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Abstract

Abstract
The focus of this research is the Greater Sunrise gas-condensate field, discovered in
1974 and located in the Timor Sea, north of Australia’s Northern Territory. Jointly
owned by Australia and neighbouring East Timor, Greater Sunrise comprises a
valuable natural resource which, however, remains untapped due to various political,
economic, and legal challenges, amongst others. This outcome is detrimental to
Australia’s national interest; in particular, a Darwin-based LNG-domestic gas
project would provide a competitive energy source to generate sustainable
development for the economically vulnerable Northern Territory. In addition, the
Greater Sunrise project would realise a substantial revenue stream for both the
Australian Federal and the financially constrained East Timorese governments.
Thus, the core question underpinning the research is: Why does Greater Sunrise
remain undeveloped over three decades since discovery, despite the stated
aspirations of major stakeholders?

To address this question a suitably robust

analytical framework is developed to identify and assess salient actors and factors
that have impacted on the Greater Sunrise project. Actors considered include the
Australian Federal, the Northern Territory and the East Timorese Governments,
along with the Greater Sunrise joint venture partners, and various NGO and civil
society groups active in the project environment. Factors include dynamic global
gas markets, international legal maritime boundary determinants, technical project
aspects, and the paramount role of politics in influencing economic decisions.
It is intended that the findings of the analysis will inform future policy development
to promote expeditious development of valuable offshore petroleum resources, in
Australia’s national interest. This objective assumes a role for government in the
commercial environment which, it is acknowledged, contravenes contemporary
economic orthodoxy. Thus, theoretical justification is presented by showing that the
non-development of Greater Sunrise constitutes a form of market failure. Finally, it
is suggested that a holistic national energy policy, including a clearly defined role
for natural gas to contribute to Australia’s energy future, is the most efficacious
means to provide certainty for investment in the dynamic and complex petroleum
project environment.
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Chapter One: Introduction

1. INTRODUCTION
The focus of this research is the Greater Sunrise gas-condensate field, discovered in
1974 and located in the Timor Sea, north of Australia’s Northern Territory. Greater
Sunrise comprises a valuable resource which, however, remains untapped due to
various political, economic, and legal challenges, amongst others. The three figures
above show the chemical composition of natural gas, the commodity supply chain
from exploration and production to consumption, and the geographical location of
Greater Sunrise.

All of these aspects of the Greater Sunrise project will be

considered in this thesis, and therefore these figures provide useful references.

The two main political protagonists, the Australian and recently constituted
East Timorese governments, remain at odds over maritime boundary delimitation,
while littoral state, Indonesia, maintains an active interest.

Meanwhile, a

development option acceptable to the four Greater Sunrise joint venture (JV)
partners – Woodside Petroleum, ConocoPhillips, Shell Development Australia, and
Osaka Gas – remains elusive, as estimates for an exploitation date – currently not
before 2015 – continue to be projected out.

This impasse continues to deny

Australia – and especially the economically vulnerable Northern Territory – a
potential source of energy, as well as revenue generation for both government and
corporate stakeholders.

1.1 Research Overview
Greater Sunrise’s geographic location is in the Timor Sea, 144 kilometres south of
East Timor at its northernmost point, and 475 kilometres north-west of Darwin. The
gas-condensate hydrocarbon field straddles the eastern boundary of the Joint
Petroleum Development Area (JPDA), a 6,200 sq. km jurisdiction containing a rich
vein of both producing and potential hydrocarbon resources, administered jointly
since 2003 by Australia and East Timor.1 (see Figure 3) The JPDA was originally
1

The terms ‘hydrocarbon’ and ‘petroleum’ are both loosely used within industry discourse to
designate organic compounds that consist of carbon and hydrogen atoms, with the number of carbon
nucleus atoms designating the actual resource. (See Figure 1)
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established as the Zone of Cooperation (ZOC) by Australia and Indonesia in 1989 in
the wake of inconclusive boundary negotiations begun in 1971, and temporarily
bridges the 130 M gap where agreed Australia-Indonesian boundaries terminate at
points east and west – hence the ‘Timor Gap’.

The rationale for the JPDA, established under the auspices of the Timor Sea
Treaty (2003), is to provide legal and fiscal certainty to enable resource exploitation
to proceed, while permanent boundary settlement remains under negotiation. Major
producing fields within the JPDA are Bayu Undan, a 3.4 trillion cubic feet (Tcf) gascondensate field, and Laminaria-Corallina, a 198 million barrel (MMbbl) oil deposit.
In addition, the geological structure that the JPDA partially covers – the Bonaparte
Basin – is considered highly prospective.

Greater Sunrise, consisting of approximately 8 Tcf of natural gas and 300
MMbbl of condensate, is justifiably described as a ‘world class’ resource. However,
because Greater Sunrise straddles the eastern JPDA boundary and reaches into
Australian territorial waters, two supplementary agreements to the Timor Sea Treaty
(2003) have been negotiated. The International Unitisation Agreement (2007) (IUA)
and Treaty on Certain Maritime Arrangements in the Timor Sea (2007) (CMATS)
will enable eventual resource exploitation under a single jurisdiction. Although
negotiated in early 2003, the IUA and the adjunct CMATS agreements were not
ratified until January 2007, thereby inhibiting the timely development of Greater
Sunrise.

That is, the legal and fiscal certainty afforded by treaty settlement is a
precondition to any final investment decision (FDI) by the Greater Sunrise JV
partners, entailing large initial capital outlays and long lead times before securing
returns on investment.

The delay in ratification was largely due to a legal

technicality, in that both the IUA and CMATS gave effect to Article 2 of the Timor
Sea Treaty (2003) which stipulated that treaty arrangements were without prejudice
to a future maritime boundary settlement. This clause left open to East Timor the
real possibility of claiming sovereign entitlement over the entire JPDA and beyond,

2
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and thus reason to delay ratification, as well as grounds to leverage Australia for
greater concessions.

Of arguably equal importance to the Timor Gap’s resource wealth is its
strategic location in the Timor Sea. The Timor Sea forms part of a network of sealanes of communication (SLOCs) that carry traffic in energy, commerce and military
power, and are of particular importance to Australia, which must safeguard its
‘maritime bridge’ into Asia. In addition, growing contemporary instances of nontraditional security breaches have focused attention on the region, including
increased surveillance, and on occasion interdiction. Such instances, which are also
of concern to East Timor, include illegal fishing, traffic in seaborne refugees,
smuggling of weapons and narcotics, and the heightened possibility of a maritime
terrorist attack – possibly against a hydrocarbon project’s fixed wellhead, or an
associated transport ship. Australia, having the only extended maritime presence in
the region, would certainly consider any boundary concession as undermining its
regional power, especially given the associated prospect of having to unravel some
6000 nautical miles (M) of boundary with Indonesia. These strategic imperatives,
coupled with the abovementioned JPDA resource wealth, exemplify why agreement
on closing the Timor Gap remains elusive.

An additional challenge that has frustrated the timely development of Greater
Sunrise has been the inability to secure forward gas sales contracts. To explain,
there are long lead times before a liquefied natural gas (LNG) project becomes cash
flow positive – on average ten years – and large initial capital outlays required,
averaging, for instance, AU$6 billion for an offshore instillation and pipeline. Thus,
this large capital outlay must first be underwritten with long-term foundation sales
contracts: yet customers are reluctant to sign such contracts until security of supply
is assured. The Greater Sunrise JV consortium had – up until their announcement in
January 2005 that work on Greater Sunrise was being suspended – expended
approximately AU$250 million in feasibility and marketing studies, and
development options. Despite these efforts, markets – export LNG, domestic, or a
combination thereof – remain elusive.

3

Chapter One: Introduction

Further, a number of development options for Greater Sunrise have been
considered, none of which have proceeded to FID stage. This impasse is due to both
the inability of the JV partners to reach consensus on a development concept, and
the associated matter of which markets to target in a dynamic market environment.
In regard to development options, rapidly advancing technology has played a role:
the possible utilisation of pioneering floating LNG (FLNG) technology had
commercial ramifications that did not align with the strategic directions of all of the
JV partners. In regard to market considerations, these are familiar to most offshore
gas projects: they include fluctuating domestic and global supply and demand
scenarios, and associated variation in energy prices, as well as rising costs for gas
infrastructure throughout the supply chain, which must be allowed for when
deciding on a commercially viable sales gas price. In addition, there exists supply
competition from alternative gas projects and substitute energy sources, as well as
competition for advancement of projects within each company’s suite of prospects.

The above synopsis conveys the complex and dynamic nature of the Greater
Sunrise project environment.

Thus, a commensurately robust methodology is

required to assess the various stakeholders, as well as factors, at play. This research
utilises an actors (stakeholder) and factors framework to analyse the influence of
these various issues on the impasse over the development of Greater Sunrise. This
framework is developed in several steps. Firstly, an analysis of the conventional
stakeholder analysis model reveals gaps in the methodology. Next, the World Bank
actors and factors model is shown to comprise a more holistic methodology that is
well suited to analysis of the project environment. Finally, some minor adaptations
to the World Bank model are made to accommodate the task at hand, namely to
retrospectively identify key actors and factors that have impacted on the Greater
Sunrise project, and to assess their salience in terms of capacity to influence
development outcomes.

The key objective of this research is to provide information that can be used
to effect the expeditious development of valuable energy natural resources. The
core question underpinning the research is, why does Greater Sunrise remain
undeveloped, over three decades since discovery, despite the stated aspirations of
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major stakeholders to achieve this? This question gives rise to several additional
considerations, as below:
•

Who and what are the key actors and factors that have presented unacceptable
levels of risk to the Greater Sunrise joint venture partners, between discovery in
1974 and bilateral ratification of the IUA and CMATS Treaties in February
2007?

•

How can the salience of relevant actors and factors, in terms of their capacity to
affect the Greater Sunrise project objective, be assessed?

•

What is the optimal development scenario for Greater Sunrise – the project
objective – from the perspective of attaining an optimal national interest
outcome?

•

Which of the identified salient actors and factors can be managed, and within
what policy framework?

•

What are the key features of the Greater Sunrise natural resource which confer
value for various stakeholders?

By addressing the above questions, this research is able to show that the
development of Greater Sunrise as an Australian located LNG-domestic gas project
is in the country’s national interest, as well as being beneficial for the financially
impoverished East Timor. In addition, it is demonstrated that the impact of the
identified actors and factors on the non-development of Greater Sunrise can be
interpreted as constituting a form of market failure. This premise is used to argue
that there exists a role for central government to initiate policy to ensure the
expeditious development of major natural resources.

1.2 Analytical Contribution of the Thesis
One of the central aims of this thesis is to highlight how complex and dynamic both
the internal and external natural resource project environment is.

This fact is

convincingly demonstrated in the Greater Sunrise Chapter Five case study. Having
established this phenomenon, several questions arise:
•

What conventional techniques and methodological constructs exist to both
identify and manage such a complex nexus of issues?

•

How effective are these existing methods and, where deficient, what
improvements are possible?
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•

Who, of the various key stakeholders with interests in a natural resource project,
is responsible for developing an enhanced model, and for correlating and
assessing relevant data with a view to recommending risk management
strategies?

In answer to the above questions, this thesis arrives at several findings, as presented
below.

Firstly, it is shown that a number of disparate analytical frameworks are
utilised by various stakeholder groups. For instance, the standard assessment tool
within the petroleum industry is cost-benefit analysis (CBA), along with other
similar comparative analyses such as cost-effectiveness analysis, and risk-benefit
analysis.

In the case of host governments, methods typically vary according to
prevailing ideology.

For instance, the Australian Liberal-National coalition

government, in power during much of the period assessed here, adhered to a laissez
faire approach to development issues. That is, the JV consortium was largely left to
make their own decisions, according to market considerations using the above
methods. The Australian Government exhibited a disinclination to either assess or
manage risks threatening the development of Greater Sunrise.

Conversely, it is apparent that East Timor’s Revolutionary Front for an
Independent East Timor (FRETILIN)-led government, with a founding Marxist
ideology, were less averse to contravening free-market orthodoxy and to intervening
in the project environment. This is most evident in East Timor’s shifting taxation
demands, and the stipulation that an LNG plant be located in that country. The East
Timorese Government, responsible for generating development in the newly
constituted state, and with little endogenous revenue base, clearly employed a
revenue maximisation strategy, and acted accordingly.

A final example of yet another set of parameters utilised to assess the Greater
Sunrise project is provided by the various non-government organisations (NGOs)
and civil society groups who lent partisan support to East Timor. These stakeholder
groups, although not adhering to any central ideology, were largely motivated by
6
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moral issues of past injustices, colonial dispossession, and sovereign entitlement,
with revenue maximisation a logical corollary of addressing these issues. These
stakeholder groups were all highly active in lobbying elite decision-makers, namely
the respective governments and the JV consortium, to effect their preferred
outcomes.

The above summation reveals several features. Firstly, all of the stakeholder
groups agree on the desirability of developing Greater Sunrise, notwithstanding
arguments from some parties on the East Timorese side of the debate that
development should be deferred until settlement of maritime boundary entitlement.
Secondly, the stakeholder groups have disparate agendas which determine how they
prioritise the issues affecting Greater Sunrise, how to address them, and what
constitute desirable outcomes. These observations lead to a key finding, namely that
assessment of the issues affecting Greater Sunrise have been made by individual
stakeholder groups concerned with individual payoffs. However, there has been no
calculation of the collective payoff. This has largely contributed to the impasse over
development of Greater Sunrise, whereby no-one wins.

It is therefore evident that a more comprehensive, holistic analytical model
that accounts for as many of the stakeholders and their respective concerns, as well
as factors affecting the project environment, is required. Herein lies the particular
analytical niche filled by this research. In introducing and building upon the World
Bank actors and factors analytical framework, this thesis takes a step in the direction
of developing such a model. To further clarify this last point, it should be noted that
the model used here makes no claim to being definitive. That is, the model makes a
concerted attempt to facilitate capture of as many of the actors and factors that might
impact on an offshore petroleum project; however, each natural resource project
environment has its own complexities. Accordingly, it is suggested that this model
is an advance, rather than a definitive method.

The model first identifies stakeholders and factors that have affected both the
internal and external Greater Sunrise project environment. These actors and factors
are then assessed in terms of their salience – their potential impact, their capacity to
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influence, and their risk to the project objective. In short, the research bolsters
understanding about the dynamics at play in a major offshore petroleum project
environment, which it is anticipated will inform future project risk management
strategies to expedite development of similar projects.

It is argued above that there is a need for a more comprehensive, holistic
analytical model to assess the project environment. However, the Greater Sunrise
case study establishes that there exist many stakeholder groups with various interests
in the project. This poses the problem of whose responsibility it should be to
develop such a model and, indeed, who is in the best position to correlate and assess
the necessary data, and to recommend and monitor risk strategies?

The answer to the first part of this question is provided by the finding in this
thesis that the non-development of Greater Sunrise constitutes a form of market
failure. In such instances – even in a free market economy – the economic literature
points to government intervention. This case for recourse to policy mechanisms
need not be in lieu of market forces; indeed, as found in the below literature review,
best practice projects often operate under the auspices of clearly defined and
consistently applied regulation that takes account of commercial imperatives.

A further finding of this thesis, namely that development of Greater Sunrise
is in Australia’s national interest, addresses the second part of the above question.
That is, the finding supports the argument that there exists a role for government to
ensure that impediments to project development are identified and that appropriate
policy exists to address these issues. Restated, there exists a moral responsibility for
government, as the custodian of natural resources belonging to the entire
community, to ensure that a national payoff is actually realised.

It must be

emphasised that the wider community are the stakeholders, as broadly defined, with
the greatest stake in the development of a natural resource: to invoke an oft-used
economic axiom, ‘a rising tide lifts all ships.’
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1.3 Contribution to the Existing Literature
There does not exist an abundance of secondary literature directly analysing the
Greater Sunrise project, largely due to the topical nature of the development. The
secondary literary sources located and referenced in this research mostly consider
Greater Sunrise in the context of wider events unfolding in the Timor Gap. These
sources include books, refereed journal articles, and other theses.

The lack of secondary literature focusing on Greater Sunrise is well
compensated for by the wealth of primary material available which, although not
considered in the Literature Review immediately below, comprises the empirical
component of the case study presented in Chapter Five. Many of these primary
sources are media related, such as newspaper reports and feature articles, letters to
the editor, televised and radio interviews, investigative documentaries, speeches,
press releases, and commentary from corporate, political, professional and NGO
stakeholders.

These sources also provide stakeholder perspectives that it was anticipated at
the outset of this research would be obtained from interviews with elites operating
within the project environment.2

While several interviews and some personal

correspondence with elite stakeholders has informed this research, in general
interviews proved difficult to secure, due to the commercial and political sensitivity
of the unfolding Greater Sunrise events. The author frequently found that various
elites, while amenable to communicating in person, were less keen to be quoted in
this research. Where such individuals have contributed to this thesis, and given
permission, they are acknowledged.

Other primary sources include treaty documents, company and government
reports, legal statutes, and maps – including geological and bathymetric schematics.
Also of relevance for this study are published figures, such as energy statistics for
price, consumption, and production. This data includes past, present and forecast
2

‘Elites’ for the purpose of this thesis include politicians at both state and commonwealth
government level, community leaders, lobby group co-ordinators, corporate representatives, and
recognised specialists in the fields of international law and the energy sector.
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periods, and in some cases are presented as graphs to show a particular trend or to
emphasise a particular point. Because the question of Greater Sunrise development
has so many dimensions, a definitive coverage of the relevant primary literature is
precluded, however it is intended that the above sources suffice to produce a
tolerably robust thesis.

This thesis contributes to the pool of available literature in several ways. In
the first instance, it provides an updated and objective case study of the Greater
Sunrise development. At the time of writing, the author is aware of two other case
study approaches to events in the Timor Sea that focus on Greater Sunrise. Paul
Cleary’s book Shakedown: Australia’s Grab for Timor Oil (Cleary 2007) was
published in late 2007. Cleary was part of the East Timorese team who were
negotiating with Australian officials to finalise treaty arrangements in the Timor
Gap, and his insider understanding of the negotiations as well as comprehensive
knowledge of relevant issues is an invaluable source. However, as the title of his
publication suggests, Cleary takes an unashamedly subjective standpoint; although,
this does not compromise the veracity of the information presented. A further point
that distinguishes Cleary’s work from this thesis is that it takes no theoretical
approach, nor does it attempt to employ any methodological construct: it is a popular
historical account, and on these terms a very informative one.

The other case study approach was presented as a Doctor of Philosophy
(PhD) by Australian National University student, Alex Munton, in June 2006
(Munton 2006). Munton adopts an international relations approach to explain why,
in his perception, Australia was moved beyond its preferred position in treaty
negotiations with East Timor, in light of the asymmetrical power balance between
the two countries.

Munton argues that this is because a likely favourable

international legal maritime boundary ruling for East Timor convinced that country
of the legitimacy of its position, thus bolstering its resolve. Munton omits, however,
to include mention of the existence of countervailing legal opinion which meant that
any legal ruling posed as much risk as benefit for East Timor. In any event, the
thesis provides another good historical account of the negotiations, especially given
that the author had access to the minutes of the negotiation meetings.
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Both of the above accounts have a particular focus on the negotiations
between Australia and East Timor, whereas the core focus of this thesis is the
Greater Sunrise project. While the negotiations are discussed in the thesis, this is in
the context of their impact on Greater Sunrise. Further, the strong negotiating focus
of the above works is at some cost to the exposition of many of the wider issues that
affected Greater Sunrise. In short, this thesis offers both an additional standpoint to
the negotiations, while also discussing many of the wider issues that have come into
play in the Timor Gap, and spans a longer historical period.

For instance, this research provides insights into the interactions between key
stakeholders in regard to the development of Greater Sunrise. Specifically, interstate, state-central government, and state-corporate relationships are examined.
Similar research exploring such relationships, either in part or as a central focus,
does exist in relation to other natural resource projects, each with its distinctive
characteristics. Thus, this Greater Sunrise-focussed study adds to the existing body
of literature examining ways in which such complex relationships and negotiations
are conducted.

The same claim to original knowledge applies to the analysis of factors that
have impacted on the Greater Sunrise resource project. That is, factors are examined
within the context of a case study of a contemporary project, as opposed to receiving
purely theoretical consideration. Also, factors such as market dynamics, role of
technology, political risk, and treaty arrangements are typically examined in
isolation, whereas this research’s holistic approach examines these in the dynamic
project context. In short, this thesis provides additional and practical insights into
the dynamics of an extant natural resource project.

There do exist other, less formal, publications concentrating on the maritime
boundary dispute, as well as on various issues that have unfolded in the Timor Gap.
These generally shorter information pieces – for example, newspaper and magazine
articles – concentrate on a single often contemporary event, such as a recent project
announcement accompanied by an assessment of Greater Sunrise’s economic
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potential. Such contemporary pieces, while informative, do not present a congruent
story allowing a wider assessment of events, as does this thesis.

Where broader historical analyses do exist, these largely provide a general
coverage of events in the Timor Gap, rather than a particular focus on the Greater
Sunrise project. Predominant amongst this genre are NGO and similar sectional
group publications which, while historically factual, typically adopt a clear pro-East
Timor stance and therefore lack the objectivity that it is anticipated this thesis offers.

