Resources and Northern Australia, 
reinforced the Federal Government’s commitment to implementing a national gas reservation scheme in 
cooperation with the states and the Northern Territory.43  

Western Australia (WA) is the only jurisdiction in Australia with a domestic gas reservation policy.44 In 
accordance with WA’s policy, the WA Government enters into contractual agreements with proponents 
of LNG projects requiring them to reserve the equivalent of 15% of LNG production for domestic 
consumers, develop and obtain access to the necessary infrastructure to meet their domestic gas 
commitments and show diligence and good faith in marketing gas to the domestic market. LNG projects 
must demonstrate their ability to meet the policy as a condition of project approval. The WA Government 
applies the policy in a flexible manner.  

South Australia (SA) introduced the Plan for Accelerating Exploration (PACE) gas grant program which 
provided funding to gas projects with the greatest likelihood of securing new and significant gas supplies 
to SA customers from SA gas fields.45 The conditions of the program are that SA gas users will be 
provided with a first right to agree commercial terms to contract gas resulting from these projects.46 
Round 1 of the PACE gas grant program started to deliver gas to the market in July 2018, while round 2 
is expected to deliver gas to the market by December 2020.47 If there is excess gas for the SA market 
arising from the PACE gas grant program that is uncontracted then the gas may be sent to other 
States.48 

Other Australian jurisdictions have very limited production of unconventional gas due to bans or 
moratoriums on hydraulic fracturing in the case of Victoria and Tasmania, and heavy regulation in New 
South Wales (NSW). There is also no current conventional gas production in NSW or Tasmania and the 
only gas production in Victoria is from offshore basins which are declining (see Attachment 13 for 
further details). 

The Northern Territory lifted its moratorium on fracking of onshore unconventional reservoirs in April 
2018.49 However, there has yet to be any production of unconventional gas and petroleum producers are 
still in the early stages of exploration for onshore unconventional gas.50 The NT has two LNG projects 
which produce gas for the export market.51 

The Review also considered at a high level the policies international jurisdictions, such as, Canada (and 
in particular the province of Alberta) adopt to encourage domestic gas supply. In Canada, the export of 
natural gas outside of the country is regulated by federal laws while each of the provinces also have 
distinct policies affecting the oil and gas industry. At a federal level, export orders or licences are 
required from the Canada Energy Regulator (CER) to export oil and natural gas.52 The CER evaluates 
whether the oil and natural gas proposed to be exported is surplus to reasonably foreseeable Canadian 
requirements, having regard to the trends in the discovery of oil or gas in Canada.53 In Alberta, the 

                                                      
42 Matt Canavan, Josh Frydenberg and Angus Taylor, ‘Government acts to deliver affordable, reliable gas’ (Media Release, 6 August 2019) 
<https://www.minister.industry gov.au/ministers/canavan/media-releases/government-acts-deliver-affordable-reliable-gas> 
43 Matt Canavan, ‘EnergyQuest report highlights success of Coalition gas policy’ (Media release, 5 December 2019) <https://www.minister.industry gov.au/ministers/canavan/media-
releases/energyquest-report-highlights-success-coalition-gas-policy> 
44 The information on Western Australia is from the following sources: ‘WA Domestic Gas Policy’, Department of Jobs, Tourism, Science and Innovation (WA) (Web Page) 
<https://www.jtsi.wa.gov au/economic-development/economy/domestic-gas-policy>; ‘Implementation of Domestic Gas Policy’, Department of Jobs, Tourism, Science and Innovation (WA) (Web 
Page) <https://www jtsi.wa.gov.au/economic-development/economy/domestic-gas-policy/implementation-of-domestic-gas-policy>; Information provided by officers from the Department of Jobs, 
Tourism, Science and Innovation (WA) 
45 PACE Gas, Department for Energy and Mining (SA) (Web Page) <http://www.energymining.sa.gov.au/petroleum/latest updates/pace gas>; Department of State Development, South 
Australia PACE Gas Grant Program <http://www.energymining.sa.gov.au/ data/assets/pdf file/0003/283962/PACE Gas Program.pdf>; PACE Gas Round 2 Grant Criteria, Department for 
Energy and Mining (SA) (Web Page) <http://www.energymining.sa.gov.au/petroleum/latest updates/pace gas/pace gas round 2 grant criteria> 
46 PACE Gas, Department for Energy and Mining (SA) (Web Page) <http://www.energymining.sa.gov.au/petroleum/latest_updates/pace_gas> 
47 Information provided by officers from Department for Energy and Mining, Energy Resources Division (SA) 
48 bid 
49 Australian Energy Regulator, State of the Energy Market 2018 (Report December 2018) 205 <https://www.aer gov.au/system/files/State%20of%20the%20Energy%20Market%202018%20-
%20Full%20report%20A3%20spread 2.pdf> 
50 Information provided by officers from the Territory Revenue Office (NT) 
51 bid 
52 Natural Gas, Canada Energy Regulator (Web Page, 29 October 2019) <https://www.cer-rec gc ca/nrg/sttstc/ntrlgs/index-eng.html> 
53 National Energy Board, Energy Market Assessment – Short-term Canadian Natural Gas Deliverability 2016-2018 (Report, June 2016) ii <https://www.cer-rec gc ca/nrg/sttstc/ntrlgs/rprt/2016-
2018ntrlgsdlvrblty/index-eng html> 
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Alberta Energy Regulator (AER) issues licences for the removal of natural gas from the province.54 The 
AER may prescribe terms and conditions for the licences, including the maximum annual quantities of 
gas that may be removed from Alberta during particular intervals and the conditions under which the 
removal of gas may be diverted, reduced or interrupted.55 