A further contribution of this thesis to the literature is that it provides insights
into the strengths and weaknesses of two existing analytical approaches. Firstly, its
assessment of the applicability of stakeholder analysis as a methodological tool
highlights the shortcomings of this approach for evaluating the broad range of actors
and factors impacting on the project environment. The subsequent adoption of the
actors and factors analytical framework builds upon the stakeholder analysis
approach by facilitating the incorporation of factors. In this way the explanatory
utility of the actors and factors approach for the specific area of natural resource
development is highlighted.

This multi-disciplinary analysis will likely be of interest to a range of
scholars and analysts from a similarly broad range of disciplines. Foremost, those
interested in conflict management, maritime jurisdictional issues, oceans governance
and offshore natural resource development will all find content of relevance within
this thesis. More generally, specialists and students from the disciplines of political
studies, including international relations and economics, will be interested in this
broad analysis. Where this research focuses on the actions of the Australian and
East Timorese governments, foreign policy analysts will be interested, while the
assessment of maritime boundary negotiations and possible outcomes will have
some relevance for defence and security analysts. This thesis also discusses possible
energy policy scenarios, an important topic for public sector policy analysts. In
addition, it is envisaged that history scholars will find this account of a significant
period of Northern Territory development to be a valuable reference.
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In closing, the proviso must be made that the holistic multi-disciplinary
approach used in this thesis does have the shortcoming of achieving breadth of
analysis at the cost of some depth. For instance, the coverage of the international
legal maritime boundary aspect of the dispute is unlikely to excite the interest of
scholars from within this discipline who are already conversant with the available
literature.

The multi-disciplinary approach of this thesis is, however, also its

strength – this enables a thorough investigation into the main determinants likely to
affect an offshore petroleum natural resource project.

1.4 Structure of the Thesis
This thesis is presented as seven numbered chapters, each with sub-chapters and
sections according to specific themes, which are identified numerically and prefixed
by the number of the core chapter. Introductions, conclusions, summaries, and
sections appearing within sub-chapters do not use any numerical identification, their
purpose – it is anticipated – being evident to the reader.

This introductory chapter commences with an overview of the research – its
structure, content, core questions, methodology – and briefly presents the main
conclusions. This is followed by an explanation of the analytical contribution of the
thesis, which entails describing existing methodological constructs, their
shortcomings, and suggests potential improvements.

Chapter Two provides a review of literature examining key issues affecting
petroleum resource development. A review focusing on secondary literature about
Greater Sunrise is precluded, due to the small number of such publications
addressing this specialised and topical subject. The review concentrates on four
areas, divided into sections, each of which has some relevance to the Greater Sunrise
project. Each section is followed by a summary identifying the material’s relevance
to the Greater Sunrise project.

Firstly, the UN Convention on the Law of the Sea (UNCLOS III) is
examined – the rationale for its formation, the processes that came into play during
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its establishment, and its efficacy in practice are covered. The following section
examines the historical role of the state in securing energy supply, along with
projections of its future role. The last two sections investigate different aspects of
the impact of globalisation on the resource project environment. These two sections
have a specific focus on how enhanced communication has affected the behaviour
of, and relationships between, various stakeholder groups involved in petroleum
development.

Chapter Three is presented in two related parts, covering the theoretical and
methodological frameworks that will inform this research. Firstly, the theoretical
discipline of political economy is introduced. The theory’s historical roots and
development is traced, and reasons for its re-emergence as a mainstream approach
during the last several decades are suggested. The politics-economics nexus is also
explored, and evidence is assembled to show how this dynamic environment can be
conceptualised in terms of relationships of power. These theoretical underpinnings,
it is argued, provide an ideal lens through which to analyse the complex nexus of
actors and factors that have impacted upon the Greater Sunrise project environment.

The following section commences by explaining how political economy is
one of several disciplines that has informed stakeholder management theory, which
is then introduced. Stakeholder theory’s analytical toolkit – stakeholder analysis – is
assessed as being applicable to the task of identifying key causes of nondevelopment of Greater Sunrise.

However, further investigation reveals a key

shortcoming in the method. Thus, the World Bank actors and factors model is
introduced as a practical means to assess the myriad events that include, but extend
beyond, stakeholders operating in the Greater Sunrise project environment. Some
minor amendments to the World Bank model are made, and a complementary
method to assess which salient actors and factors might be within management
policy reach is introduced.

Chapter Four, presented in four parts, develops a broad understanding of how
a natural resource derives value. In the first instance, the concept of value is
explored in the context of humankind’s dynamic relationship with its natural
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environment.

This investigation helps explain how a natural resource such as

Greater Sunrise is conferred with political, social, environmental, as well as
economic values. The following section outlines how humankind’s utilisation of
hydrocarbons for primary energy has evolved through history, and considers
projections for the future energy economy. This overview enables natural gas to be
located within the global energy economy.

The third section examines in more detail current trends and future
projections for natural gas to contribute to the global energy economy. It considers
the different means available to bring natural gas to market, recent investment in
infrastructure throughout the supply chain, and the nature of global markets. This
investigation sets the scene for an assessment of natural gas’ role in Australia’s
energy economy. Both Australia’s current and potential gas reserves are quantified,
as is the structure of Australia’s market, including an assessment of current supply
and future demand forecasts. Natural gas’ contribution to the national economy is
appraised, and the section finishes with a specific focus on prospects for natural gas
to contribute as a primary energy source to drive the Northern Territory economy.

Chapter Five presents the case study of the Greater Sunrise natural gas
reserve, and explores political, social, and economic factors that have impacted on
development of this natural resource over a broad historical period. The chapter is
presented in four parts. The first part introduces Greater Sunrise – its geographical
location and geological structure – as well as some technical details about
development options, and the associated matter of potential value for key
stakeholders. The following section describes the historical phases of maritime
boundary negotiations in the area of the Timor Sea known as the ‘Timor Gap’, up to
the signing of the Timor Sea Treaty in 2002. These negotiations, held between
Australia and four successive governing regimes in East Timor, also coincided with
a period of changing precedent in international maritime law.

The next section explores the ensuing period of maritime boundary
negotiations between Australia and an independent East Timor. Because Greater
Sunrise straddles the JPDA eastern lateral boundary and reaches into Australian
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territorial waters, a supplementary agreement – the International Unitisation
Agreement (IUA) – was necessary.

This approximately three year negotiation

period is explored, with a particular focus on the various stakeholder groups’ use of
the media to harness public support for their respective stances. The key features of
the eventual compromise agreement – the Treaty on Certain Maritime Arrangements
in the Timor Sea (CMATS) – are also described.

Finally, several dynamics of the internal Greater Sunrise project environment
are explored. This section commences with a description of the four joint venture
partners responsible for developing Greater Sunrise, with particular focus on their
respective corporate profiles and growth strategies. Next, the various development
concepts and target markets that have been considered by the joint venture
consortium are described; reasons as to why agreement about these matters – which
are key to progressing a project to development stage – has remained elusive are
explored.

The last part of the case study briefly outlines the contemporary

development status of Greater Sunrise.

The content of the previous chapters provides the material for the arguments
and analysis presented in Chapter Six.

The first of four sections assesses the

potential national interest advantages from development of Greater Sunrise
according to sustainable development criteria of social, economic, and
environmental benefits. The affirmative finding of this appraisal also highlights the
requirement for a theoretical argument to justify government intervention in the
project environment. Thus, the next section presents the case that non-development
of Greater Sunrise constitutes a type of market failure, using the two criteria of
insufficient market competition and incomplete markets.

The following section presents the findings from analysis of the Greater
Sunrise case study using the actors and factors framework. The salient actors and
factors identified are arranged within six categories as an aid to organisational
clarity. Each grouping is followed by a brief discussion, and suggestions for policy
development. The final section explores the most efficacious means to develop and
implement a holistic policy framework that will establish certainty for prospective
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gas development-projects. Australia’s contemporary energy policy mechanisms are
explored and critiqued, which leads to the suggestion for development of a national
energy policy that identifies the role for natural gas to contribute to Australia’s longterm energy future.

Chapter Seven concludes this research by revisiting the questions posed at its
outset. The relevance of each question to the Greater Sunrise project is briefly
discussed, along with research findings.

The conclusion also discusses several

underlying themes that have emerged from the research.
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2. LITERATURE REVIEW
Introduction
As mentioned, there is currently a paucity of secondary literature analysing the
issues pertaining to Greater Sunrise, due to both the specific and topical nature of the
development. This literature review therefore provides a general overview of the
scholarly treatment of petroleum natural resource development. It is anticipated that
this broad appraisal will reinforce the complexity involved in bringing such projects
to fruition, while also highlighting various actors and factors, and methodological
approaches to assessment. Moreover, this exercise enables this thesis to be located
within the pre-existing body of literature.

The review is presented in four sections, each according to a specific theme.
Each section concludes with a brief summary of findings, and relates these to the
Greater Sunrise project. The first section conducts an investigation into how the
literature has assessed the rationale for, and the processes that formed, the United
Nations Convention on the Law of the Sea (1982) (UNCLOS III). This seminal
international legal precept exerted considerable influence on events in the Timor
Sea. Next, various analyses of the perennial question of national energy security are
considered, including accounts of the traditional and projected role of the state. This
question relates to one of the main contentions of this thesis, namely that in certain
instances there exists a role for the state.

The following two sections examine different interpretations of the impact of
globalisation on the behaviour of, and relationships between, stakeholders involved
in petroleum development. The first of these sections looks at various assessments
of how globalisation has impacted on relationships between government, companies,
and communities.

The following section reviews several appraisals of

globalisation’s influence on standards of contemporary governance, which embrace
greater levels of transparency and accountability, affecting both governments and
companies. All of these factors have relevance to events that have impacted on the
behaviour of key Greater Sunrise stakeholder groups.
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2.1 UNCLOS III: A Politico-Legal Solution to Questions of Resource
Ownership
This section examines how various scholars have assessed the rationale for, and the
processes that brought about, codification of the third United Nations Convention on
the Law of the Sea (1982) (UNCLOS III). While UNCLOS III is an expansive
agreement covering all areas of maritime law, the particular focus of this review is
on legal problems of resource ownership and exploitation.

These issues were

brought to the fore by the Truman Declaration of 1945, then began to be addressed
in the Geneva Convention on the High Seas (1958). They were further discussed in
a second inconclusive United Nations (UN) conference in 1960. The final round of
extensive discussion amongst nations lasting almost a decade culminated with the
formation of UNCLOS III in 1983. 3

Seabrook E. Hull, in his 1967 article, The Political Ocean, notes the
changing economic function of the world’s oceans:
As long as the high seas were used mainly as a fishing ground and primarily
as a means of transport, and by fishermen whose range was relatively
limited and whose catch was individually small, complex problems did not
arise (Hull 1967, 499).
Hull observed, however, that advancing technology and increasing economic
requirements were driving ocean exploration beyond traditional parameters, and
predicted that this would cause a commensurate increase in inter-state challenges.
Hull (1967, 502), while noting that “the ocean … seems to transcend specific
national interests and temporal political considerations” – scientific oceanographic

3

UNCLOS III (1973 - 1982) was the final of three UN conventions held, and insofar as it addresses
ownership and exploitation of maritime natural resources, reflected the advancing need to govern
technologically driven activity in this sphere. The catalyst for addressing nations’ sovereign maritime
entitlements was arguably the 1945 Truman Proclamation, by the United States, which laid unilateral
claim to control over natural resources of that country’s continental shelf. This was followed by
UNCLOS I (1956 - 1958) which resulted in the four articles of the Geneva Convention on the
Continental Shelf, and then the inconclusive UNCLOS II (1960). A thorough history and,
respectively, several case studies pertaining to the application of UNCLOS is contained in the two
volume publication by Brown (1994). Of particular relevance for the Australia-East Timor debate
over sovereign rights to the continental shelf are volume 1 (Chapter 13), and volume 2 (Chapter 7).
This matter is also discussed throughout the Chapter 5 case study in this thesis, and particularly in
Section 5.2.
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collaboration is cited – concedes that ultimately a global administrative mechanism,
most likely under the auspices of the UN, will be necessary.4

Hull’s summation presciently foreshadows the successful conclusion of
UNCLOS III. UNCLOS III is seminal, in that it codifies international maritime
customary law into a convention that is acceptable ‘almost universally’ (Brown
1994, 11).5 The motivation for UNCLOS III deliberations was largely concern
about economic jurisdiction over maritime fishery and mineral resources; although,
other matters – in particular transit through international straits, and environmental
protection – also occupied the negotiators. Brazil (1996, 69) points to the 1960s, a
period during which the enhanced potential to exploit seabed resources emerged, as
the phase during which this debate began to gather real impetus.

While economic considerations were clearly a key motivation for UNCLOS
III, the resulting document was very much a product of political manoeuvring and,
ultimately, compromise.

The complex negotiations are documented by Bergin

(1996, 19), who notes that, “(t)he game of ocean politics demanded that the players
select(ed) goals and compromises … not always to (their) liking.” This outcome in
part reflected the number of disparate lobby groups that coalesced around common
stands, for both economic and political reasons, as documented by Forbes (1992, 1017). Interestingly, where significant economic outcomes were at stake, traditional
political adversaries often found common ground; conversely, economic stakes also
created dissent, requiring further political compromise.

The most significant example of this latter circumstance, as emphasised by
Forbes (1992), Brazil (1996), Brown (1994), Kaye (2001) and White (1999), was the
reluctance of the major maritime states – including Australia – to ratify UNCLOS,
due to the provisions of Part IX whereby ownership of all “solid, liquid and gaseous
mineral resources … in the Area (outside of 200 M from any coastal state) be for the

4

In regard to oceanographic collaboration in the immediate ASEAN maritime region, a
comprehensive description of arrangements is presented in Forbes (2001, 159-175).
5
UNCLOS III is also described by Forbes (1992, 11) as “the most comprehensive and bonding global
text ever drafted.”
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common heritage of mankind.”6 A political compromise – ‘the Agreement’ – was
eventually struck, thereby facilitating the requisite number of 60 UNCLOS III
ratifications in November 1993.7
.

However, political compromise can equally result in partial resolution that
meets the needs of few parties. This has been argued as being the case with
UNCLOS III, Article 83(1), which attempts to establish practical guidelines for
determining ownership of a country’s continental shelf. In practice, this attempt was
inhibited by “conflict between countries supporting equidistance and those favouring
equitable principles,” resulting in ill defined prescription that “effectively left such
matters in the hands of international tribunals” (Kaye 2001, 16).8

This outcome had particular ramifications for the dispute between Australia
and East Timor over Australia’s claim to its entire continental shelf beyond the
traditional 200 M limit, a debate shown in Section 5.2 to have prolonged treaty
negotiations. Indeed, Haller-Trost (1990) and Orban (1995) highlight the limitations
of UNCLOS III, and international law generally, in resolving such complex
sovereign jurisdiction claims.

Following from this observation, Kaye (1998),

Dzurek (1996) and Joyner (1998), writing on the dispute between China and several
littoral states over the Spratly Islands, all look to political resolution, rather than
legal recourse.

A related critique by Kerr (2002) of UNCLOS III concerns the ability of
states to exempt themselves from certain articles, and in particular from international
legal arbitration. Kerr’s assessment that this is a major limitation is in some part
vindicated by Australia’s withdrawal from the International Court of Justice (ICJ)
and the International Tribunal for the Law of the Sea (ITLOS) in 2002, a period
6

Part IX would have essentially required the developed countries – who were more likely to have the
resources to extract offshore mineral wealth – to redistribute a large portion of any proceeds to other
countries. The subsequent Agreement Relating to the Implementation of Part IX of the United
Nations Convention on the Law of the Sea of 10 December 1982 (1994) included more equitable
terms for the exploiting countries, thereby rendering UNCLOS acceptable to a large number of
dissenting nations. Discussion on this aspect of UNCLOS is contained in, Forbes (1992).
7
For a discussion on the controversy over ‘the Area’, and compromises made to reach ‘the
Agreement’ – particularly in order to appease the US, see: Carlsson (1997).
8
The first quote above is attributed by Forbes (2001, 178) to. Evans, M. D, 1989. Relevant
Circumstances and Maritime Delimitation. Oxford: Oxford University Press, 29.
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during which its dispute with East Timor was escalating.9

This same action

undermines positive assessments of Part XV’s efficacy, as expounded by Varayudej
(1997).

The above examples exemplify the generally mixed appraisal attributed to
UNCLOS III, in practice.

Karandawala and Lewarn (1996, 107) argue that

UNCLOS III has actually eroded the freedom of the seas, on grounds that coastal
states have attained a greater degree of jurisdiction within their expanded zones,
while Kerr (2002, 15-16) argues similarly that the introduction of new, and
alterations to existing, state jurisdiction may potentially increase interstate maritime
conflicts. Wolfers’ (1999) more balanced assessment cites cases of both conflict and
co-operation, and points out the need for in increase in international organisations to
administer the expanded jurisdictions – that is, further political input: “UNCLOS
was made by states and largely depends for its effectiveness on states” Wolfers
(1999, 10).

In short, it is apparent that UNCLOS III, while a genuine collaborative
attempt at legal codification, remains deeply reliant upon political goodwill for
effect. This argument is supported by the international use of Joint Development
Zones (JDZs) as mechanisms to facilitate economic exploitation, while leaving
disputed sea-bed boundaries undetermined, or ‘without prejudice’ to the positions of
the respective States. Kaye (1998), Valencia (1985), Forbes (2001) and others
support this as a workable political compromise that can benefit all stakeholders.

However, Antunes (2003, 39 - 44) argues against such arrangements, on the
grounds that final boundary delimitation provides a clearer and more stable legal
setting.

This caveat is acknowledged by Kaye (2001, 43), who also cites the

expense in maintaining joint administrations, and associated legal complexities.
These criticisms notwithstanding, the JDZ does offer a ‘creative solution’ to

9

In March 2002 Australia’s Minister for Foreign Affairs, Alexander Downer, announced that
Australia was withdrawing from the UNCLOS dispute mechanisms dealing with maritime
delimitation (Annex VI) in favour of settlement ‘by negotiation rather than litigation’. Australia’s
actions in respect to this action are further discussed in Section 5.2c. Varayudej (1997, endnote no. 6)
references several additional publications that critique the UNCLOS dispute settlement resolutions.
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boundary disputes, with one dozen such arrangements in place worldwide, as at
2001 (Kaye, 2001, 29).

Certainly the JDZ negotiated between Australia and

Indonesia, and brought into effect with ratification of the Timor Gap Treaty (1991),
to bridge the area of unresolved boundary known as the Timor Gap, paved the way
for eventual exploitation of the Bayu Undan gas-condensate field, which
commenced in 2004. However, Greater Sunrise, which straddles the JDZ, has
required supplementary agreements requiring further political compromise.

Summary, and Relevance to Greater Sunrise
UNCLOS III is a politico-legal document setting out maritime sovereign entitlement
and jurisdiction, its intention being largely to facilitate economic pursuits. The
intensely political process that shaped UNCLOS III’s formation is widely
acknowledged, including the necessity for political compromise as a response to
contentious sections. Where such compromise has occurred the result has often
been ambiguity, as with Article 83(1) relating to continental shelf delimitation,
which has been an ongoing source of conflict – especially where proven or probable
hydrocarbon resources are present.

Thus, while most authors agree that the convention is a considerable advance
in the codification of customary international law, there is dissent about UNCLOS
III’s overall efficacy in practice. In instances where legal mechanisms are found
wanting, opinion is strongly towards invoking political goodwill – Forbes (2001,
196) phrases it thus: “(w)ith creative diplomacy, coastal state neighbours can
maintain friendly relationships.”

An exemplar of this approach, in regard to

offshore petroleum resources, is the abovementioned Timor Gap JDZ, the
practicality of which is vindicated by the recent successful exploitation of the Bayu
Undan gas field, discussed in Section 5.1a.

Australia and Indonesia, in adopting the JDZ solution and implicitly
forsaking UNCLOS III, established the use of bilateral political resolution as a
means to unlock the resource wealth of the Timor Gap. However, Greater Sunrise,
which does not fall wholly within the JDZ’s jurisdiction, has required further
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political negotiation, compromise, and good will in order to establish supplementary
agreements. This advent, discussed in Section 5.3, reinforces the limitations of legal
mechanisms such as UNCLOS III for solving complex maritime boundary disputes,
and also highlights both the significance of political accord, and how economic
considerations of potential natural resource wealth is a motivating factor for
reaching such accord.

2.2 Energy Security: the Historical and Future Role of the State
Questions of security of energy supply seek to address matters entailing energy
availability, extraction, conversion and distribution. While the central focus of this
thesis concerns the upstream of this supply chain, the literature canvassed below
touches on all aspects, its concern being to discover in what ways governments have,
and might continue to, approach vital questions of national energy supply. The
literature generally acknowledges the historical role of government in such matters,
however disagrees about whether this is desirable, and the future direction of such
involvement.

Saddler’s (1981) very thorough, if now dated, treatment of the Australian
energy market cites government policy involvement over several decades, and links
this to an ideology of ‘developmentalism’ that arrived with the first fleet in 1788
(Saddler 1981, 3). Indeed, Blainey (2006) argues that “Australia’s history over the
past 150 years has often revolved around fossil fuels” (Blainey 2006, 22). Both
Field (2001, 103), and Stevens (2004, 12-14) acknowledge the central role of
political ideology in energy policy decisions and strategies. Stevens (2004), in his
comprehensive survey of the economic literature for and against the creation of
National Oil Companies (NOC’s), tracks the rise in state involvement from World
War II, and then its demise under the free market ideology – labelled ‘the
Washington Consensus’ – of the 1980s.10 Interestingly, both Saddler and Stevens,
10

The ‘Washington Consensus’ is a term representing the idea that liberal market economics is the
ideal model for economic development, this being the consensus amongst many Washington-based
economic institutions such as the World Bank and the International Monetary Fund (IMF) who
assiduously exported the doctrine from the mid-1980s. Simply, liberal economics denotes economic
privatisation, deregulation and general market liberalisation (supply side management). The efficacy
of this model was bolstered by the argument that the debt crisis of the period, centred in Latin
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writing respectively before and after this ideological shift, make the point that
market forces are not a panacea, with Saddler making the case outright to resurrect a
state oil corporation, while Stevens (2004, 4) maintains that “the wheel could again
revolve back.”11

Cumbers (2000), uses comparative case studies examining the United
Kingdom and Norway’s management of North Sea hydrocarbon operations to argue
that the latter’s more proactive development role – including the establishment of
state oil company Statoil – has resulted in greater regional capacity building.12
Further, the author defends the state’s continued interventionist role, and maintains
that in the face of competitive pressures associated with globalisation, this role will
change, rather than wither. The central question for Cumbers is to what degree the
state will respond to demands from multinational corporations (MNCs), operating
under increasingly competitive pressures, to look after the interests of international
capital. Any decision will need to achieve modernisation of the national industrial
base to achieve spatially balanced growth.

Stevens (2004, 8-14) also investigates Norway’s Statoil, and concludes that
the state-owned company has been successful in terms of both commercial gain, and
in securing leverage over private companies. However the Norwegian government
had to strike a fine balance to achieve this.

The government, mindful of the

phenomenon of ‘political takeover’, whereby companies nourished by high
economic rent become too powerful in domestic politics – the case of Mexico’s
PEMEX is often cited – chose to assume budgetary control. The risk of this strategy
is that the state company might become merely an extension of the civil service, and
lose sight of commercial objectives.13

America, proved the failure of the previously dominant paradigm of Keynesian macro-economic
economics, which emphasised the role for government to intervene in the economic cycle to influence
demand (demand side management).
11
Saddler (1981, 50, 177) points out that Australia formed a majority owned oil refining and
marketing company – Commonwealth Oil Refineries – in the 1920s, which might have provided the
basis for a national corporation.
12
Cumbers (2000, 239) cites several other authors who similarly make the case for the importance of
the nation state as an economic actor, including Weiss, Evans, Henderson and Wade.
13
Please note that the Norwegian government initiated partial privatisation of Statoil in 2001 and, as
at ealry-2006, owned 70.9 percent of shares.
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To return to Cumbers’ point in regard to the changing, rather than
diminishing, role of the state, this is also the prediction of a similar multiple case
study by the James Baker III Institute (James Baker 2005) into how national gas
markets have developed. In the first instance, the study finds that “(a)bsent the state,
very few, if any, of these projects (surveyed) would have been able to move ahead at
the same speed” (James Baker 2005, 4).14 The study also emphasises the increasing
geopolitical importance of natural gas-derived energy, commensurate with its
rapidly increasing uptake globally, which will ensure continued state involvement.
However, the nature of that involvement is changing as liberalisation generates
fewer, larger, energy companies, both public and private, with commercial interests.
Thus, governments are set to play “a greater role as regulator and creator of the
context for private investment” (James Baker 2005, 4).

Other authors, such as Saddler (1981, 8), suggest a wider demand side
management role for the state in energy matters; the author, while noting the state’s
traditional concern with security of supply matters, argues that recent events –
namely the advent of peak oil and the rise of environmental concerns – mean that
considerations such as energy use must be addressed to smooth the transition to
‘sustainable frugality’.”15

Certainly at the geopolitical level there exists a solid history of political
involvement in the quest for security of supply, often in a most Machiavellian
manner: Earney (1987) commences his assessment of the geopolitics of offshore
petroleum by claiming:

14

The Baker Institute study cites governments’ role as builder, operator and financier of gas
infrastructure, to create demand and establish markets: Japan is cited as a representative example
(James Baker 2005, 5).
15
Peak oil theory maintains that production of oil – a finite resource – will reach a peak, and then as
production declines and demand increases, global reserves will diminish at an increasing pace. The
term ‘peak oil’ derives from the work of US geophysicist, M. King Hubbert, who in 1956 posited a
model showing known global oil reserves, and predicted that in the continental US oil production
would peak sometime between 1965 and 1970, and that world production would peak in 2000. As
this theory is not definitively provable, due largely to advances in exploration and production
technology, controversy exists about if, and when, peak oil might occur. Peak Oil is discussed in
Section 4.3b.
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(M)ineral geopolitics can involve the politicisation of economic
relationships and the use of legal and economic power, even military force,
to maintain, to acquire, or to deny access to mineral resources (Earney
1987, 51).16
Earney’s assessment is supported by Engdahl (1993) in his historical account of the
global oil industry. Engdahl assembles extensive evidence to establish that industrygovernment collaboration, in pursuit of strategic geopolitical advantage based on
access to hydrocarbon reserves, has been the motivating factor in most major
international conflicts of the last century. Similarly, Noreng (2002) examines the
“shifting relations between the major oil exporters of the (Middle Eastern) region as
well as outside powers” and notes that, “from this perspective, the world oil market
is as much shaped by political forces as by economic factors” (Noreng 2002, 1).

The above observations underscore another of Saddler’s (1981, 8)
arguments, namely that energy is an essential element in the formation of any
county’s foreign policy. This aspect is explored in some depth by Wäelde (1999) in
his assessment of the behaviour of states with an interest in the oil and gas wealth of
the Caspian Sea. Wäelde finds that there exists in the region a dilemma about how
to address ownership, extraction and transportation issues.

On the one hand

‘traditional’ foreign policy logic is rooted in the idea that “a national interest can be
defined and should be pursued in largely zero-sum games for power and influence
abroad” (Wäelde 1999, 17). This logic is most valued by larger states with imperial
ambitions, either past, such as Russia, or present, such as the US.

Conversely, the logic favoured by Wäelde as being most effective in
achieving general prosperity is that of the global marketplace, characterised by
national and international frameworks. This latter scenario is favoured by states that
do not have the capacity to play a significant role in power politics. Morse (1999),
in his consideration of the Caspian situation, also recognises the dilemma identified
by Wäelde, and backs the traditional scenario, predicting that “it is almost certain
that politics will prevent the cheapest commercial solution from becoming the most
16

Earney’s work, written prior to both Gulf War I and II, cites the Iran-Iraq war (1980 - 1988), and
the UK - Argentina clash over the Falklands/Malvinas (1982) as evidence of recourse to war in
pursuit of geopolitical energy security.
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viable” (Morse 1999, 24).

These various scenarios have some analogy to the

behaviour of the Australian and East Timorese governments in maritime boundary
negotiations, considered in Sections 5.2 - 5.3.

In regard to possible long-term energy scenarios, the literature variously
emphasises a combination of economic cost factors, supply constraints, and
environmental degradation as driving the inevitable transition from current reliance
on fossil fuels, towards an alternative energy economy ultimately based on
hydrogen. Roberts (2004) stresses the dire need for governments to act now, to both
moderate current consumption practices, and to organise management of the
transition period and beyond; although, the unabated trend towards driving ‘gasguzzling SUVs’ and the power of vested-interest corporate lobby groups both come
under scrutiny, in light of contemporary political inaction on both these fronts.
Similarly, Goldstein (2004) censures national and international leaders for their
reluctance to even acknowledge that an energy problem exists. The author also
explores the role that various alternative technologies, particularly solar and nuclear,
might play in the future energy mix.

The potential benefits of the hydrogen economy – namely greatly reduced
environmental impact, security of supply, and competitive production from both
fossil and renewable sources – and our eventual adoption of this energy source is
well documented.17 However, political will, along with government assistance, will
be crucial in steering this transition. Australia is well-positioned to adopt hydrogen,
given its endowment of natural gas – a potential source fuel – while government-led
initiatives such as the Commonwealth Scientific and Industrial Research
Organization’s (CSIRO) National Research Flagship, Energy Transformed, reveal a
positive move in this direction.18

17

For instance, see commentary on the hydrogen economy in Vaitheeswaran (2003).
The advantageous position of Australia to embrace the hydrogen economy was promoted by David
Johnstone, General Manager (Joint Venture Operations and Exploration), Shell Development
Australia, at the International Hydrogen conference in Broome, Western Australia, in May 2003
(Australia Well Positioned 2003, par. 5). The CSIRO National Flagship is collaborating with
industry to “blaze the trail to a hydrogen economy”, as discussed by John Wright, Director, Energy
Transformed, in Wright (2003, 63). For further information visit the Energy Transformed website at,
http://www.csiro.au/org/EnergyTransformedFlagship.html.
18
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Political objectives can, however, often override economic imperatives:
Larry Burns, Vice-President (Research) for General Motors in 2005, during
promotion of the company’s hydrogen fuel cell-powered prototype vehicle, makes
the point that to install a functional number of hydrogen filling stations throughout
the US (major cities and interstate highways) would cost US$12 billion (King 2005,
32). By way of comparison, the US had at that juncture spent an estimated US$200
billion (2003-2005) financing the Iraq war against terror. Insofar as it can be argued
that the Iraqi invasion was motivated by concerns about security of supply over
Middle Eastern oil, this shows the priorities of the Bush administration’s energy
policy, ahead of encouraging investment in the development of sustainable
renewable energy.19 This observation reinforces the paramount requirement for
political will, in this instance to achieve sustainable energy sources.

Summary, and Relevance to Greater Sunrise
The literature reviewed above establishes the historical role of the state in ensuring
energy security. This includes at both the domestic level, namely in the form of
direct or indirect control over supply and distribution, and also at the geopolitical
level, by way of foreign policy instruments. It is also shown that the level of
involvement has varied through time: while the economic rationale for energy policy
formation remains a constant, it is apparent that prevailing ideology is a key
determinant of the degree of government intervention in this sphere. Similarly,
arguments about the appropriateness of state involvement are inclined to appeal to
ideological justification, in the absence of definitive evidence supporting or
disproving economically efficient outcomes either way.

19

In regard to arguments that security of supply of Iraqi oil reserves was a major part of the US’s
rational for invading that country or not, please note the following sources. The Project for a New
American Century, a conservative think tank consisting of many prominent ‘hawks’ within the US
administration, such as Donald Rumsfeld, Paul Wolfowitz, and Richard Perle, recommended in a
letter dated 26th January, 1998 to then-President Clinton that, “the only acceptable strategy (to secure
the significant portion of the world’s oil supply located in Iraq) is to undertake military action”
(Project 1998, par. 4). In addition, Roberts (2004) notes that “whether openly acknowledged or not
(the US-led coalition’s invasion of Iraq) was clearly meant to restore Middle Eastern stability and
maintain Western access to a steady supply of oil”(Roberts 2004, 10), a view shared by both Noreng
(2002, 44) and Kleveman (2003, 255-264).
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Given the importance of contemporary ideology, it is important to note that
during much of the period since discovery of Greater Sunrise the Washington
Consensus – erring towards laissez faire policy – has been prevalent.

This is

demonstrated in the Chapter Five case study, which shows how the Australian
Federal Government ensured that the JV consortium retained maximum autonomy in
Greater Sunrise project development decisions. Also discussed in the case study are
the communist foundations of the East Timorese FRETILIN-led government, and
how this factor was accentuated by the Australian media, likely influencing the JV
consortium’s lobbying to ensure that the Australian Government retained the
balance of jurisdictional power within the JPDA.

Finally, the literature strongly suggests that there remains a regulatory role
for the state in energy matters; although, this role is likely to encompass existing
market mechanisms, rather than direct participation in the energy supply chain. For
instance, it is suggested that governments might foster investment in preferable
future energy sources according to sustainability criteria, and also encourage
demand side measures that lessen pressure on diminishing and finite global natural
resource base. These arguments underpin the recommendations in the final Chapter
of this thesis, namely that there exists a role for government to initiate policy to
ensure the expeditious development of major petroleum natural resources such as
Greater Sunrise.

2.3

Globalisation: Impact on Stakeholder Relationships in the
Petroleum Sector
John Imle (1999), past president of US-based oil major, Unocal, cites globalisation –
namely the advent of instantaneous communication and the associated rise in public
scrutiny of the performance of MNCs – as being a motivation for stakeholder
collaboration between companies, communities, NGO’s and host-governments, in
pursuit of sustainable development goals.20 Indeed, contemporary embracing of the

20

See also James Baker (2005, 10-11) which discusses the case of ExxonMobil’s Arun natural gas
development project in Aceh, Indonesia. In this case the increased means for NGOs and civil society
groups to monitor operations and to organise resulted in temporary project suspension, eventually, in
2001, prompting Indonesian military action against local and armed groups. The concept of
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notion of sustainable development is a salient example of how multiple stakeholder
expectations have been codified, widely communicated, and in consequence become
accepted as an industry benchmark.

For instance, all of the major petroleum

companies operating in the Timor Sea publish their commitment to this notion,
along with specific goals and, often, the degree to which these are being met.

This collaborative approach is also noted by Pearce et al (1984, 6) as being a
prevalent theme emerging from the authors’ review of edited works discussing risk
management in resource development projects: stakeholder negotiations prior to
commencement of development is emphasised.

Similar conclusions appear in

several recent reports investigating questions of energy development. These include
a prominent report, Challenge and Opportunity: Charting a New Energy Future,
compiled by US think tank, the Energy Future Coalition (2003), itself a
collaboration of past Democratic and Republican administrators, together with
business, labour, and environmental groups.21 Similarly, another recent report by
Resources Law International (2004) argues that engagement of, and collaboration
amongst, key stakeholders at the three levels of international, national, and the
individual project, is crucial if the economies of the Asia-Pacific region are to
expand their cross-border gas markets and attain security of supply.

At the

international level, the report (Resources Law 2004, 73) recommends “multilateral
and bilateral collaboration amongst governments, investors and communities.”

The growing importance of cross-border energy trade is also due to increased
global trade liberalisation, and the trend highlighted by the Baker Institute study
above towards fewer, larger, competing energy companies.

Stevens (2003)

examines this phenomenon in his own assessment of the future of global crossborder oil and gas pipeline trade: having made the case for the enhancement of such
trade, on grounds of supply security and the need to accommodate the growing
uptake of gas, Stevens (2003, xiii) highlights that this trade has a historical
sustainable development is used to substantiate the national interest case for developing Greater
Sunrise in Section 6.1.
21
The report’s recommendations address the following three challenges: reducing US energy
dependence on oil, control of emissions from burning of fossil fuels, and extending energy access for
the developing world. One analyst (Frydenberg 2005, 63) reviewing the report’s findings argues that
the group’s diversity is also its strength.
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reputation for disruption and generating conflict. The author draws upon twelve
case studies to conclude that best practice entails that projects be commercially
driven, under the auspices of clearly defined and accepted regulation, noting that
“(i)n a well conceived project, the interests of all stakeholders are balanced and
aligned for the lifetime of the project” (Stevens 2003b, 24).

The importance of effective bilateral political relationships in cross-border
energy collaboration is also highlighted by Weintraub et al (2007) in a series of case
studies of Western Hemisphere countries. This research asks how domestic politics
affect the ability of countries to cooperate in oil and gas programmes that may affect
all of them, and finds numerous examples where political concerns inhibit rational
economic coordination: the study concludes that opportunities for greater
cooperation exist. Similar conclusions are drawn by Wirth et al (2003) in relation to
addressing the question of US energy supply: these authors conclude that “targeted
policy interventions that build on the power of the market” (Wirth et al 2003, 132)
are necessary, and that this will require public-private partnerships in financing and
technology development, as well as political coalitions that bring together hitherto
conflicting energy interests.

One practical expression of the collaborate model discussed above is
presented by Barrymore (2001), who cites the company joint venture as a means to
exploit stranded Australian offshore resources not commercially capable of
justifying exploitation by a single company. Several models are considered, and it is
concluded that a major inhibiting factor is competition law under the Trade
Practices Act (1974). Thus, Barrymore (2001, 371-372) maintains that there exists
“a challenge for Australian regulators to identify those collaborations which enhance
competition and those that do not,” on the rationale that an increased number of
operating ventures is pro-competitive.22 In short, Barrymore argues that there is a
role for the state to recognise instances when market considerations merit pooling of

22

To highlight the shift in thinking towards recognition of the merits of collaboration amongst
competitors, Barrymore (2001, 371-372) cites recent policy settings by the US Federal Trade
Commission and the US Department of Justice, ‘arguably the world’s most aggressive anti-trust
enforcement agencies’.
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resources, in pursuit of efficiencies, and to ensure that the regulatory flexibility to
accommodate such instances is in place.

Summary, and Relevance to Greater Sunrise
The above summaries posit globalisation as a significant agent of change in the way
in which company, community and government stakeholders interact in pursuit of
energy goals, from upstream development to downstream end-use (refer Figure 2).
A major driver of this change is improved communication, which has empowered
communities and civil society groups, who are able to call companies and
governments to account.

Globalisation has also encouraged inter-state collaboration, most notably in
regard to seeking agreement on cross-border gas trade regulation. A further example
of greater stakeholder collaboration is the trend towards industry joint ventures,
discernable since at least the late-1990s. This advent has been spurred by the need
to remain competitive in the face of depleting large petroleum fields and increasing
reliance on smaller, sub-economic fields.

However, while the motivation for

stakeholders to collaborate across all levels of a resource development may exist,
along with enhanced technological means to foster such collaboration, there is no
guarantee that stakeholder interests will align, as evident in the case of Greater
Sunrise.

Where a divergence of stakeholder interests exist, the media can be used to
exploit these. East Timor, in collaboration with partisan interest groups, effectively
utilised this medium to harness public opinion and influence the Australian
government’s behaviour in maritime boundary negotiations.

In regard to the

propensity for governments to work together to realise energy resource
development, the JV consortium and the Australian Federal, Northern Territory, and
East Timorese governments all concurred about the desirability of bringing Greater
Sunrise to fruition. However, these stakeholders all had disparate ideas about how
development, or at least apportionment of its spoils, should occur. This event
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actually frustrated development, highlighting the difficulty in reaching working
compromises amongst stakeholders.

Similarly, a development option acceptable to each of the four Greater
Sunrise JV partners also remained elusive, along with dissent about which markets
to target.

The effect of such dissent amongst both government and corporate

stakeholders, which was reported in a wide array of media forum, was to
communicate the impression of project uncertainty to potential gas customers. This
advent reinforces the importance of working to achieve stakeholder collaboration.

2.4

Globalisation, Good Governance, and Corporate Social
Responsibility
Implicit in the assumption that stakeholder collaboration is conducive to realising
development goals is that the participating parties have legitimacy. A key identifier
of legitimacy is good governance practices.23 Stevens (2002) in his research on the
causes, ramifications, and potential cures of the ‘resource curse’ identifies the link
between sudden influxes of petroleum wealth and poor governance.24

That is,

successful petroleum exploitation may actually generate poor governance practices,
thereby establishing a disincentive for further sector investment. Stevens (2003)
builds on this work in a comprehensive literature review on the resource curse, and
concludes that the phenomenon “is something to do with governance and the answer
lies more in political economy than macro-economic analysis” (Stevens 2003a, 24).

23

Governance may be broadly or narrowly defined. The World Bank (Kaufmann et al 2006), in its
measurement of governance standards for global governments, posits six indicators: Voice and
Accountability; Control of Corruption; Political Stability/No Violence; Government Effectiveness;
Rule of Law; and Regulatory Quality. For the purpose of this discussion, in reference to both
government and company governance standards , the following indicators are applied:
• transparent, accountable and effective operations;
• level of corruption;
• flow of information.
24
The ‘resource curse’ is a phenomenon known to affect developing countries with great natural
resource wealth, yet which actually grow more slowly than resource-poor countries and typically
experience boom-bust economic cycles as the resource is extracted and then depletes. While it is
beyond the scope of this thesis to take up this discussion, there exists a good deal of literature
examining this phenomenon. Much of this builds upon research done in 1995 by Professor Jeffrey
Sachs (Harvard University) and colleague Andrew Warner. Sachs and Warners’ work is summarised
and extended upon in: Sachs and Warner (2001). For a useful case study investigation into links
between natural resource wealth and the resource curse, see Stevens (2003).
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The link between poor governance and its deleterious effect on petroleum
sector foreign direct investment (FDI) in East Timor is investigated by this author
(Le Lievre 2007).

Similarly, Ögütçü (2002) utilises falling FDI figures for

developing countries with poor governance records to stress the urgency for open
and transparent institutions governed by effective laws, along with investment
friendly policies.

These pre-conditions, Ögütçü (2002, par. 5) argues, are the

collaborative responsibility of host governments, MNCs, international organisations
and civil society groups.