Attachment 13 provides further details the policies of various jurisdictions to encourage domestic gas 
supply and ensure domestic markets have adequate supply.  

Further measures to strengthen domestic supply 

As outlined above, Queensland is already using the Australian market supply condition and an Australian 
manufacturers condition to increase the amount of gas available for the domestic market and domestic 
manufacturers. The Queensland Government has also sought to rigorously enforce conditions attached 
to petroleum tenures, including those dedicated to domestic supply. A condition of obtaining and 
retaining a petroleum tenure is that the holder must have an exploration/development plan in place and 
comply with time bound conditions set out in the Petroleum and Gas Act. The holder of the petroleum 
lease must commence petroleum production under the relevant lease on or before the later of the end of 
2 years after the lease takes effect or any production commencement day set out in the lease.56  

Consideration was given to a differential royalty rate for domestic gas producers however the 
complexities of administering such a scheme are likely to be high.  

The use of the royalty regime to directly and separately incentivise domestic gas production is difficult to 
achieve without creating adverse unintended consequences for investment in gas production.  

 

                                                      
54 Lewis Manning and Bernadita Tamura-O’Connor, Thomson Reuters, Practical Law (online at 11 December 2019) Oil and gas regulation in Canada: overview, Natural gas imports/exports. 
55 Gas Resources Preservation Act, RSA 2000, c G-4, s 5 
56 Petroleum and Gas (Production and Safety) Act 2004, s 154 
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8. Findings  

Considering the Industry Model and Volume Model against the Review ToR, both models are 
underpinned by principles that could be calibrated in a way which delivers an appropriate return to 
Queenslanders for their valuable non-renewable resources.  

The Volume Model is superior to the Industry Model in terms of administrative simplicity although 
because of its relatively novel nature further complexities may emerge which are at present unknown.  

The Industry Model provides a simpler solution to the determination of costs to be deducted by including 
them all. This suffers from the difficulty of rewarding inefficiency which creates inequities between the 
petroleum producers. Absent an increase in the headline royalty rate, increasing the scope of allowable 
deductions would also lead to a dramatic reduction in royalty revenue – QCLNG strongly resists an 
increase in the headline royalty rate.  

The Volume Model resolves the related party transaction dispute. The Industry Model reduces the scope 
of the dispute but leaves it unresolved.  

The RAM program should reduce the administrative burden of either model although the Volume Model 
is by definition simpler to administer.  

An analysis of other jurisdictions suggests that the predominant model design for petroleum royalties is 
the wellhead value model which on the face of it, supports industry’s approach. However, the 
Queensland industry configuration is unique – the assertion that the Federal Petroleum Resource Rent 
Tax (PRRT) model for Federal offshore gas projects demonstrates that this issue is not unique and has 
been successfully dealt with in this context is unpersuasive for the following reasons. First, the PRRT is 
undergoing review because the Commonwealth Government is dissatisfied with it, and secondly, the 
relevant solution the PRRT presently applies through the RPM, namely a shared profit method of arriving 
at the transfer price is invalid as it seeks to take a metric used to divide profit and apply it to a model 
which is seeking to define value. The PRRT also applies to the value chain pre-wellhead, which is not 
relevant for royalty determination purposes, which merely seeks to determine value of the petroleum at 
the wellhead.   

The best assistance the royalty regime could provide to the domestic gas sector is for it to adopt a 
design which best encourages the investment in new supply of gas generally. Any attempt to use the 
royalty regime to encourage domestic gas supply specifically, such as through differential rates, is likely 
to be very difficult to administer and create inequities which could have unintended adverse market 
consequences, because reducing domestic gas prices would affect incentives for new supply for all 
petroleum producers, including smaller producers. 