However, Malecek (2001), in his case study of the

emergent Namibian gas industry, shows the difficulty in striking the right policy mix
to achieve a balance between attracting FDI and ensuring that sector competition is
retained.

Political regimes that do not fit the good governance profile risk being
labelled ‘sovereign risk’ locations by petroleum sector decision makers, who include
this criteria when weighing the appropriate balance of factors upon which to base
investment decisions.25 Steven Bell (Bell, 2002), President, Deepwater Discovery
and Appraisal, for BHP Billiton – a company with global interests and market
capitalisation of US$137 billion as at mid-2007 – stresses that companies can
increasingly choose where to spend petroleum exploration dollars, and explains the
assessment process for new opportunities as comprising three criteria –
prospectivity, fiscal terms, and political risk.

In the ‘information age’ there are numerous sources upon which to base such
assessments, which include publications from private sector organisations, and
25

The term ‘sovereign risk’ is narrowly defined as “(t)he risk of investment in foreign countries in
which the political and economic situation might lead to government expropriation of private assets.”
Oxford
Reference
Online,
s.v.
“sovereign
risk,”
(accessed
http://www.oxfordreference.com/views/ENTRY.html?subview=Main&entry=t20.e3554
January 25, 2006). The term, as it is understood in the oil and gas industry in regard to assessment of
a country’s investment profile, has taken on a broader meaning, that more closely equates to – and is
often interchanged with – ‘political risk’: “(t)he risk to asset values from a government changing
policy, whether the government be changed peacefully or otherwise … (f)or example, the
introduction of a withholding tax, or at the extreme, the confiscation of assets. Political risk is
sometimes equated with expropriation (with or without compensation), but it includes events like
civil unrest, war, restrictions on remittances of profits, foreign, or domestic currency, price controls,
fiscal changes, cancellation of contracts, and so on.” Oxford Reference Online, s.v. “political risk,”
http://www.oxfordreference.com.ezproxy.cdu.edu.au/views/ENTRY.html?entry=t181.e5833&srn=9
&ssid=83397031 (accessed January 25, 2006). For an excellent brief discussion on types and
management of political risk, see Berlin (2002).
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multilateral agencies. Prominent amongst the latter group are the familiar coterie of
the Word Bank, Asian Development Bank, International Monetary Fund, and the
Organisation for Economic Cooperation and Development (OECD).26 Transparency
International also publish several corruption indices, the most relevant being the
annual Corruption Perception Index covering 159 countries.27

Private sector

organisations include the PRS Group, who publish the International Country Risk
Guide for a similar number of countries.28 Similarly, international ratings agency
Standard and Poor’s publish regional annual reports, such as the Asia-Pacific
Sovereign Report Card; while industry-specific consultancies offer subscriber access
to services such as IHS Energy’s Petroleum Economics and Policy Solutions, an
online and continually updated data source that features political risk perceptions.29

In addition, print media coverage, including broadsheet dailies and
investment editions, provide an increasingly powerful incentive for both
governments and companies to demonstrate stability, openness and transparency.
Within this realm ‘perception’ becomes an important factor: that is, in an age of
global communication sovereign risk is also very much about how a country and the
elite actors within that country are perceived in the public sphere. An apposite
example highlighting the potential of an investment publication to influence public
perception appears in the March 2005 edition of Ethical Investor (Montgomery
2005). In an openly subjective coverage of the Australia - East Timor maritime
boundary negotiations, a government - corporate ‘colonial-style alliance’ working
against the East Timorese government is suggested; moreover, the article frequently
emphasises the effectiveness of ‘bad publicity and shareholder action’.

26

One of the more prominent and comprehensive indices from amongst this group, published on the
internet, is the World Bank’s Governance Matters, which covers 213 countries and territories and
measures six governance dimensions. To source the Governance Matters publication visit the
following
World
Bank
web
site:
http://web.worldbank.org/WBSITE/EXTERNAL/WBI/EXTWBIGOVANTCOR/0,,contentMDK:207
71165~menuPK:1866365~pagePK:64168445~piPK:64168309~theSitePK:1740530,00.html.
27
To source Transparency International’s corruption publications visit http://www.transparency.org/ .
28
While the publication International Country Risk Guide is not available online, background
information about the publication can be located on the PRS Group’s website, at
http://www.prsgroup.com/.
29
To
source
Standard
and
Poor’s
sovereign
risk
publications
visit
http://www2.standardandpoors.com/; for IHS Energy’s publications, the web site address is
http://energy.ihs.com/.
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The above article also highlights how governments and companies are
equally susceptible to economic fallout. In the case of companies, such coverage
can lead to charges of poor corporate ‘social responsibility’ (CSR). Corporate social
responsibility is one facet of sustainable development, along with environmental
impact and generational equity, both present and future. CSR is often critiqued,
however, along with the other central tenets of sustainable development, for not
yielding precise definitions. This is the main critique from Henderson (2001), who
maintains that the notion is devoid of any criteria for measuring success. Swanson
(2002, par. 1), while acknowledging the nebulous nature of CSR, does proffer a
definition, namely economic development that strives through collaboration to
improve the quality of life for employees and families, local communities, and
society at large.

Both Henderson (2001) and Swanson (2002), along with Joyce and Thomson
(2002) and Ascott (2004), concur that the rise of CSR is due to globalisation creating
demands from a broad stakeholder grouping including NGOs, civil society groups,
consumers, and, to an extent, financial institutions and governments. However,
Henderson (2001, 7) parts ways with his fellow commentators by critiquing this
‘pressure’ as actually constituting ‘intimidation’. The upshot of this intimidation,
Henderson argues, is politicisation of corporations, which inhibits rational business
decision-making and is therefore actually harmful to business sustainability, and
ultimately society.

Conversely, Swanson (2002), Joyce and Thomson (2002), and Ascott (2004)
all frame Henderson’s ‘politicisation’ more benignly as ‘stakeholder collaboration’,
and emphasise a pivotal role for government. The current trend is argued as being
towards legislation – the requirement for transparent reporting of hydrocarbonrelated payments is cited – however, a greater facilitating role is also suggested. In
short, there exists dissent about both the merits of CSR and the role for government
in fostering good company-stakeholder relations.

Less arguable, however, as

pointed out by Berlin (2002, par. 26), is that being a good corporate citizen is a
prudent risk management strategy for resource development companies operating in
host countries.
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Summary, and Relevance to Greater Sunrise
The above section examines the effect of globalisation from the perspective of
influence on both political and corporate governance.

Enhanced means of

communication again emerges as a key influencing factor.

It is shown that

governments must demonstrate qualities that include a history of regime stability,
transparency and accountability, alongside investment-friendly policy and
institutional competency.

In addition, good political governance is essential to

ensure that the fruits of petroleum wealth are utilised expeditiously to raise the living
standards of a nations’ citizens.

The same principle applies to companies, who must increasingly exhibit their
commitment to stakeholder engagement and principled conduct, in order to ensure
amicable stakeholder relationships and to establish a good reputation for future
engagement with host governments. To briefly summarise, the clear theme that
emerges above is the requirement for good governance as a prerequisite to the
successful attainment of economic ends.

The above observations are corroborated by the interplay between corporate,
government, and community stakeholders evident in the Greater Sunrise project.
Most significant was East Timor’s attempt to link the issue of piping gas to East
Timor for processing – rather than to Darwin, Australia – to the finalisation of the
IUA agreement. This demand was always likely to be rejected by both Australia and
the Greater Sunrise JV partners, given East Timor’s history as a fledgling state –
having gained independence from occupying Indonesia only in March 2002 – and
therefore its untried administrative or governance capacity.

It is also evident that the Greater Sunrise JV companies were attentive to
maintaining good CSR credentials.

Most notably, a commitment was made to

undertake a review of potential domestic gas customers, largely due to public
lobbying by the Northern Territory Government against a planned offshore LNG
processing facility which, it was argued, was not in Australia’s national interest.
Similarly, East Timor and partisan interest groups effectively used the media to
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portray the Australian Government as breaching ethical standards in its dealings
over maritime boundaries, an action credited with eliciting more generous
concessions from Australia.

Conclusion
This literature review has canvassed a wide sweep of literature covering several
major issues affecting petroleum natural resource development. This approach is
intended to provide context for the ensuing Greater Sunrise case study and,
particularly, to illustrate just how complex the resource project environment is.

The investigation into UNCLOS III identified the rationale for its formation,
the processes that came into play in its establishment, and its efficacy in practice.
There is some concurrence in the literature that UNCLOS III was very much the
product of political processes, which both fashioned the document’s legal
shortcomings, and also ensured that future political accord would be required to
overcome those shortcomings. This proved to be the case in negotiations between
Australia and East Timor over Timor Sea maritime boundaries following Australia’s
withdrawal from UNCLOS III’s arbitration mechanisms.

Further, the treaty

arrangements that were the eventual outcome of bilateral negotiations – and which
will be examined in Sections 5.2 - 5.3 – vindicate Forbes’ (2001, 196) assessment of
the efficacy of creative diplomacy.

The role of the state in energy development is also assessed, and the
literature reveals that state involvement has been the case throughout history;
however, the level and type of involvement has varied, largely according to
prevailing political ideology. The period during which development of Greater
Sunrise has been attempted coincides with one widespread adherence to laissez faire
policies. Thus, the Greater Sunrise JV consortium has essentially been able to make
development decisions according solely to commercial imperatives. However, it is
argued in this thesis that in certain circumstances, such as where market failure is
evident, and national interest outcomes are at stake, there is a role for the state to
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incentivise development. This argument is corroborated by several authors, who
suggest government policy that enhances market mechanisms.

Finally, the effect of globalisation, and particularly the impact of enhanced
communication capabilities, on petroleum sector activities is undertaken.

The

evidence shows that a major result of this technological advance has been enhanced
means for stakeholder groups to assess the behaviour of both governments and
companies and, where these levels do not meet good governance standards, to
effectively lobby to achieve more acceptable outcomes.

Media channels are

available to all stakeholder groups – including elites – and the Greater Sunrise case
study shows how the media was utilised to lobby on a number of disparate issues. It
is the contention of this thesis that the outcome of the enhanced transparency and
accountability generated by this process has been a reasonable compromise solution
that will, with the imminent development of Greater Sunrise, benefit all stakeholder
groups.
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3. THEORETICAL AND METHODOLOGICAL FRAMEWORKS
Introduction
The above Literature Review considers the scholarly treatment of issues affecting
hydrocarbon developments from a political economy perspective. Political economy
is also the theoretical framework that will inform the empirical component of this
research, namely the development of a methodological framework for analysis, and
its application to the Greater Sunrise case study. This research approach is outlined
below:

General field:

Political Economy

Sub-field:

Natural resource development

Specific focus:

Offshore hydrocarbon development;

Analytical framework:

Identification and analysis of the actors and factors
present in the Greater Sunrise project environment

Identified actors and factors will be assessed in terms of their relative capacity to
influence the project environment – essentially a risk evaluation measure. This
heuristic assessment can then be used to inform the initial stage of the policy cycle,
namely the provision of sufficient information to make informed judgment about
management policy options.

This chapter is presented in two sections: the first section explores the
discipline of political economy, while the following section develops an appropriate
methodological framework for analysis. The first section commences by briefly
exploring the history, central tenets, and contemporary application of the discipline
of political economy. This is instructive, given the growing contemporary use of the
discipline as a foundation for several schools of scholarly inquiry. The section then
makes the case for political economy as being an appropriate theoretical construct
for analysis of events affecting natural resource development.

The section

concludes with an investigation of how these events can be conceptualised, with a
particular focus on power relationships.

41

Chapter Three: Theoretical and Methodological Frameworks

The following methodology section commences by stressing the importance
of clarifying the scope and direction of a research endeavour, especially where a
complex nexus of variables are interacting in a dynamic project environment.
Following introduction of the problem tree method, an appropriate means to analyse
identified variables is explored. This investigation commences by looking at the
stakeholder analysis method – shortcomings are identified, and the World Bank
actors and factors model is subsequently assessed as being an appropriate model.
Some minor amendments are made to the model to facilitate the task of highlighting
key variables that have affected development of the Greater Sunrise project. Lastly,
a complementary method for assessing the responsiveness of salient variables to
management policy is developed.

3.1 The Discipline of Political Economy
Political Economy as an academic discipline dates back to the early-seventeenth
century and, drawing upon the work of various scholars, forms the basis of several
traditions. Since the early-1970s these traditions have attracted renewed interest, in
large part due to growing recognition of the utility of their multi-disciplinary and
broad exploratory approach. The political economy approach offers an alternative to
the comparatively constricted focus of mainstream neoliberal economics on the
economy as being a self-contained system, functioning according to axiomatic
truths. Accordingly, this section argues that the theoretical framework of political
economy is an appropriate lens through which to analyse the complex nexus of
actors and factors that have impacted upon the Greater Sunrise project environment.

The below section commences with a brief historical overview of the
discipline of political economy, then proceeds to explore its central tenets, which
revolve around the link between political considerations and economic activity.
This concept is shown to have endured and re-emerged as contemporary political
economy – the merits of which are discussed – which offers an alternative paradigm
to orthodox neoclassical economics. Finally, an investigation into how the dynamic
of power is considered within the discipline is undertaken, and it is argued that this
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criteria is applicable for use in the analytical framework developed in the following
section.

3.1a Political Economy: Origins and History
The Concise Oxford Dictionary of Politics, having described political economy’s
classical roots, then explains that the term is “now often used loosely to describe
political aspects of economic policy-making” and that “(s)ince the seventeenth
century the meaning of the term has fluctuated widely.”30 O’Hara (2003) notes that
the “various traditions of political economy gathered momentum in the 1960s and
1970s … became more institutionalised in the 1970s and 1980s … (and) by the new
millennium have become ingrained” (O’Hara 2003, 140).

To explain how the

discipline has evolved and taken on different interpretations, it is instructive to
firstly explore political economy’s classical beginnings.

Political economy has always been foremost concerned with analysing the
sources of wealth creation and the distribution thereof, and particularly the state’s
role in these functions.31 Political economy was first introduced by Antoine de
Monchréstien (1575-1621) in 1615, and was subsequently developed by Françis
Quesnay (1694-1774) of the French Physiocrat school.32

Political economy subsequently gained wide public exposure after
publication in France of Jean Jacques Rousseau’s Discourse on Political Economy
(1755), and in England of James Steuart’s Inquiry into the Principles of Political
Economy (1767), both of which focused on the role of government in the economy.
While Rousseau’s primary concern was establishing the philosophical foundation for
30

The
Concise
Oxford
Dictionary
of
Politics,
s.v.
“political
economy,”
(accessed
http://www.oxfordreference.com/views/ENTRY.html?subview=Main&entry=t86.e1034
May 13, 2006).
31
The following general overview of the discipline of Political Economy is drawn, unless otherwise
referenced, from the Oxford Reference Online compilation of dictionaries, which each offer
individual analyses of the same subject. Of particular relevance has been The Concise Oxford
Dictionary of Politics. Samuelson and Nordhaus (1992) also provide a clear schematic showing the
evolution of the ‘family tree of economics’ inside this edition’s back cover.
32
The Physiocrats challenged the prevailing mercantilist view that value was synonymous with
money, generated primarily from a favourable balance of trade, and which emphasised control of
prices, wages and money supply. The Physiocrat’s argued instead that the production of physical
goods – namely agriculture products – was the source of surplus.
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a legitimate political regime, Steuart argued that the chief business of the statesman
was to “secure a certain fund of subsistence for all of the inhabitants of a society”.33

This concept was built upon by contemporaries Adam Ferguson, David
Hume, and, notably, Adam Smith who, in his The Wealth of Nations (1776),
theorised that to achieve the objective of national economic prosperity the state’s
role in the economy should be minimal (termed laissez faire) to allow the ‘invisible
hand’ of the market to function. Smith argued that the source of national wealth was
the division of labour, which was most efficaciously realised through production,
particularly manufacturing, and through the exchange of these goods in an
unfettered market.

This period of thought, known as the Scottish Enlightenment, heralded both
the emergence of modernity in Europe and the birth of Classical Political Economy,
the first of the three schools discussed here. Classical Political Economy was
developed in the early-nineteenth century by both David Ricardo and Thomas
Malthus. These thinkers, in their respective works Principles of Political Economy
and Taxation (1817) and Principles of Political Economy (1820), developed the
labour theory of value, which argued that labour availability and productivity in
respect to producing goods and services for distribution determined a nation’s
wealth. Ricardo, in order to substantiate this argument, analysed laws of profit,
wage and rent distribution: this process of abstracting and formalising economic
ideas marked the emergence of economics as a distinct discipline.

Formal laws of economics were further developed by Marginalist thinkers of
the late-nineteenth century, notably Leon Walras (1834-1910), Stanley Jervons
(1835-82), and Carl Menger (1840-1921). The theory of marginal utility states that
utility maximising consumers will make purchase decisions according to their
perception of the added (marginal) satisfaction they will attain by acquiring
additional goods or services. This theory, in reviving the classical political economy
idea of the market as an autonomous sphere of economic exchange, became known
as neoclassical economics; the second school now discussed.
33

However, this

Quote from, Concise Oxford Dictionary of Politics, s.v. “political economy,” par. 2.
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discipline distinguishes itself from Smith and the earlier classical school who did not
view the economy as “being isolated from the wider society of which it was a
part.”34

The Marginalists undertook economic analysis on a mathematical and
axiomatic basis, a method facilitated by advances in the science of statistics. The
positing of the market as a self-propelling mechanism also enabled the roles of state
and society to be isolated from the functioning of the economy, and to be studied
under the emerging autonomous disciplines of political science and sociology.

However, neoclassical economics’ separation of state and economy came
under critique, most notably from Karl Marx (1818-1883), who maintained that the
market, or mode of production, within any era actually determined the political
system, which in his own time was capitalism. Marxist economic theory, the third
school now discussed, argued that capitalism was based on class conflict, namely the
expropriation of the surplus value of labour from workers (proletariat) by the ruling
capitalist class (bourgeoisie). Thus the state, as the embodiment of the capitalist
class, reinforced rather than rejected the link between economy and polity. In this
respect Marxian economics, while emerging from the same classical political
economy tradition, parts ways with the foundation discipline.

The above abridged overview introduces the three broad traditions of
political economy – classical, Marxist, and modern neoclassical economics – all of
which contribute to contemporary variants of political economy. While it is beyond
the scope of this thesis to explore all of these traditions in depth, noteworthy schools
of thought and their founding scholars include the below.

Thorstein Veblen (1857-1929), founder of the institutionalist school,
emphasised the role of social institutions, which are historical and evolving, in
shaping economic outcomes. Veblen advocated a form of technocratic rule to order
social and economic activity. John Maynard Keynes’ central thesis, expressed in
The General Theory of Employment, Interest and Money (1936), that demand can
34

Quote from, Concise Oxford Dictionary of Politics, s.v. “political economy,” par. 4.
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and should be affected by government expenditure, constitutes a central idea that has
been either anticipated or expounded upon by various scholars. In the first category
are Gunnar Myrdal (1898-1987) and Michal Kalecki (1899-1970), while J.K.
Gabraith (1908-2006), Joan Robinson (1903-1983), and Nicholas Kaldor (19081986) have also posited various roles for government in fostering economic
development and in ensuring equitable distribution of its spoils. This is the central
point to be noted from these works, namely that they all sustain the link between the
economy and state activity.

3.1b Contemporary Political Economy
The basis for the resurgence of what O’Hara (2003, 140) labels ‘non-neoclassical
political economy,’ evident from the 1970s, is a reaction to the dominant
neoclassical school, as captured in the below quote:35
Under the spell of ‘the hard men’ of economics, the discipline pursued
quantification and mathematical refinement and precision, and in the
process lost many of the virtues of the old-style political economy … (i)t is
fashionable once again to talk of political economy as that body of
knowledge which straddles the boundaries between ‘the world of public
power and decision-making politics and the world of production and
distribution economics’ (Abbott 1985, par. 3).
The two central charges against neoclassical economics encapsulated above are its
over-emphasis on axiomatic assumptions, backed by abstract mathematical models,
and that the cost of this reliance has been disregard of broader disciplinary
considerations.

Wheelright and Stillwell (1981, 2) label these as failings in ‘scope and
method’, and herald the emergence of the ‘new paradigm’ of political economy,
citing the following four key strengths:
•

Illumination of the political and social influences on economic behaviour,
including the power relations inherent in this dynamic setting;

35

O’Hara (2003) describes the meaning of non-neoclassical Political Economy, with reference to that
posited by the editors of A Biographical Dictionary of Dissenting Economists (2000), as “not only
dissent from the narrow nature of traditional classical economics but also from more recent forms of
‘free market’ varieties of political economy” (O’Hara 2003, 140).
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•

Recognition of the role of ideology in the functioning of any economic system;

•

Recognition of conflict between different interests, and the power dynamic
inherent in property and institutions;

•

Belief that governments are an integral part of, and an influential force upon, the
economic system.
Stillwell (2002) describes the central thrust of political economy as “the

rejection of the pseudo-scientific ‘positive economics’ in favour of a more down to
earth approach that addresses real problems and makes real values explicit”
(Stillwell 2002, 8). Thus, political economy, in adopting a normative approach that
takes account of the link between wider issues and policy responses (Stillwell 2002,
6), clearly has broad appeal for scholars seeking an alternative paradigm to that of
the prevailing neoclassical school.

It should be noted, however, that political economy’s strength – its
interdisciplinary nature, incorporating a broad range of theoretical perspectives and
analytical methods – also leaves it open to critique of esotericism. While this
argument will not be examined fully here, its essence is succinctly captured by Leys
(1996), who initially questions if the discipline’s appeal “lies in its very blandness
and indeterminacy, its essential lack of substance?” (Leys 1996, 101). Leys goes on
to describe the theoretical discipline as “a way of talking about some of the core
issues dealt with in Marxist theory, without the professional penalties;” however,
concedes that its abstractness is also its appeal as it is “as compatible with neoliberalism as with Marxism – and all points in between.”

Leys’ concluding comments are supported by academic scholars from both
the right and left of the political spectrum, who lay respective claims to political
economy being suited to their specific research tasks. Respective examples are
provided by Bradley (1996) who, in his historical case study of the US oil and gas
market, cites “property rights and voluntary choices in the market place” as being
“the first principle of political economy” (Bradley 1996, 1,910), while Anderson
(2004) uses Marx as a foundation upon which to develop a methodology for political
economy, maintaining that, “(t)he conception of the world as an impersonal and
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homogenous ‘market’ … is one of the great propaganda myths of the last century”
(Anderson 2004, 136).

It is the contention of this thesis that the political economy perspective is
suited to informing a holistic multi-disciplinary methodology for analysis of the
complex Greater Sunrise project environment. In addition – and a notable point of
agreement amongst rival camps – political economy is primarily concerned with the
relationship between the public and private spheres, thus enabling exploration of the
role for government in natural resource development.

3.1c Establishing the Political-Economic Nexus
To further explore the role of government with reference to public debate about
potential development options for the Greater Sunrise project, the Australian
Liberal-National coalition government consistently stated that it was “not the
government’s role to intervene in commercial decisions” (No PM Support 2002, 06),
which should be left to the JV partners based on commercial imperatives. While
commercial considerations must clearly stack up prior to commitment to a project
final investment decision (FID), this fact does not in itself preclude government
from taking a role in the project environment.

This is because, as argued by

Pezzimenti (2004), the state is integral to any economic endeavour, given that it is
“the politics of guarantees and regulations which can ensure economic development,
guarantee the markets and the possibility of enrichment for all” (Pezzimenti 2004,
17).

Similarly, Bell (1997) initiates discussion on this topic by quoting US
political scientist, Charles Lindblom (1917- ): “much of politics is economics, and
most of economics is also politics” (Bell 1997, 3).36 The author goes on to describe
how economic policy decisions are the product of various influencing factors:

36

This quote attributed to Charles E. Lindblom., 1977. Politics and Markets. New York: Basic
Books, 8, in Bell (2001, 3).
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(T)he key ingredients of politics such as power, ideology, conflict, the
constraints of formal rules and procedures, the impact of wider institutional
and economic forces and the legacies of history and previous policy
frameworks are all at work in determining economic policy (Bell 1997, 4).
The above quote also highlights the complex and dynamic context in which
economic decisions are made.

Beeson (2004) also makes this argument, noting that “construction of
economic policy is an inherently political exercise” (Beeson 2004, 254). By way of
example, Beeson cites the Australian Liberal-National coalition government’s 2001
blocking of a Royal Dutch/Shell takeover bid for Woodside Petroleum, on national
interest grounds.37

This example also highlights the difficulty in reconciling

neoliberalism’s ideological “commitment to greater openness and minimal
government intervention with the realities of domestic politics” (Beeson 2004,
257).38

In specific regard to the hydrocarbon sector, arguments for the symmetry
between politics and economics are bolstered by Noreng’s (1980, 19) investigation
into the relationship between governments and oil companies, which he describes as
being one of ‘antagonistic interdependence’.

This argument is based upon

governments’ ownership of hydrocarbon resources, and companies’ possession of
relevant expertise, technology, and greater risk-taking capacity, all of which
“necessarily politicises the exploitation of these new energy resources” (Noreng

37

For a succinct explanation of the attempted Shell takeover of Woodside, refer footnote 253.
Note that here the term ‘neoliberal’ is introduced. Much of the literature on matters both economic
and political either interchanges or juxtaposes the terms ‘neoliberal’ and ’neoclassical’.
‘Neoclassical’ has a distinct economic meaning, as discussed above: its central tenets are belief in the
efficacy of free markets and the autonomy of individual economic actors to make informed decisions
based on reason. ‘Neoliberal’ has a broader connotation that adheres to liberal ideas that emerged
during the 18th century European Enlightenment period about the role of politics being to preserve
individual rights and to maximise freedom of choice. Such ideas clearly accord with those of
neoclassical economics, and therefore ‘neoliberalism’ has come to denote “a modified form of
liberalism tending to favour free-market capitalism.” From this point onwards this thesis will use the
term ‘neoliberal’, relying on context to denote emphasis on either its political or economic aspect.
The above quote and discussion summarised from, Concise Oxford English Dictionary, s.v.
“neoliberal,”
http://www.oxfordreference.com/views/ENTRY.html?subview=Main&entry=t23.e37532 (accessed
June 06, 2006).
38
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1980, 19). The relationship is ‘antagonistic’, however, due to mutual objectives to
maximise revenue shares and control of exploitation activity.

To summarise, the above arguments exemplify how the context within which
economic policy – or equally applicable, natural resource project – decisions are
made is complex, dynamic, and involves considerable political process. In order to
understand the various factors operating within this complex environment, a suitably
robust framework for analysis is necessary.

The approach adopted by Bell (1997) is to examine key social actors and
groups operating within both the economy and the state, and to assess them in terms
of political power. This power-based analysis may also be applied to factors present
in the project environment, and is therefore the approach utilised in the methodology
developed in Section 3.2 below. Firstly, however, a brief investigation into how
‘power’ has been understood, both historically and within the discipline of political
economy, is undertaken below.

3.1d The Project Environment Understood as Power Relations
While a conceptualisation of power will be fully developed in the following
methodology section, for the purpose of the below discussion the following broad
39
definition is applied: “ability to act or produce an effect.” Bell (1997) argues

that the private - public sector relationship is steeped in power dynamics: business
interests are recognised as being “extraordinarily powerful – largely because they …
control most of the economy on which governments and everybody else depend,”
while the state also possesses “independent power resources” (Bell 1997, 4). J. K.
Galbraith, in revisiting his economic treatise The Affluent Society (1958), and with
the benefit of over three decades’ hindsight, hints at the rewards to be had from the
successful exercise of power: “I am now impressed with the role of power in
economic life … (p)ower is much enjoyed, and its economic and political exercise
can be pleasantly remunerative” (Galbraith 1991, xii).
39

Merriam-Webster Online Dictionary, s.v. ‘power’, http://www.m-w.com/dictionary/power
(accessed January 21, 2008).

50

Chapter Three: Theoretical and Methodological Frameworks

Bell (1997), in his analysis of the nature of power, argues that this dynamic
is affected by state as well as non-state actors and groups, structural and institutional
factors, and the ideological environment. This argument that the dynamic of power
is both innate to the human condition, and itself conditioned by the environment
which humans create, is also articulated by Leftwich (2004):
(P)olitics is a universal and pervasive aspect of human behaviour and may
be found wherever two or more human beings are engaged in some
collective activity, whether formal or informal, public or private … all of
these contexts … represents a particular pattern of interaction between
people, resources – and power” (Leftwich 2004, 100).
Similarly, sociologist Max Weber, also a prominent scholar of political
economy, identifies the dynamic of power as extending beyond the purely political
realm; in Politics as a Vocation (1919) Weber writes:
‘(P)olitics’ for us means striving to share power or striving to influence the
distribution of power, either among states or among groups within a state
… when a decision is said to be politically motivated, what is always
meant is that interests in the distribution, maintenance, or transfer of power
are decisive (Weber 1946, 78).
Note that Weber infers that the practice of ‘politics’ – the exercise of power – occurs
not only at the state level, but also at the level of society, defined as ‘groups within a
state’.

This position is in fact shared by distinguished scholars from earliest times.
Aristotle in his Politics ([c.350 BC] 1984) sets out to establish the foundations of the
state by investigating the different power arrangements in society, from the masterslave relationship upwards: “(w)e must therefore look at the elements of which the
state is composed, in order that we may see in what the different kinds of rule differ
from one another” (Aristotle [c. 350 BC] 1984, I:i). This teleological reasoning –
“(f)or what each thing is when fully developed, we call its nature” (Aristotle [c. 350
BC] 1984, I:ii) – describes the state as comprising in its simplest form the family,
while a colony arising from the family forms a village, and several united villages a
complete political community. Thus, Aristotle concludes that “man is by nature a
political animal” (Aristotle [c. 350 BC] 1984, I:ii).
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Similarly, Rousseau, in his Social Contract (1762), draws the parallel
between power as exercised in the family and in politics: “(i)n a family, as in a state,
some one person must be the ultimate ruler … (t)he family then may be called the
first model of political societies” (Rousseau [1762] 1973, 166).

Lasswell and

Kaplan’s Power and Society (1969) is considered seminal in advocating analysis of
power dynamics as a methodological construct: “(t)he concept of power is perhaps
the most fundamental in the whole of political science: the political process is the
shaping, distribution, and exercise of power” (Lasswell and Kaplan 1969, 75).
Furthermore, the authors argue from the outset that “(t)he power process is not a
distinct and separable part of the social process, but only the political aspect of the
interactive whole” (Lasswell and Kaplan 1969, xvii).

To briefly summarise, the various scholars above all recognise power as
being an integral part of institutional and societal relationships. While different
definitions of power exist, a central tenet of this concept is the capacity to affect
change, making it a practical criterion for assessing the influence of different actors
and factors on the Greater Sunrise project. Furthermore, undertaking this appraisal
within the discipline of political economy enables consideration of a broad range of
influencing factors that include geography, history, legal doctrine, geology,
environment, markets, technology, and energy security.

Summary: Political Economy – its Theoretical Relevance
To briefly recap on this section, classical political economy is shown to be rooted in
questions of economic wealth creation and distribution, and the state’s role in
ordering this process.

Such enquiry received considerable attention during the

Scottish Enlightenment period of the eighteenth century, when intellectual
endeavours focused on understanding human relations and institutions, and how
these might be ordered in pursuit of social progress.

Advances from this period in both scope and method of enquiry, based upon
rational scientific reasoning, facilitated the emergence of the distinct disciplines of
economics, political science and sociology. One corollary of this advent was that
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economy and state were able to be detached both methodologically and
ideologically, which remains a central tenet of mainstream neoliberal thought to the
present. This precept also comprises a central critique of contemporary neoliberal
economics, and is the basis of the re-emergence of the various schools of political
economy evident over the last several decades.

The nexus between political affairs and economic activity is one of three
related arguments that emerge from the scholarly works assessed above.

The

political-economic nexus arises because politics is innate to the human condition and
is therefore manifest throughout all strata of society which, by extension,
encompasses not only economic relationships, but ways of thinking – ideology – and
institutional structures. Moreover, interactions within this nexus are fundamentally
about relationships of power. It is therefore appropriate that the actors and factors
that have impacted the Greater Sunrise project be assessed in terms of their power to
affect the project environment. Criteria for assessing power – that is, how is power
to be recognised, and then considered – will be developed as a central component of
the analytical framework in the following section.
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3.2 Actors and Factors Analytical Framework

The key intention of this research is to explain why Greater Sunrise remains
undeveloped over thirty years since discovery, despite the stated aspirations of
major stakeholders, and considerable investment in both human and capital
resources. Thus, the primary research task is to identify key actors and factors that
have impacted on the Greater Sunrise project between discovery in 1974 and the
February 2007 bilateral ratification of the International Unitisation Agreement
(IUA) and the Treaty on Certain Maritime Arrangements in the Timor Sea
(CMATS), this latter period marking the recommencement of development work on
Greater Sunrise.

Having identified relevant actors and factors, it is the secondary task of this
thesis to assess these in terms of their capacity to affect the Greater Sunrise project –
their salience – in order to identify priorities for risk management policy strategies
for future projects. This latter goal also raises the question of what management
frameworks exist to implement such a strategy, and whose responsibility this might
be?

The below section builds an analytical framework able to address the above
questions in a series of logical steps. Firstly, the problems that have beset the
Greater Sunrise project are identified and plotted; this process, in showing cause and
effect relationships, facilitates an understanding of the project environment, and also
establishes the scope of the investigation. As it is apparent that Greater Sunrise is a
stakeholder-complex project environment, stakeholder management theory and its
analytical construct, stakeholder analysis, are presented and assessed for
applicability as a model for this research.

This investigation leads to the introduction of the World Bank actors and
factors analytical framework. It is argued that this presents a comparatively robust
method well suited to the task at hand. Some minor adaptations to the World Bank
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model are made for use in analysing the variables operating within the Greater
Sunrise project environment. Finally, the method is completed with inclusion of a
means to analyse which of those variables identified as salient are within reach of
public policy mechanisms.

3.2a Defining the Problem
It is widely acknowledged that bringing a natural gas project to fruition, from
discovery to market, be it for conversion to LNG for export or for distribution as
natural gas via a pipeline network, is a complex process. This is because the
interests of multiple stakeholders and the potential impact of many factors must be
anticipated and, insofar as is possible, aligned prior to committing to a final
investment decision (FDI) for a project with a lengthy development time and, as a
result, return on investment (refer Appendix 1).

This level of complexity precludes a thorough investigation of every facet of
the Greater Sunrise project environment here, and also highlights the necessity to
first clarify the research scope; that is, to ascertain what the core problem to be
addressed is, and what are the cause and effect relationships pertaining to the
problem? It is the goal of the problem analysis to succinctly capture the key features
of the project environment in a “simplified but nevertheless robust version of
reality” (Australia, AusAID 2005, 7).

This preliminary investigative step is widely utilised in both natural resource
management, and at the planning stages of development projects, and is outcomesorientated in that a “clear and comprehensive problem analysis provides a sound
foundation on which to develop a set of relevant and focused activity objectives”
(Australia, AusAID 2005, 5). In short, the problem analysis should provide clear
direction for the subsequent analysis of the actors and factors that have impacted on
the Greater Sunrise project environment.
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In regard to the initial step of identifying relevant actors and factors, there
exits a compilation of available methods.40 This thesis has selected the below three
on the basis of compatibility with the expertise and resources available to the author.
The first of these methods is termed ‘identification by experts’, who may entail,
besides scholars researching in the area, management teams, staff of key agencies
such as NGOs, and local individuals or communities. The rationale for this method
is that recognition of “who the stakeholders are, and the nature of their stakes, will
be readily evident to experienced people in a planning or appraisal team”
(MacArthur 1997, 263) or, in this case, the researcher with knowledge of the
project.41

Another method available to the independent researcher is ‘identification
using written records and data’. This entails reference to largely primary data
sources that includes statistical figures, organisational charts, reports, and various
other records generated by stakeholder groups. These data sources are referenced
throughout the Chapter 5 case study of this thesis.42 In addition, ‘identification
using checklists’ entails preparation of a general reference list of actors and factors,
which is consulted in conjunction with a complementary list of key questions, such
as ‘which communities, groups and individuals are most dependent on the
resource?’ and ‘which government agencies are officially responsible for the
resource?’

The above methodology, in utilising the researcher-as-arbiter, also
incorporates standards of academic objectivity which go some way towards
addressing concerns about the limitations in the objectivity of managers or other
potentially vested-interest actors (Banerjee 2002, 9-10). That is, managers, it is
argued, are inclined to take a firm-centric view of stakeholders in what amounts to
40

A compilation of methods for selecting actors and factors are discussed by Chevallier (2006c),from
which the above methods are selected.
41
Please note that the above claim relates to utilisation of participatory methods for project planning,
whereby researchers work within the project environment with stakeholder groups, as opposed to
being passive observers. This research is non-participatory; however, it is argued here that the
researcher, while removed from the immediate project environment, has accrued sufficient
knowledge from immersion in the many aspects of the project.
42
For an overview of the primary and secondary sources consulted for this research, please see
Section 1.3 Contribution to Existing Literature.
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“a form of stakeholder colonisation that serves to regulate the behaviour of
stakeholders” (Banerjee 2002, 10) and which is particularly inimical to marginalised
stakeholders.

The data collected at the problem analysis stage is typically presented in
schematic form, referred to as a ‘problem tree’, as an aid to conceptualising the
complex nexus of actors, factors, and their relationships.43 A schematic representing
the Greater Sunrise project appears in Appendix 3; however, the below schematic
(Figure 4), which uses a hypothetical example, is instructive.

43

Various methods for approaching problem analysis, along with examples of problem tree
schematics, can be found in Australia, AusAID (2005, 5-8), and Chevallier (2006b, 1-12).
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Figure 4. Problem Tree - Example
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The problem tree exhibits three key features (Chevallier 2006b, 1-3). Firstly,
a core problem is identified in order to clearly identify the purpose of the analysis.
Secondly, both causes of the problem, as well as effects that the problem has
created, are identified. This perspective recognises that actors and factors that affect
a project warrant equal attention to those who may be affected. That is, while the
former group may potentially impede a project’s advancement, the latter can also
impact post-ante on a project’s sustainability, and possibly on the commencement of
other similar projects. Lastly, both the cause and effect events are arranged in tiers
in order to show relationship chains. This enables a clearer understanding of actor
and factor relationships, and which of these might be targeted by management policy
to effect desired outcomes. In short, the problem tree provides a comprehensive yet
accessible overview of the project environment, and therefore defines the direction
and scope of the investigation.

3.2b An Analytical Method for Identifying Key Issues
A preliminary problem analysis of the Greater Sunrise project indicates a complex
and dynamic project environment involving interaction of multiple stakeholders and
factors. Moreover, it is apparent that stakeholders feature prominently throughout
both the cause and effect levels of problem analysis – in other words, that the
Greater Sunrise project is a stakeholder complex environment.

Accordingly, stakeholder analysis – as the methodological toolkit of
stakeholder management – presents itself as a potentially useful “approach to
understanding a system … in response to the challenge of multiple interests and
objectives” (Grimble and Wellard 1997, 173). Moreover, this method is promoted
as being effective in “the search for efficient, equitable and environmentally
sustainable development strategies” (Grimble and Wellard 1997, 173), and is
therefore considered further below.

Stakeholder Management Theory: Early History
The concept of stakeholder relations dates back to earliest times. Jones et al (2002,
20-21) cite as an early illustration the classical Greek tradition of the patron-client
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relationship between wealthy patricians and plebeians. The authors go on to provide
further examples from over the centuries that are largely based on ‘noblesse oblige’
– the responsibility of rulers to the ruled. The common thread in all of the examples
cited is that of an asymmetrical power relationship between two parties of different
socio-economic status, undertaken for mutual benefit.

Formal scholarly discussion concerning stakeholder relationships emerges in
the management literature of the 1930s which, in an antecedent to contemporary
notions of corporate social responsibility (CSR), advocates a broader set of
corporate responsibilities.44 In fact, as pointed out by Laszlo et al (2004, 1), many
different companies have considered stakeholders as part of their moral principles or
values during the last half century. Arguably the most recognised example of this is
the Japanese Keiretsu business structure, entailing a system of company crossshareholdings based on goodwill, mutual obligation and long-term business
relationships, and whose boards of directors are as much concerned with looking
after stakeholders – albeit narrowly defined as including employees and group
companies – as with generating shareholder returns.45
However, as identified in the literature review, the emergence of
globalisation in the 1970s, particularly advances in communication, has enabled a
wider array of stakeholders to “instantly access data about a company and make
informed choices about its products, services, shares or employment opportunities”
(Laszlo et al 2004, 1).

Thus, stakeholders previously considered as being of

marginal importance to core company objectives, such as various investor and lobby
groups, non-government organisations (NGOs), and downstream communities, have
become increasingly empowered to impact a firm’s value.

This advent largely explains the rise of stakeholder theory as a business
management tool, based on the twin premises that “to perform well, managers need
44

The debate that emerged during the 1930s about the relationship between the firm and society
receives some discussion in: Jones et al (2002, 21-22). The authors cite Bearle and Mearns (1932) as
being the catalyst for this debate.
45
Laszlo et al (2004, 1) cite Matsushita in Japan as an example of successful corporate - stakeholder
collaboration, alongside other global companies that include Proctor and Gamble in the US, Phillips
in Europe, and Tata in India.
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to pay attention to a wide array of stakeholders … and have obligations to
stakeholders which include, but extend beyond, shareholders” (Jones et al 2002, 20).
A prominent illustration of this changed business environment is the rise of the
environmental movement: as pointed out by Banerjee (2002), “(t)he ‘green
movement’ started out as a grass roots, anti-business movement: today the
environmental agenda is set by corporations not environmental organisations”
Banerjee (2002, 9).

Stakeholder Management: Theoretical Development
Freeman (1984) is generally acknowledged as having popularised contemporary
stakeholder management theory in his seminal work, Strategic Management: A
Stakeholder Approach.