Both the Industry Model and Volume Model have asserted industry development advantages – in the 
case of the Volume Model because it is more likely to reward efficient low cost producers, who are best 
able to develop marginal fields including fields which may be presently locked up by less efficient 
producers.  

In the case of the Industry Model, it more closely reflects the cost of production i.e. decisions about how 
long to continue to invest in a mature depleting gas field or to open a new challenging gas field which 
could influence marginal investment decisions.  

On balance, there does seem to be more industry development risks in the Volume Model, however the 
asserted disincentives through possibly marginally higher royalty rates are unlikely to affect all but a 
small number of these investment decisions.  
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A better more targeted and transparent approach would be to pursue direct measures to assist domestic 
gas consumers either through the industry portfolio in the case of industry consumers and the 
community services portfolio in the case of household consumers.  

While both models have transitional issues, they appear to be resolvable although this will become 
clearer in the implementation consultation phase. The start date of the preferred model will be a relevant 
factor to consider in this context.  

Another criticism which arose in the design of the Volume Model was inclusion of flared or own use gas 
in the assessment of petroleum royalty where such is presently excluded (up to a permissible limit of 
3,000,000 cubic metres) and not proposed in the Industry Model. I am persuaded that many of these 
losses are unavoidable due to safety or necessity production issues and that producers are already 
sufficiently incentivised to minimise these. The Volume Model could be easily modified to appropriately 
deal with these issues.  

Late in the consultation process a further model emerged – the Legislated Netback Model, as discussed 
above. This model seeks to resolve the transfer pricing issue by striking tariffs and tolls for downstream 
services provided for the pipeline and liquefaction and storage facilities, and to remove the issue of 
which midstream costs (between the wellhead and point of disposal) should be deductible by including 
them all but capping the relevant portion which can be claimed against the wellhead value.   

Little opportunity was available to consult on this model, however to the extent that it can resolve the 
outstanding issues in dispute it seems worthy of further consideration.  
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9. Conclusion 

The present royalty regime is not suitable for the existing configuration of the Queensland gas industry 
and it should be replaced with a simpler model less capable of generating disputes.  

That as far as possible a model with broad support should be adopted.  

That the revenue to the State should be protected and enhanced consistent with present expectations. 

That further consideration of the three models which emerged in the course of the deliberations of the 
Working Group and consultation process be pursued.  

That the gas industry is facing regulatory uncertainty, most emanating at a national level and that there is 
strong commitment by all parties to resolve this matter as soon as possible.  
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10. Recommendation(s) 

I therefore recommend that: 

1. The Deputy Premier approve the Working Group continuing to evaluate the three following 
models and conclude such evaluation by 12 February 2020; 

• Volume Model 

• Industry Model 

• Legislated Netback Model 

2. A new petroleum royalty model be recommended for approval by 12 February 2020; 

3. The Queensland Government approve a new petroleum royalty model on or before 28 February 
2020; and 

4. Final industry consultation on the implementation of the approved new petroleum royalty model 
commence on 1 March 2020 and conclude no later than 27 March 2020. 
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11. Attachments 

Attachment 
No. 

Document 

1.  LNG Projects in Queensland 

2.  CSG-LNG Value Chain 

3.  Petroleum Royalty Review – Summary of Meetings 

4.  Petroleum Royalty Review – Timeline 

5.  Template letter to petroleum producers 

6.  Office of State Revenue Consultation on Volume Model 

7.  Petroleum Royalty Review – Summary of Submissions 

7a. Mr Patrick Fennell submission dated 23 November 2019 

7b. APPEA submission dated 29 November 2019 

7c. Australia Pacific LNG Pty Ltd submissions dated 29 November 2019 and 20 
December 2019 

7d. Origin Energy Limited submission dated 29 November 2019 

7e. Shell QGC submission dated 29 November 2019 

7f. Arrow Energy Pty Ltd submission dated 3 December 2019 

7g. Chi Oil and Gas Pty Ltd submission dated 3 December 2019 

7h. KOGAS Australia Pty Ltd submission dated 3 December 2019 

7i.  submission dated 6 December 2019 

7j. Professor Andrew Garnett submissions dated 28 November 2019 and 8 
December 2019 

7k. Glencore Australia Holdings Pty Ltd submission dated 9 December 2019 

7l.  submission dated 20 December 2019 

8.  Worked examples of the volume model 

9.  APPEA’s comments on the volume model 

10.  APPEA’s further submission on the industry model 

11.  OSR’s comments on the industry model and APPEA’s reply to OSR’s 
comments 

12.  Interjurisdictional comparison of petroleum royalty regimes 

13.  Interjurisdictional domestic gas reservation & supply policies 

 