Chevallier (2001), notes that “(i)n recent decades

(stakeholder analysis) has been significantly transformed by developments
principally in political economy, decision theory, (and) environmental studies”
(Chevallier 2001, par. 3), amongst others.

A brief exploration of stakeholder

management’s theoretical underpinnings and development is now undertaken, in
order to place the paradigm within its disciplinary context.

Mitchell et al (1997, 853-856) actually question the paradigm’s title to ‘full
theoretical status,’ due primarily to ‘vagueness in definition’ of both the term
‘stakeholder’, and also the circumstances under which stakeholders warrant
management attention. However, the authors acknowledge it as being “a popular
heuristic for describing the management environment” Mitchell et al (1997, 853).
This descriptive function provides a means to conceptualise the corporate or project
environment, a point widely acknowledged in the literature; however, wider
scholarly analysis suggests that this constitutes only one part of a three-part
theoretical construct.

Jones et al (2002, 27) discuss an instrumental function, in that the theory
argues that managerial practice which incorporates stakeholder considerations into
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business strategy and operations will add value to the firm.46 Moreover, the “glue
which holds the theory together … which helps give shape and substance to the first
two strands … is its normative content (emphasis in original)” (Jones et al 2002, 25).
That is, stakeholder theory sets out to answer the question, “what is the purpose of
the firm and to whom are managers obligated?” (Jones et al 2002, 27). While there
are varying degrees of emphasis on each of the above three theoretical strands, there
does exist notable concurrence about the theory’s focal quest to “articulate a
normative core” (Mitchell et al 1997, 882) to address the above question.

The point to make is that the typology of descriptive, instrumental and
normative “offer(s) an umbrella to cover existing research,” and thus counters
perceptions of “an amorphous and ill-defined construct” (Jones et al 2002, 25).
Further, Chevallier (2001) emphasises the pragmatic utility of stakeholder theory’s
methodological approach:
(T)he method travels well across disciplinary and theoretical boundaries. It
is so eclectic as to stretch across the political spectrum and fit in with most
of what it encounters … (stakeholder analysis) is currently used in fields
ranging from political science to policy development and international
relations (Chevallier 2001 par. 1).
In summary, stakeholder theory offers a dynamic method with wide crossdisciplinary application, particularly suited to the study of systems such as a project
environment.

This dynamism in large part explains stakeholder theory’s

contemporary rise in popularity, and substantiates it as a legitimate starting point for
development of a methodology to analyse the Greater Sunrise project environment.

Towards a More Complex Method: the Actors and Factors Model
One evident shortcoming of the stakeholder model, however, is the absence of any
methodological approach to incorporate factors into its analyses. This limitation is
succinctly captured in the below observation from Grimble et al (1997):

46

Please note that Jones et al (2002, 24-27) provide a succinct discussion on the theoretical status of
Stakeholder Theory.
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The recent development of (stakeholder analysis) is based on the premise
that increasing the participation of beneficiaries or target groups alone
cannot guarantee that projects will work, and a much greater appreciation
of natural forces in the wider environment is required (emphasis in
original) (Grimble et al 1997, 184).
Freeman (1984) also recognises this shortcoming in his early work and, in response,
sets out to conceptualise the firm as a system.

The author tracks this

conceptualisation from its earliest use, which takes a ‘production view of the firm’
(Freeman 1984, 4-8). This model assumes an owner-entrepreneur run business that
need account only for suppliers and customers, as depicted in the simple inputoutput model shown in Figure 5 below.

FigureView
5. of the Firm
Figure 5. Production
Production View of the Firm

Source: Freeman (1984, 5).

However, as firms grew, other stakeholders such as corporate managers,
shareholders, and employees entered the equation; this advent marked the separation
of ownership and control of the firm, and was represented in increasingly advanced
models. Freeman argues that these models are still insufficient, however, as they
fail to incorporate the effects of change from “that murky area labelled
‘environment’” (Freeman 1984, 11). In response, Freeman seeks to “construct a
framework which allows managers to more effectively handle turbulent external
environments” (Freeman 1984, 8). Freeman’s work constitutes the basis for much
of the successive modelling of the firm, which acknowledges that potential impacts
come from both the internal and external business environment.

63

Chapter Three: Theoretical and Methodological Frameworks

Clearly the project environment can also be conceptualised as a system and,
indeed, the World Bank (Youker 1998) has developed a model that, while placing
the project at the centre of analysis, also shares Freeman’s insight into the necessity
to account for the external environment. The World Bank model, as presented in
Figure 6 below, essentially conceptualises the project as a ‘system within a system’.
That is, most projects reside within a parent organisation, which is viewed as a
system that has inputs, such as accounting services, and outputs, such as reports and
project expertise. In addition, that system operates within a broader environment,
which also has inputs and outputs that cross the system boundary.

Figure
Figure66
The
Project
The ProjectEnvironment
Environment
Figure 6. The Project Environment

e.g.
supplies,
capital,
labour …

e.g. accounting

e.g. reports

Deliverables
e.g. school
Benefits
e.g. education
Source: Youker (1998, Visual 4). (Adapted to include examples.)

Notable in the above schematic is the inclusion of both stakeholders –
Youker terms these ‘actors’ – and ‘factors’.

Actors are defined similarly to

Freeman’s stakeholders – the respective definitions are presented below:
•

People, organisations, or institutions … that can influence the project or be
influenced by it” (Youker 1998, Visual 6, par. 1);

•

Any group or individual who can affect or is affected by the achievement of
the organisation’s objectives (Freeman 1984, 46).

However, the World Bank model incorporates a broader definition by including
actors who may not be project stakeholders in a direct sense; the example is cited of
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policymakers who have the power to change conditions that affect the project
environment such as setting of tariffs (Youker 1998, Visual 6, par. 5).

Factors are defined as “events or circumstances … that can affect a project,
or be made better or worse by a project … as in the case of environmental
degradation” (Youker 1998, Visual 6, par. 19). Clearly the addition of factors to the
project model complements the analysis of stakeholders, resulting in a more holistic
approach able to take account of most aspects likely to impact on, or be impacted by,
a project.

The World Bank model also concurs with conventional stakeholder
approaches in recognising that “many of the problems on development projects are
the result of actors and factors that reside in the external environment and are
outside the direct control of the project manager (emphasis added)” (Youker 1998,
Visual 1, par. 3).

This view of a project functioning within a wider environmental

milieu, encompassing the dynamic interaction of actors and factors, is depicted
below in Figure 7.
Figure 7.
Project Environment: Actors and Factors Model

Figure 7. Project Environment - Actors and Factors
Model
Source: Youker (1998, Visual 6).
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The actors and factors model enables potential risks residing in both the
internal and external project environment to be determined, and the formulation of
management policy to mitigate these, where possible. This method accords with the
central task of this thesis in regard to the Greater Sunrise project, and is therefore
developed further below.

Indentifying Actors and Factors
The purpose of the initial problem analysis was to identify key actors, factors, and
their relationships within the project environment. However, because of the large
number of these variables, a method to quantify which of these are ‘key’ – that is,
warrant management attention – is required. Although this task, undertaken below,
draws heavily from the abundant stakeholder theory literature, the conclusions
should be read as applying equally to factors, on grounds that key criteria – the
parameters of ‘affect’ and ‘affected by’ – apply equally to both determinants.

Firstly, in regard to defining key stakeholders the literature posits various
definitions ranging from broad to narrow, all of which are valid given “the empirical
reality that virtually anyone can affect or be affected by an organisation’s actions”
(Mitchell et al 1997, 854). The term ‘stake’, simply defined, means “an interest or
share in an undertaking.”47 The derivation, ‘stakeholder’, is first recorded in 1708 to
designate ‘a bet or deposit’ (Chevallier 2001, par. 2). Use of the term stakeholder in
recent management literature dates to a 1963 Stanford Research Institute
memorandum, which identifies groups “without whose support their organisation
would cease to exist” (Freeman 1984, 31).48 In recent times, stakeholder “(a)s
simple descriptive terminology … has thoroughly infected our language, particularly
because of the need to attend to groups beyond shareholders” (Jones et al 2002, 27).

The above stakeholder-shareholder distinction also exemplifies the narrow to
broad continuum of possible definitions. A ‘shareholder’ has a specific kind of
pecuniary stake, which can also be quantified as a direct risk, as in “bear some form
47

Merriam-Webster Online, s.v. “stake,” http://www.m-w.com/dictionary/stake (accessed June 10,
2006).
48
For a detailed chronological table of contemporary definitions of ‘stakeholder’, dating from the
1963 Stanford Research Institute memo through to 1995, see: Mitchell et al (1997, 858).
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of risk as a result of having invested some form of capital, human or financial,
something of value in a firm.”49

This risk-based definition also enables

quantification of a stake that transcends purely pecuniary interests. At the other end
of the continuum Freeman’s broad definition encompasses “any group or individual
who can affect or is affected by the achievement of the organisation’s objectives”
(Freeman 1984, 46), which might include the global community; for instance, where
a successful petroleum project adds to global energy reserves.

Mitchell et al (1997, 862), having extensively surveyed the continuum of
meanings, conclude that narrow or broad definitions rely upon, respectively, criteria
of legitimacy, such as legal right, title or direct moral claim, and of power to
influence outcomes, regardless of legitimacy. Both of these criteria are incorporated
into the assessment of stakeholder salience, developed below.

For the purpose of this research a broad definitional approach is adopted, in
recognition that a thorough assessment of risk to successful project outcomes
requires consideration of a wide array of influences, both direct and indirect.
Wideman (1990) describes this as ‘developing a sound stakeholder environment’,
noting that “even a minor stakeholder group may discover (or constitute) the ‘fatal
flaw’ in the project which could bring the project to a standstill!” (Wideman 1990,
61). Thus, noting Wideman’s insight, and drawing from discussion in the World
Bank model (Youker 1998, Visual 6, par. 4-6), the below definition is developed:
Any group or individual (actor), event or circumstance (factor), that can
affect or be affected by development of the Greater Sunrise project.50
This definition addresses the first of two questions implicit in Freeman’s (1994)
reference to ‘the principle of who or what really counts’.51 Mitchell et al (1997)
expand on this question and ask, “who (or what) are the stakeholders … (and) to
49

This quote attributed to M Clarkson, “A Risk Based Model of Stakeholder Theory,” (Presentation,
Second Toronto Conference on Stakeholder Theory, Toronto, ON: 1994), in Mitchell et al (1997,
858).
50
To further qualify this definition, ‘actors’ may include “groups, constituencies, social actors or
institutions of any size or aggregation that act at various levels (domestic, local, regional, national,
international, private and public)” Chevalier (2001, par. 11).
51
The above quote attributed to Freeman, Edward R. 1994. The Politics of Stakeholder Theory: Some
Future Directions. Business Ethics Quarterly 4: 409-421, in Mitchell et al (1997, 853).
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whom (or what) do managers pay attention?” (Mitchell et al 1997, 853). This latter
question anticipates the refinement of the method undertaken below, namely to
determine salience, or the degree to which myriad actors and factors warrant
management attention.

Evaluating Actor and Factor Salience
The term ‘salience’ is introduced by Mitchell et al (1997) to determine the degree to
which myriad stakeholders warrant management attention.

The authors

acknowledge the existence of a “maddening variety of signals” (Mitchell et al 1997,
853) to inform this criterion, and proceed to analyse existing methods as a basis for
developing their own model. The various methods are typically accompanied by a
matrix for organising and assessing actors and factors, and range in structure from
relatively simple, to very complex.

Examples from either end of the simple-

complex continuum are presented below, as points of reference for the model
developed in this thesis.
Figure 8.
Example: Stakeholder Assessment Method

Figure 8. Stakeholder Assesment - Example 1

Att=attitude

Inf=influence E=estimate C=confidence

Source: Dick (1997).

The example shown in Figure 8 above entails a relatively straightforward
estimation of stakeholder level of support for a project (‘attitude’), and what
‘influence’ they might have, with both estimates being rated according to the
researchers’ level of ‘confidence’ in their assessment.

Strategies can then be

developed, with a greater degree of attention being accorded to stakeholders with
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high influence and low attitude. Assessments that attain low confidence ratings
require more information or, alternatively, command high attention.
The above method arguably falls into the category conceived by Mitchell et
al (1997, 854) as not sufficiently addressing the degree to which managers should
give priority to competing claims. The authors argue that “the dynamics inherent in
each relationship involve complex considerations that are not readily explained”
(Mitchell et al 1997, 854).

To assess these complex relationships the authors develop a commensurately
complex method entailing a comprehensive stakeholder typology, to which a
dynamic model can then be applied, which establishes stakeholder salience
according to the degree to which the three criteria of power, legitimacy, and urgency
converge.52 While space precludes reproducing the full typology and associated
propositions, the schematic developed by the authors in Figure 9 below enables
conceptualisation of the model.

Each number marks a different pattern of

convergence, and hence salience, indicating the degree and type of management
attention warranted.

52

The authors first assess contemporary narrow and broad stakeholder definitions. Narrow definitions
are found to apply the criteria of stakeholder legitimacy based on, for instance, legal right or title, atrisk status, or moral interests in harms and benefits generated. Broad definitions, in contrast,
emphasise stakeholder power to influence a firm’s behaviour. This latter definition, it is argued, is
liable to overwhelm consideration of legitimate stakeholders, and therefore a third criterion, urgency
– the degree to which stakeholder claims call for immediate attention – is proposed. The degree to
which these three criteria converge establishes stakeholder salience.
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Figure 9.
Stakeholder Typology: Three Attributes

Figure 9. Stakeholder Assessment - Example 2

Source: Mitchell et al (1997, 874).

The above two models, while not an exhaustive sample, illustrate possible
levels of analysis for use in assessing salience, from either end of the simplecomplex continuum. Jones et al (2002, 30-33), in their investigation into what they
label ‘the problem of definition’, point out that the extensive range of available
methods is a result of stakeholder theory’s multidisciplinary origins. This leads the
authors to suggest that “it is foolhardy to wish for one, univalent stakeholder theory
(emphasis in original)” (Jones et al 2002, 32). Moreover, this recognition “open(s)
the possibility that it is possible to have more than one theory that is useful, as each
is “a function of a set of background conditions and a particular normative core”
(Jones et al 2002, 32). This argument validates the analytical framework developed
below with reference to the Greater Sunrise project, which might otherwise be
subject to criticism of lack of theoretical coherence.

3.2c An Analytical Framework for Greater Sunrise
To recap, the various existing analytical frameworks for assessing actors and factors
operating in the project environment can be broadly divided into two areas of
endeavour. Firstly, an attempt is made to identify key variables likely to impact on
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the objectives of a firm or project. Secondly, an attempt to rate the likely impact of
the selected variables is undertaken, to determine their salience. Moreover, there
exist within the genre of management theory different methodological routes to
arrive at this measure. The methodological process chosen should provide sufficient
information to inform project risk management strategy. This is the purpose of this
thesis, to inform the initial stage of the risk management policy cycle, which can
then proceed to identify what effective means exist to mitigate risk posed by salient
actors and factors.

Drawing from the methods assessed above, this thesis now proceeds to
develop a method applicable for analysis of the Greater Sunrise project. First,
however, a cautionary note – the researcher should ensure that the diligent pursuit of
robust analytical method does not produce a model so complex as to be
incomprehensible. Freeman (1984) labels this occurrence ‘analysis paralysis’:
The stakeholder maps (with multi-coloured circles and arrows) … and all
of the analytical devices … can essentially paralyse an organisation. It can
be prevented from acting because of the sheer weight of the complexity
which it uncovers. … Individuals and groups can affect the corporation,
not categories of groups, and not graphs and charts on which groups are
named (Freeman 1984, 190).
In short, the research goal is to represent a simplified yet robust version of reality, in
this case with the aim of informing policy-making. It is anticipated that the below
attempt meets this objective.

Defining Variables
Firstly, actors and factors are independent variables whose influence must logically
be assessed in reference to a dependent variable. The dependent variable in the
project context is loosely labelled the ‘preferred outcome’, and more specifically as
the ‘project objective’. For the purpose of this thesis, the dependent variable – the
‘project objective’ – is as below:
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The development of the Greater Sunrise natural gas field, entailing
extraction of gas from the sub-sea surface for pipeline distribution to
mainland Australia (Northern Territory) for either processing into domestic
natural gas, or a combination of domestic and LNG export gas.
It is important to note that this definition does not consider as a preferential outcome
the extraction of natural gas to be processed wholly for LNG export, either by way
of onshore or offshore floating LNG (FLNG) processing.

Neither is the

transportation of natural gas by pipeline to East Timor for onshore processing
considered an optimal outcome.53

That is, the perspective of this research is that the preferred project outcome
is the realisation of value-added development for Australia, and specifically the
Northern Territory, rather than simply collection of royalty and company tax
revenue by the Australian Federal and East Timorese central governments. This
objective accords with the wider goal of leveraging sustainable development
opportunities from Greater Sunrise gas, particularly for the Northern Territory as
discussed in Section 4.5.

Assessing Variables
The next step entails developing an understanding of how the independent variables
– selected actors and factors – relate to the dependent variable – the project
objective.

The purpose of this exercise is to ascertain the interests of various

stakeholders and the potential impact of different factors, which may be either in
harmony with, or hostile to, the project objective. This information will inform the
assessment of the below attributes of importance, power and risk. Further, it can
also be incorporated into any subsequent strategy for dealing with salient actors and
factors. In regard to this latter prospect, the World Bank model states that “(i)n
trying to increase one’s influence with an actor, it is important to understand the
actor’s objectives” (Youker 1998, Visual 20, par. 3).

53

All of these options have been considered at various points in development planning for Greater
Sunrise, and are discussed in the Chapter 5 case study.
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This investigative task is typically undertaken with reference to a number of
questions, many of which will have already been canvassed as part of the initial
actor and factor identification process, described as ‘identification using checklists’
in Section 3.2a above. However, this new set of questions aims to reveal more
detailed information about identified actors and factors, and is focused accordingly.
The compilation of questions used to ascertain the three ratings of importance,
power and risk for this research appears as Appendix 2.

The World Bank model (Youker 1998, Visual 14-18) forms the basis for
these three ratings; however, amendments have been made to take account of the
specific research focus of this thesis. The original World Bank concepts are in each
case explained, as are amendments.

Rating 1: Importance
The importance of actors and factors refers to their ‘potential impact on the project
objective’. The World Bank model (Youker 1998, Visual 14) approaches this same
concept from a slightly different angle. In that case the term ‘dependency’ is used,
and is defined according to “how important an actor and factor is to the successful
completion of a project” (Youker 1998, Visual 14, par. 1). The example is given of
the degree to which a project is dependent on good weather, where access by roads
that are prone to washing out is important.

In effect, ‘dependency’ is analogous to ‘importance’; however, it is
considered here that the term ‘importance’ more accurately reflects the intention of
the rating, which is to ascertain the significance of a potential impact. MacArthur
(1997, 253) and Wideman (1990) also use the rating of ‘importance’, with the latter
author framing the question as “does it matter … whether the project gives priority
to their (stakeholder) interests or not?” (Wideman 1990, 61). The method used for
rating this variable is presented in Table 1 below.
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Table 1
Degree of Importance

Criteria: potential impact on the project objective
High

Where the impact of a variable is crucial to the success or failure of
the
project
objective.Assessment - Importance
Table
1. Actor/Factor

Medium

Where the impact of a variable will affect the project objective;
however, is not crucial to its success or failure.

Low

Where the impact of a variable on the project objective will be
negligible.

Rating 2: Power
The next complementary piece of information concerns power, defined here as the
‘capacity for actors and factors to influence the project objective’. This description
also accords with that of the World Bank model, which uses simply “the ability to
make something that you want occur” (Youker 1998, Visual 16, par. 1). However,
the World Bank model intends that this rating will furnish the project manager with
information about conditions where control or influence over an actor or factor
should be exerted. This thesis also utilises the rating of power to address the
question of whether a salient actor or factor falls within the management scope of
public policy in the following Section 3.2d.

However, the measure of power is firstly developed immediately below to
rate actor and factor salience. A point to note is that the concept as applied below is
attributed to actors, as well as factors.

This usage transgresses from the

conventional use of power to evaluate stakeholders, as with the World Bank model
and several other analytical frameworks researched for this thesis. The reason for
the conventional usage may be that such conceptualisations associate the
characteristic of power with animate persons, or a body of persons.
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However, an understanding of how power might apply as an evaluative
measure for factors is possible, as indicated by reference in popular vernacular to 'a
powerful … ideology or storm or technology.’ The problem is essentially semantic
in nature, and can be surmounted by referring to the etymological roots of the word
‘power’, which emanates from the Anglo-French poer – ‘to be able’.54 This broad
etymological underpinning gives rise to several related, but distinct, meanings, as
depicted in Table 2 below, along with accompanying examples.

Table 2.
Table 2. Power Typology
Power Typology
‘Power’ f. Anglo-French poer – ‘to be able’
Core Meaning
Pertains
to
“possession of control,
authority, or influence
over others”(a)

“ability to act or produce
an effect” (b)

Type

Example

actors

1. “legal or official
authority, capacity, or
right” (c)

Company project investment
decision; government policy
decision; shareholder voting

actors

2. “mental or moral
efficacy” (d)

Academic argument; NGO or human
rights group moral contention

actors

3. “physical might”
(e)

Terrorist capacity to sabotage
infrastructure; union picket;

actors

4. “a large number or
quantity” (f)

Economic wealth: including access
to natural resources, material goods,
and financial capital

actors
+
factors

attribute: human

Encompassing all of above

attribute:
5. inanimate/ natural
phenomenon

Sovereign risk as an investment
deterrent; environmental degradation
as damaging company profile; a
particular media slant; a
technological innovation;
infrastructure damage from adverse
weather

(a): meaning 2a; (b): meaning 1a-1; (c): meaning 1a-3; (d): meaning 3b; (e): meaning 3a; (f):
meaning 2e.
Source: Merriam-Webster Online Dictionary, s.v. ‘power’, http://www.m-w.com/dictionary/power
(accessed July 27, 2006).

54

Merriam-Webster Online Dictionary, s.v. “power,” http://www.m-w.com/dictionary/power
(accessed July 27, 2006).
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Notable in the above typology is inclusion of the meaning “ability to act or
produce an effect,” which opens the way for application of the power dynamic to
factors. For instance, neo-liberal ideology can arguably be deemed as powerful
where it can be shown to skew government policy decisions in favour of laissez
faire market mechanisms in the face of identified market failure.

In short,

conceptualisations of power are found to be various and, accordingly, are able to be
broadly attributed to both actors and factors. The method used for rating this
variable is presented in Table 3 below.
Table 3.
Degree of Power
Table 3. Actor/Factor Assessment - Power

Criteria: capacity to influence the projective objective
High

Where a variable has considerable capacity to influence the
project objective; in the case of actors, implies control

Medium

Where a variable can influence the project objective; however,
influence will not impact in a major way

Low

Where the influence of a variable on the project outcome will be
negligible, or virtually irrelevant

Rating 3: Risk
The final measure to be determined from the information on actors and factors is the
degree of risk that each poses to achieving the project objective. The World Bank
model defines risk as “the likelihood that something will go wrong and hinder the
project in a significant way” (Youker 1998, Visual 15, par. 1), which emphasises the
elements of both chance, and of negative impact. These dual aspects of risk accord
with the simple dictionary meaning of “possibility of loss or injury.”55

However, Pearce et al (1984) posit a more comprehensive view of risk: “risk
subsumes not only the probability of failure, but the size of that failure as well”
(Pearce et al 1984, 1). In introducing the parameter of size, the authors acknowledge

55

Merriam-Webster Online Dictionary, s.v. “risk,” http://www.m-w.com/dictionary/risk (accessed
July 27, 2006).
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that risk is ultimately about weighing the potential costs of risk-bearing. The cost
component is important, in that most risk mitigation strategies will be considered in
reference to a cost-benefit analysis. For instance, in cases where there exists a high
risk of a low-cost impact occurring, a least-cost strategy, or possibly ignoring the
risk factor, will be likely options.
An example of this is where there exists a high likelihood of a change of
government in a host country; however, where any resulting changes to a petroleum
regime would likely be either minor, or non-existent. This assessment would be
made according to the host country’s historical record of fiscal and legal stability.
Conversely, where a country has a record of unstable government and of changing
contract terms, potential project imposts are high, requiring considerable
commitment of resources to risk mitigation, or even abandoning project plans.56
The case of the East Timorese Government’s insistence that the Greater Sunrise JV
consortium locate an LNG processing plant in their country is an apt example, and is
discussed in Section 5.3a.
Following from the above discussion, risk can be defined as the ‘likelihood
of a substantial negative impact on the project objective’. As with the previous
matrices, risk will be assigned either a high, medium, or low ranking, as presented in
Table 4 below.
Table 4.
Degree of Risk

Criteria: likelihood of a substantial negative impact on the project objective
Table 4. Actor/Factor Assessment - Risk

High

Where a variable – either its presence or absence – is likely to
negatively influence the project objective in a major way,
potentially halting the project.

Medium

Where a variable … could negatively impact the project objective;
however, its effect would not likely halt the project

Low

Where a variable … is not likely to impact negatively on the
project; however, requires considering. In the event, any affect
would be negligible

56

There certainly exist cases of governments changing the existing terms of resource extraction
regimes, as with the wave of petroleum resource nationalisations that occurred in developing
countries during the 1950s and 1960s: see Stevens (2004, 1-4).
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Determining Salience
These three complementary assessments considered in aggregate determine salient
variables, defined earlier as ‘the degree to which myriad actors and factors warrant
management attention’. Salient actors and factors can be determined where the
following pattern exists.
•

high/medium power

•

high/medium importance

•

high/medium risk

This aggregate measure is depicted schematically in Figure 10 below.

Figure 10. Determining Actor and Factor Salience - Method

3.2d Risk Management Policy in the Project Environment
The stated purpose of the above heuristic investigation is to inform the initial stage
of the policy cycle, as depicted in the shaded area of Figure 11 below. The below
schematic depicts the policy-making process as exercised by the Australian
government policy-making community, a “coalition of interests, policy brokers and
political institutions” (Bridgman and Davis 2000, 26). This focus accords with one
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of the central arguments of this thesis, namely that the impact of salient actors and
factors on the non-development of Greater Sunrise is a form of market failure. This
argument underpins the related argument that there exists a role for government
policy to expedite future development of similar offshore natural resource projects.

Figure 11.
The Policy Cycle

Figure 11. Policy Cycle

Source: Bridgman and Davis (2000, 27).

Bridgman and Davis (2000, 25-27), while acknowledging that different
models exist to explain the policy process, argue that Australian experience is most
accurately represented by the above model. The authors explain that “policy begins
with identifying issues … (as) a new problem emerges,” after which time “policy
analysis becomes important, for without information it will be difficult to frame
options” (emphasis in original) (Bridgman and Davis 2000, 27-28).

Thus,

identification of salient actors and factors informs the initial stage of the policy cycle
by providing information to facilitate informed judgment about management policy
options.

However, the realisation of this goal requires, besides an assessment of
‘who’ and ‘what’ to consider, an evaluation of the policy responsiveness of selected
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variables. Restated, certain actors or factors will be out of reach of the policy sphere
of influence, and it is therefore expedient to determine in which areas policy can
effectively operate. For instance, to stay with the example of laissez faire ideology
used above, where this factor is shown to be adversely affecting the project objective
– say market competition to secure sales contracts necessary to support a gas project
is fierce, and a government will not consider regulating or underwriting markets –
then it would be futile to attempt to change that prevailing ideology. Rather, an
appreciation of this factor could be factored into any policy decision – in this
example, policy might allow for development assistance such as provision of land to
offset the costs to the aspiring development company of soliciting markets.
The method adopted here for assessing the reach of policy is based on the
World Bank model, which conceptualises this dynamic in the now familiar terms of
power relations (Youker 1998, Visual 19, par. 1). However, this method has two
notable points of difference. Firstly, it examines the power projection of policymakers, rather than of managers: restated, policy-makers are presented as the loci of
action in affecting the project environment.

The second point of difference concerns strategy. The World Bank model
recommends targeting actors and factors over which managers have no or low
power, with a view to increasing their power (Youker 1998, Visual 18, par. 3).57
However, the focus of this thesis on policy mechanisms as the vehicle for addressing
actors and factors, rather than project managers, means that influence within the
project environment be exerted utilising existing power structures available to policy
makers. This is due to the institutionalised, and, by implication, comparably rigid
policy-making process. In short, “policy-makers at any point in time work within a
framework which greatly restricts the alternatives they consider and the range of
innovations they make” (Simeon 1976, 555).

The matrix presented below in Table 5 is intended to facilitate identification
of high policy-making capacity according to the criteria of ability to act or produce

57

This can be achieved by way of both formal linkages, such as legal, institutional and ownership
relationships, or informal linkages, being principally interpersonal relationships.
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an effect within the project environment. The purpose of this final step is to align
policy-reach with high salience actors and factors. As with the World Bank model,
three levels of assessment are used.
Table 5.
Policy Reach

Criteria: ability to act or produce an effect within the project environment
Table 5. Policy Reach
Policy reach Extent of policy
reach
Comment

High

Implies control over an
actor or factor.

High capacity for policy to produce an
intended effect. Usually limited.

Medium

Able to influence the
behaviour of an actor, or
course of a factor.

No guarantee that a policy will have an
effect. Often requires compromise,
collaboration, or incentive. Most common
situation.

Low/none

An actor or factor
requiring appreciation

Policy aspirations are virtually irrelevant,
due to inability to affect actors or factors.
Therefore requires an appreciation that there
may be consequences that affect the project,
and possibly a contingency plan.

The analytical process, developed above as a series of logical steps, reflects
just how complex the influences at play in the Greater Sunrise project environment
are. As a visual aid to conceptualising these steps they can be arranged within a
series of concentric circles, with each field between circles representing a degree of
salience; the most salient being closest to the centre – representing its relevance to
the project objective – and then radiating outwards. As a further aid to clarity, these
‘fields’ can in turn be diagonally separated into ‘sectors’. The six sectors utilised in
this model are adopted from the World Bank model (Youker 1998, Visual 11, par.
2).58 This process creates a series of ‘segments’, each of which can be allocated a
level of shading, from dark, representing instances where policy will be effective, to
none, where policy is ineffective.

58

Youker (1998, Visual 8-11), presents the sectoral scanning method as one of three which can be
used independently or, as is suggested, in combination. The methods are intended as aids to
systemising investigation of the project environment. The six-sector option is adopted here because it
is apparent that this most accurately corresponds to the categories of actors and factors operating in
the Greater Sunrise project environment.
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Figure 12.
Spider Diagram:
Figure
12.and
Spider
Diagramin- Greater
SunriseSunrise
Actors andProject
Factors Environment
Actors
Factors
the Greater

Key:
Policy Reach:
Low
Medium
High

Salience:
L = low/none
M = medium
H = high

This schematic, depicted above, enables three sets of information to be
presented in a single representation, and therefore serves as a useful reference tool.
For instance, actor b, who is high salience and within policy-making reach, would be
a target for policy attention within the sphere of technology. The schematic also
provides an overview of the entire analytical process and its core task of providing
information that will assist in realising the project objective.
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Summary: The Analytical Framework
This section has outlined both the analytical framework, and the methodology
informing that framework, that will be used to assess the actors and factors operating
in the complex Greater Sunrise project environment. The key theme underlying
development of the above framework is the need for a model that is robust, yet
simple enough to provide clarity.

In addition, it is stressed that the model is

essentially a normative inquiry that highlights key variables and the nature of their
interaction within the project environment.

The methodology commences by highlighting the importance of first
clarifying the research scope by identifying the core problem, and also the cause and
effect relationships pertaining to that problem.

The problem tree schematic is

introduced as a useful means to conceptualise this complex nexus of relationships.

Having identified the complex nature of the Greater Sunrise project,
stakeholder management theory, along with its methodological toolkit, stakeholder
analysis, are introduced as a logical starting point for further enquiry. The major
shortcoming in stakeholder analysis is identified as its inability to capture the impact
of factors at play in the wider project environment. The way forward, as recognised
by stakeholder theorists, is to incorporate this conceptualisation into an enhanced
model. This insight underpins the choice of the World Bank actors and factors
model which, it is argued, is suited to the task at hand.

Building on insights provided by the World Bank model, a framework for
analysing the Greater Sunrise project is developed. The model firstly defines the
dependent variable – the project outcome – and then proceeds to outline how
independent variables – actors and factors – will be evaluated for salience: the three
criteria of importance, power, and risk are explained. Finally, the Greater Sunrise
model introduces an analytical means to assess which of those salient variables
might be responsive to risk management policy. This method will be used to assess
the empirical data presented in the Chapter Six case study, in the following
discussion Chapter Seven.
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Conclusion
The first part of this section introduces the theoretical discipline of political
economy. An exploration into the discipline’s theoretical roots shows these to be
embedded in questions of economic wealth creation as a means to advance human
progress, and the state’s role in ordering that process. Advances in scope and
method of enquiry saw the emergence of several different schools, including the
separate disciplines of political science and economics. Contemporary neoliberal
economic orthodoxy holds that the state’s role in ordering the economy should be
minimal. However, this paradigm has shortcomings as markets do fail – this thesis
argues that the non-development of Greater Sunrise constitutes such a failure.

This fact constitutes a central critique of contemporary neoliberal economics,
and also partially explains the re-emergence of political economy since the early1970’s as a framework for enquiry. In regard to the hydrocarbon sector, it is shown
that natural resource exploitation is an inherently political endeavour due to the role
of government as steward of publically owned natural resources. Finally, it is
suggested that the public-private nexus is ordered by relationships of power, which
will form a central competent of analysis in the ensuing methodology section. In
short, the discipline of political economy – specifically non-neoclassical political
economy – is shown to be a suitable theoretical lens through which to analyse events
in the Greater Sunrise project environment.

Political economy is one of several disciplines that have informed
stakeholder management theory, an approach to business that takes a broad and
holistic view of those who affect, or may be affected by, a business’ operations.
Stakeholder theory’s analytical toolkit, stakeholder analysis, is shown to have
instrumental and descriptive functions, which are underpinned by a normative core.
In short stakeholder analysis seeks to identify which stakeholders warrant
management attention. This approach resonates with the main task of this thesis,
namely to identify key causes of the non-development of the Greater Sunrise project.
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However, the shortcoming of the stakeholder approach is that it does not
address factors at play in the wider project environment. The World Bank actors
and factors model is shown to address this shortcoming, and is further developed for
use in analysing the Greater Sunrise project environment: specifically, a means of
assessing salience is introduced. This measure is complemented by a method to
ascertain which high salience actors and factors are within management policy
reach. This latter undertaking aligns with the central argument of this thesis, namely
that there exists a role for government policy to expedite the development of natural
resource projects where market failure is evident.
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4. NATURAL GAS: ITS HISTORICAL AND FUTURE ROLE IN
THE ENERGY MIX
Introduction
This section seeks to develop an understanding of Greater Sunrise in terms of its
value as a natural resource, and to place it within the context of its potential
contribution to the energy mix. The investigation also provides an insight into the
linkages that connect myriad actors and factors to the Greater Sunrise project
environment. This endeavour provides a foundation for the final section, which
concentrates on the potential for Greater Sunrise to contribute to the Northern
Territory economy.

Firstly, Section 4.1 identifies the attributes of a natural resource. It explores
the relationship between humans and the resources within their natural environment,
and the historical evolution of that relationship. How the dynamic nature of the
relationship affects natural resource management policy is also briefly considered.
Section 4.2 then explores the growing and evolving roles of the fossil fuels oil, gas,
and coal, within the energy economy. An assessment of their likely future role in
the face of competition from alternative energy sources is also made.

Section 4.3 refines its focus to natural gas. It examines several features of
this natural resource which lead to an assessment of gas’ likely future role in the
global energy economy.

The section considers both supply and demand side

determinants affecting natural gas, and relates these to how the resource is traded in
global energy markets.

Next, section 4.4 examines the role of natural gas in

Australia’s energy economy, both as a source of domestic energy, and as an export
earner in the form of LNG. This investigation concludes with a specific focus on the
Northern Territory domestic gas market, and future demand scenarios.

The final Section 4.5 complements the above assessment of the Northern
Territory gas market with a brief overview of its economy. It identifies the main
features of the economy, including its key growth sectors.

The investigation
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highlights areas of economic vulnerably, which it is argued would be mitigated by
the availability of natural gas as an affordable and reliable energy source to fuel
value-added development.

4.1 Defining ‘Natural Resource’
The Natural Resource – Human Value Relationship
The word ‘natural’ denotes “all those things available to man as ‘gifts of nature’”
(Common 1988, 198). These gifts are considered ‘resources’ only when a means for
utilisation by humans becomes available. This observation is corroborated by the
dictionary meaning for ‘resource’ which states, “a natural feature or phenomenon
that enhances the quality of human life.”59 Thus, it is humankind’s capacity to
exploit their natural environment which confers economic value to natural resources,
as articulated below:
(T)he natural environment can only be received through the prism of human
economic activity; it cannot be seen purely as an independent reality… (i)t is
appropriate, therefore, to consider the environment … (as) including
humankind as one of the main constituent parts (White 1992, 3).
Indeed, humankind’s relationship with their natural environment is allegorised in the
creation myths common to almost every culture. These myths enable societies to
comprehend both the commencement, and the evolution, of this relationship, from
hunter-gatherer, to agriculturalist, to industrialised society.

Each of these evolutionary periods is characterised by distinctive
developments in human knowledge – for instance in science, technology,
engineering, and management – and also in tastes, values, and social mores. This
observation reinforces the concept of a natural resource being a human construct,
and also highlights the dynamic nature of the relationship.

An example of this concept is the evolution of the means by which the
natural resources of the Australian sub-continent have been harnessed. Originally
59

Merriam-Webster Online, s.v. “Resource,” http://www.m-w.com/dictionary/resource (accessed
May 2, 2007).
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the “aborigine’s knowledge of reliable sub-surface water points, and his ability to
hunt out burrowing animals and to winnow grass seeds, could provide him with
subsistence abundance, where the European explorers saw virtual desert (Wilson
1980, 4).” Subsequent European settlement was based on development of pastoralist
agriculture, and received a boon following the first gold discoveries on the Bathurst
Plains of New South Wales in 1851.

Australia’s initial encounter with

industrialisation came by way of colonial Britain’s quest for raw materials to feed its
own factories and mills, and for markets for processed goods. By the beginning of
the twentieth century Australia, along with most Western countries, was capitalising
on advances in technology, transportation, and communication to embark upon
endogenous large-scale industrial enterprises (Ville and Merrett 2000, 13-14).

At the time of writing Australia is successfully leveraging economic growth
from its mineral natural resource endowment. Australia’s gross domestic product
(GDP) growth averaged 3.5 per cent for the decade to 2006-07 (ABS 2007a, 3), and
in that year its real net disposable income increased by 3.9 per cent (ABS 2007b,
summary, par. 2). This latter figure is in large part due to growth of 6.7 per cent in
Australia’s terms of trade (ABS 2006b, summary, par. 2) underpinned by a natural
resource-led export boom. This growth is being driven by demand from newly
industrialising countries (NICs), notably China and India, along with supply-side
efficiencies in extractive and transportation technologies.

The above discussion stresses how a natural resource’s economic value is
largely a function of demand, according to capacity for utilisation by humankind.
This imbues natural resources with political significance, particularly in regard to
decisions about ways in which utilisation will occur. Wilson (1980, 4) divides
natural resources into ‘flow’ and ‘fund’ categories, essentially denoting renewable
and non-renewable resources.60 The key distinction is that flow resources comprise
the animal and plant worlds and can potentially reproduce biologically over time,
while fund resources comprise the mineral world and cannot. Further, mineral
resources include both fossil fuels, which during utilisation involve the physically
60

Wilson (1980, 4) cites the following text as being seminal in establishing the distinction between
flow and fund resources: Zimmermann, E. W 1933. World Resources and Industries. New York:
Harper and Bros.
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irreversible process of combustion, and non-fuel minerals which are recycled, as in
the case of the smelting of iron ore (Common 1988, 199). These distinctions are
important in discussion about sustainable development and, accordingly, “natural
resources are invested with an inherent public interest” (Dorner and El-Shafie 1980,
23).

Policy Problems in Natural Resource Management
However, policy decisions about natural resource utilisation are complicated by the
dynamic nature of their capacity for utilisation, as exhibited by the historical
transformation in primary energy sources from wood, peat and dung, to coal, and to
petroleum. An example of a policy problem arising from this dynamic process is
determination of an optimal depletion rate for a natural gas reserve, which must
evaluate factors such as the future uptake of alternative energy sources, for instance
nuclear. Further, as natural resources enter the human value chain this creates issues
concerning “availabilities … accessibility … ownership and sovereignty …
conservation, (and) rates of exploration” (Dorner and El-Shafie 1980, 23). In such
instances, the power exercised by different stakeholders assumes heightened
significance, and can complicate the political dimension of natural resource
exploitation, as will be shown in the Greater Sunrise case study.

A further policy dilemma is that the imputed value of an energy resource
does not at present factor in externalities such as greenhouse gas emissions, or
damage to a wilderness area during resource extraction. Conventional economic
cost-benefit analysis (CBA) is ill-equipped to quantify such intangible values;
although, at the time of writing there is an evident international thrust to develop
cost mechanisms such as a global carbon trading system.

To summarise, the above enquiry, in quantifying the human attributes of a
natural resource, explains how the contemporary uptake of hydrocarbon fossil fuels
can be viewed as part of a historically evolving and dynamic process. Also notable
is the shift over time from use of flow to fund resources for primary energy
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production. These observations lay the foundation for an investigation into the
historical and future role of hydrocarbons in the energy mix, undertaken below.

4.2 Hydrocarbon Natural Resources: Their Place Within the Energy
Mix
F. William Engdahl (1993) introduces his book, A Century of War: Anglo-American
Oil Politics and the New World Order, with the declaration, “(n)o other element has
shaped the history of the past one hundred years as the fight to secure and control the
world’s reserves of petroleum” (Engdahl 1993, 8).

Certainly dominant world

powers have always been willing to assert their military might to wrest political
control over strategic resources.

This historical reality is captured in the term ‘the great game’ originally
coined to describe the standoff between the expansionist Czarist Russian and the
British Empires as they vied for supremacy in Central Asia during the century
between around 1807 and 1907.61 However, the rationale for that confrontation was
control over the raw materials and markets of India, whereas the ‘New Great Game’,
as expounded by Kleveman (2003), focuses on the energy reserves in the Caspian
region, principally oil and gas, as well as minerals including gold, uranium and
copper.62 Further, Kleveman (2003) maintains that “by spilling over the Central
Asia borders into Iraq, the new Great Game over oil has entered its crucial stage”
(Kleveman 2003, 261). The author’s claim, while arguable, is at least partially
corroborated by the Gulf War II invasion of Iraq in March 2004 by a US-led

61

While Noreng (2002, 85 - 93) offers a brief discussion on the history and contemporary
manifestation of the ‘Great Game’, a more thorough analysis is contained in Kleveman (2003).
Kleveman argues that the ‘New Great Game’, while retaining the central feature of struggle to gain
strategic advantage over resources, entails both a shift in resource focus, as well as the involvement
of new players that reflect shifts in the geopolitical balance of power. Thus Russia, while no longer
an empire, remains a player, while the US displaces Britain as global hegemon. In addition, the rising
powers China and Iran now have an interest in Central Asia, which is located at the confluence of
their respective spheres of influence. Further, the US desire to route an oil pipeline from the landlocked Caspian region via Turkey, Pakistan and Afghanistan makes these peripheral nations
strategically important.
62
Kleveman (2003) writes, “(o)n its shores, and at the bottom of the Caspian Sea, lie the world’s
biggest untapped fossil fuel resources. Estimates range form 50 to 110 billion barrels of oil, and from
170 to 463 trillion cubic feet of natural gas” Kleveman (2003, 3).
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coalition in pursuit of, amongst other goals, security of supply of Iraq’s vast oil
resources.63

In short, the growing strategic importance of oil and gas represents a stage of
progression within a dialectical process that has been unfolding throughout history:
demand for ever-greater energy efficiency, convenience and, in recent times,
cleanliness, generates new exploration, extractive, transportation, and conversion
technologies – the resultant new economic systems, in turn, spawn new energy uses,
demands, and technologies. Thus in eighteenth century Europe dung, wood and peat
were replaced with coal, which became the fuel of the industrial revolution, which in
turn spawned the growth of capitalism and current reliance on petroleum natural
resources.

Growth in the Strategic Significance of Oil
Commercial demand for petroleum natural resources was initially based upon its
value in providing light in the form of kerosene. It was upon this commodity, the
‘light of the age’, that the Standard Oil Trust of the US – synonymous with John D.
Rockefeller – built its fortune (Yergin 1992, 28). Standard Oil was one of the first
truly global corporations and, indeed, its disparate parts survive today in the form of
several familiar industry players; Exxon, Mobil, Chevron, Conoco, and Amoco.64
Petroleum’s commercial future was ensured with the widespread uptake of the
internal combustion powered ‘horseless carriage’ – spurred by the mass
manufacturing of Henry Ford’s Model T from the early-1900s – just as its use as a
lighting source was under threat from the incandescent light bulb courtesy of
Thomas Alva Edison (Yergin 1992, 80).

Petroleum’s superior qualities as a transportation energy source was
underscored by the conversion of the British naval fleet under First Lord of the
63

As at the end of 2006 Iraq contained 115 thousand million barrels (TMB) of proven oil reserves, or
9.5 per cent of the world total, placing it behind only Iran, at 11.4 per cent, and Saudi Arabia, at 21.9
per cent (BP 2007b, 6). (refer Figure 20) In regard to the rationale for the US-led coalition’s
invasion of Iraq, please refer to previous footnote 19.
64
The dissolution of the Standard Oil Trust in 1911 came about because of a ruling in the US
Supreme Court under the Sherman Antitrust Act (1890) (Yergin 1992, 108-110).
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Admiralty, Winston Churchill, from 1912.65 Subsequent technological advances
increased the various uses for petroleum, most notably as a fuel-oil to meet the
increasing demands of industry in the post World War II industrialisation period, as
well as in civilian use as home heating, and for both vehicle and aviation
transportation (Yergin 1992, 410).

Coinciding with this period was abundant global supply from the newly
developed Venezuelan and Middle Eastern fields which gave oil a competitive cost
advantage over ‘King Coal’, that had been the fuel of the industrial revolution
(Yergin 1992, 543).

In addition, oil exhibited superior transportation and

environmental features to coal, so that by the late-1950s it had surpassed coal as the
leading industrial energy source.

Thus, humankind’s innovation and adaption

ensured that oil’s value as a natural resource progressively shifted from that of mere
commercial commodity to strategic resource, a status retained at the time of writing.

Growth in Utilisation of Natural Gas
The pace of natural gas uptake during this period tracked that of oil.

While

manufactured, or ‘town gas’, extracted from coal and later naphtha had been used in
the US and Europe since the early-nineteenth century, it was expensive with use
largely confined to street lamp illumination and piping into the homes of a limited
number of middle and upper-class families (Yergin 1992, 23). The growing reliance
on oil that emerged during World War II also highlighted the strategic need to
diversify into alternative energy sources, thereby generating subsequent investment
in natural gas extraction and distribution networks. Indeed, the combined demands
of the Allies and their adversaries, coupled with increasing consumption in both the
domestic and industrial sectors, prompted US President Roosevelt in 1942 to plead
with oil companies, “I wish you would get some of your people to look into the

65

In 1882, Britain’s Admiral Lord Fisher made the initial case for the military-strategic importance of
petroleum for future control of world sea lanes, reasoning that for equal horsepower propulsion to
coal, the oil-fired ship required one-third the engine weight and almost one-quarter the daily tonnage
of fuel. It was, however, Winston Churchill, under Lord Fisher’s mentorship, who actually made the
switch to oil in three naval programmes in 1912, 1913, and 1914, in anticipation of the coming war
with Germany (Yergin 1992, 150-164).
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possibility of natural gas … lying idle in the ground because it is too far to pipe to
large communities” (Yergin 1992, 23).

World War II also spurred technological improvements in metals, welding
techniques and pipe manufacturing that made pipeline construction more
economical, and throughout the 1950s and 1960s construction of extensive pipeline
networks began in the US as part of Federal Government strategy (Houston Energy
Group 2002, 10). Parallel developments in the widespread penetration of gas were
also occurring globally during the post-war period, albeit at different rates. This
occurred in Japan with the commencement of LNG imports from 1968; in the USSR
under Khrushchev’s seven year economic plan (1959-65); in the Netherlands
following the discovery of the Groningen gas field in 1959; and in the U.K. – which
had already modernised its manufactured gas network as part of post-war
reconstruction efforts – after the discovery of the West Sole field in the North Sea in
1965 (Peebles 1980, 99-100, 122, 153-45, 30-31). Thus the natural gas industry,
which displaced manufactured gas during this period, emerged as essentially a post
World War II development (Peebles 1992, xi).

This momentum towards natural gas uptake was given impetus by a series of
oil price shocks in 1973-74, 1979-81, and 1990-91, which further motivated political
action to diversify energy supplies. In the US, for instance, such political moves are
apparent in President Nixon’s 1973 ‘Project Independence’, and subsequently in
President Carter’s 1977 ‘National Energy Plan’ (Peebles 1980, 76-80). Similarly, in
the high oil price environment that emerged post-Gulf War II (March-April 2003),
Alan Greenspan, then US Federal Reserve Bank Chairman, made several public
entreaties to increase LNG usage in that country (Efstathiou 2003, 17; Walker 2004,
29).

Future demand projections for natural gas are discussed in Section 4.3b, as is
the progressive trend for gas to provide a means of energy diversification from oil.
Firstly, however, the diversification question is considered briefly below in regard to
prospects for several competing energy sources.
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Imperatives to Diversify from Oil
The ‘iron law’ of energy has long held that economic growth is synonymous with a
nation’s energy consumption, and certainly since World War II oil-derived energy
has been synonymous with the rise of modern capitalism.66

This point is

exemplified by oil’s steady growth in use as the fuel of both industry and transport, a
trend that is projected to continue (see Figure 13), primarily due to, respectively,
increases in demand for petrochemical production and the need to fill the fuel tanks
of Asia’s burgeoning vehicle fleet (Shihab-Eldin et al 2004, 8).67 This scenario also
supports the earlier observation that changes in technology and social mores
determine the strategic value placed on a resource.

Figure
Figure 13. World
Oil 13.
Projected
WorldProjected
Oil Consumption,
by Sector
Consumption,
(by
(2003-2030)

MMbd

Source: Energy Information Administration (2006b, 26).

66

The ‘Iron Law’ is discussed by Yergin (1992, 671-673) in the context of rapid growth in demand
that was occurring during the mid-1970s and, in consequence, apprehension about an imminent
supply crunch. British Petroleum (2007b, par. 3, 4) state that demand for energy tends to grow with
GDP, with growth twice this rate until the early-1970s, after which usage grew roughly in line with
GDP until the collapse of the former Soviet Union (FSU). From that time gains in energy efficiency,
spurred by the oil shocks of the 1970s, also moderated demand.
67
It should be noted that Shihab-Eldin et al (2004) discuss the industry sector as being secondary to
the transport sector, which is described as “the key to the development of oil demand, accounting in
2001 for 47 per cent of total final oil consumption” (Shihab-Eldin et al 2004, 7). Actual growth in the
transport sector is, however subject to vehicle ownership levels and future behavioural trends and
efficiencies, themselves determined by primarily wealth and demographic scenarios.
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It is apparent that oil’s strategic significance within the global economy is set
to continue, raising questions about future supply availability.

On this matter

continued robust debate seems likely given the availability of diverse analyses, both
technical and fundamental, to back various positions; industry analysts concede that
“all numbers are, at best, informed estimates” (BP 2007b, par. 1).68

Further

discussion on his matter in the context of debate about Peak Oil is undertaken in
Section 4.3b.

Prospects for Renewable Energy Sources
Whatever position one adopts in respect to the oil debate, the growing interest in the
use of alternative renewable energy sources evident since the late-twentieth century,
and predictions for this trend to continue, is indicative.69 Brown (1995, 109) cites
the oil crisis of the 1970s – a security of supply issue – along with heightened
environmental concerns about the use of fossil fuels, as being the primary catalysts
for this trend. A further trend driving increased uptake of renewables is technologyderived cost reductions, with some analysts predicting that renewables will be cost
competitive by the middle of the twenty-first century (Christensen et al 2006, 11).

However, while renewables are projected to experience the fastest growth
amongst competing energy sources, predictions for aggregate increases within the
global energy mix have recently been revised downwards.70 While the sector’s
68

On the matter of company obligation to report reserves, a recent Australian government report, Is
the World Running out of Oil (Australia, DTRS 2005) cites the January 2004 Shell announcement
that it had significantly overstated its reserves estimates, which both eroded the company’s market
capitalisation by £3 billion, and cast doubt upon international reserves estimates. Similarly,
Australia’s petroleum industry peak body, the Australian Petroleum Production and Exploration
Association (APPEA 2004, 3) also discusses the vagaries involved in reserves forecasting, and cites
the example of Australian Government forecaster, Australian Bureau of Agriculture and Resource
Economics (ABARE), who have frequently posited forecasts that have proved to be widely
inaccurate.
69
Renewable energy is defined here as “(a) recurrent resource which is not diminished when used but
which will be restored … (r)enewable resources may be consumed without endangering future
consumption as long as use does not outstrip production of new resources.” Source: Oxford
Reference
Online
(Dictionary
of
Geography),
s.v.
“renewable
resource,”
(accessed
http://www.oxfordreference.com/views/ENTRY.html?subview=Main&entry=t15.e2620
October 18 2006).
70
The optimistic predictions are discussed by Brown (1995, 111-113) who draws upon two
influential reports from the period, the UN-commissioned Renewable Energy: Sources for Fuels and
Electricity (1993), and the World Economic Council’s Renewable Energy Resources: Opportunities
and Constraints 1990 - 1929 (1993). The UN report predicts that by 2050 renewables could account
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share is projected to rise 60 per cent in the almost three decades to 2030, overall
share of total energy consumption is predicted to remain steady at 14 per cent (see
Table 6). This is due to the projected rise in renewable use for this period only
keeping pace with overall global growth in energy demand of the same figure (IEA
2004, 225).

Table 6.
World Renewable Energy Consumption (2002 and 2030)

Table 6. World Renewable Energy Consumption (2002 cf. 2030)

Source: IEA (2004, 226).

The Nuclear Option
Besides renewables, the future role of nuclear energy is at the time of writing the
centre of global debate. The commencement of this debate can arguably be located
to a speech delivered by then-United Kingdom (UK) Prime Minister, Tony Blair, at
the 2005 World Economic Forum, where he committed his government to
addressing greenhouse emissions largely by this means.71 A number of influential
reports have also been released on both climate change and the nuclear energy
option. Notable amongst these is the Stern Report (2007) which is credited with
shifting climate change discourse from debate about scientific credibility to
discussing policy options.72 In Australia, the report Uranium Mining, Processing
for up to 60 per cent of power generation and 40 per cent of direct-use fuels, while the more
conservative estimate from the WEF report is for 30 per cent of total energy use by 2020.
71
To this end Tony Blair’s Chief Scientific Advisor, Sir David King, stated that “global nuclear
fission power is going to be an important part of any developments around climate change”
(Gottliebsen 2005, 36).
72
The Stern Report (Stern 2007), The Economics of Climate Change, released in October 2006, was
conducted by Head of the United Kingdom (U.K.) Government Economic Service and former World
Bank Chief Economist, Sir Nicholas Stern. Self proclaimed as an ‘independent, rigorous and
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and Nuclear Energy - Opportunities for Australia? (2007) estimates that nuclear
generated electricity could be delivered by 2016, and that there could be twenty five
reactors producing a third of the nation’s energy by 2050 (Aus., Dept. PM & Cabinet
2006, 2).

Nuclear energy’s credentials extend beyond curbing greenhouse gas
emissions. This energy process is primarily used to generate base-load electricity,
and therefore the world’s abundant and widely dispersed uranium supplies would
enable diversification from current sources of coal and gas, and also enhance
security of electricity supply. In addition, nuclear generated electricity has become
more competitive against fossil fuel sourced generation, and uranium is traditionally
less vulnerable to price volatility (IEA 2006c, 7-8).

These factors have caused the International Energy Agency (IEA) to revise
its projections for nuclear energy’s share in the primary energy mix, with falls now
predicted to be much less, and use possibly rising (IEA 2006c, 8). However, the
IEA (2006c) maintain that eventual uptake of nuclear energy will largely be
dependent upon political will: “(n)uclear power will only become more important if
the governments … play a stronger role in facilitating private investment” (IEA
2006c, 8).

A Hydrogen Future?
Optimism for a sustainable energy future in the long-term lies with the hydrogen
economy. Hydrogen, bound in organic matter and water, is the most common
element in the universe making up 70 per cent of the earth’s surface, and thus has
the greatest potential to satisfy the energy security of supply issue.73 In addition,

comprehensive analysis’ of the economic issues of climate change, the Report concluded that this
phenomenon represents the greatest and most serious market failure ever seen. The review has also,
however, been critiqued, largely on grounds of methodological flaws: see: Lomborg (2006, 16).
Subsequently the Australian Liberal-National coalition government, who had steadfastly refused to
ratify the Kyoto Protocol or entertain emission reduction measures such as carbon trading, partially
on grounds of unproven science, immediately accepted that climate change was occurring (Breusch
2006, 4). The following month John Howard established a taskforce to examine a global emissions
trading system (Grigg 2006, 1,6).
73
In regard to the comment about hydrogen constituting 70 per cent of the earth’s surface, it should
be noted that hydrogen is not a freely available energy ‘source’ as with oil or natural gas, but “similar
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hydrogen burns both cleanly – its only by-products being heat and water – and
efficiently, having the highest energy content per unit weight of any known fuel
(Aus., DITR 2003, A2). End-uses for hydrogen under current technology scenarios
are road transport; distributed heat and power generation; and portable electrical
appliances. However, there exist technical complexities and associated costs in
capturing, distributing, and storing this energy source. Thus, debate about a future
hydrogen economy is polarised, with some commentators arguing that this scenario
is “entirely hypothetical” (McKillop and Newman 2005, 1), and “a non-starter”
(Korpela 2005, 27) while, conversely, it is taken to be “a global fait accompli”
(Aus., DITR 2003, xviii).

Certainly hydrogen’s current contribution to the global energy economy is
small, at approximately 1.5 per cent, with almost all being produced from fossil
fuels, primarily natural gas (Aus. DITR 2003, 21).74 Technologies are, however,
currently being developed that lend credibility to projections that this primary
reliance on fossil fuel feedstock represents a transition period towards a renewablefuelled hydrogen economy, albeit possibly not until after 2100 (Aus., DITR 2003,
14). (see Figure 14) This forward projection is due to a number of constraints
inhibiting hydrogen’s uptake, namely the current unavailability of competitively
priced production, storage and transportation technologies; of an infrastructure
system; and of end use markets. It is worth noting that any eventual large scale
adoption of hydrogen fuelled by renewable would complete the cycle back to
primary reliance on flow natural resources for energy generation.

to electricity … is a an energy ‘carrier’ and an energy storage medium that has to be generated either
from fossil fuels or biomass” (Rand and Badwal 2004, 3).
74
There exist several options for the manufacture of hydrogen all of which require both a feedstock
and energy input in order to extract the hydrogen. There are four main production methods, being
steam-methane reforming; partial oxidation of hydrocarbons; gasification of coal, biomass or wastes;
and water electrolysis. Of these, steam-methane reforming is currently the most popular. This
process is based on heating a hydrocarbon feedstock, steam, and in some instances air or oxygen,
which are then combined in a reactor, and is currently used is a reagent in the petrochemical industry.
The popularity of this process is due to the relatively low cost of natural gas and the reformer
operation; the process has an approximate manufactured cost of AU$8 per GJ, as compared to the
most expensive process, water electrolysis, at between AU$29 - AU$42 per GJ (Aus., DITR 2003,
21-30).
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Figure 14.
Hydrogen: Bridge Between Carbon and Renewable
Energy Economies

Figure 14. Hydrogen Energy Economy

Source: Aus., DITR 2003, xv.

Determinants of the Future Energy Economy
The actual shape of the future energy economy will ultimately be determined by
several variables, primarily levels of economic growth, degree of environmental
consciousness, rate of technological progress, and relative costs of competing energy
sources. While uncertainty surrounds all of these variables, one point is apparent;
based on contemporary debate and policy initiatives there is growing acceptance that
current reliance upon fossil-fuels as a primary energy source is not sustainable longterm. Moreover, it is apparent that government policy has a key role in determining
which future energy path will be adopted. Restated, “these (energy) challenges call
for urgent and decisive action by governments,” whose role it is to “accelerate the
transition to modern fuels” (IEA 2004, 29, 330).

Prerequisite to the formation of any such energy policy must be the
establishment of policy objectives.

For the energy sector these objectives are

generally accepted as ensuring secure, sustainable, competitive, and environmentally
acceptable energy supplies. Underpinning all of these considerations is the question
of what comprises an optimal energy mix. This question is considered imperative
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by analysts such as Tertzakian (2006), who argues that as early as 2010 the high cost
of oil will force a radical change in energy fuel systems. The below section makes
the case for a greater role for natural gas in the energy mix, on grounds of this
natural resource’s capacity to address the above policy goals in the immediate-tomedium-term, a transition period between a renewable energy future.

4.3 Natural Gas: its Growing Role in the Global Energy Economy
Natural gas has evolved from being a by-product of crude oil production flared as
waste, to assuming an increasingly significant role in the global energy mix. This is
due to several factors that accord with the central observation above, namely that it
is changing societal requirements and innovations which confer value to a natural
resource. These factors, considered below, can be usefully divided into both supply
and demand side aspects.

4.3a Supply Side Determinants
On the supply side, key determinants for choice of energy source are the related
factors of price and availability. Firstly, in regard to price, it is frequently stated that
on an energy equivalent basis natural gas is more economical than oil. However,
this claim is dependent upon two key variables. The first of these is the global gas
market structure, which is divided into three spheres – North America, Europe and
Asia-Pacific – each with its own pricing structure. The second variable is the
distinctive mix of LNG and pipeline transportation systems within each of these
markets, all of which entail varying supply costs that are reflected in price.75

75

The major areas of global trade correspond to the OECD regions of North America, Europe and the
Asia-Pacific. North America is largely self-sufficient with distribution by pipeline, including cross
border imports form Canada and Mexico. Europe imports over 40 per cent of its gas supply, mainly
from the former Soviet Union (FSU) by pipeline, and from Algeria and the North Sea. The AsiaPacific region, being geographically dispersed, has the least connected cross border pipeline system
and relies heavily on LNG trade from suppliers in Malaysia, Indonesia, and Australia. Japan and
North Korea, for instance, are almost entirely dependent on LNG imports (IEA 2006a, 19).
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Natural Gas: Pipeline Transportation
Distance to market is a key variable determining choice of transportation system,
and thus transit costs and commodity price. For instance, gas transported as LNG
over long distances can be as much as two thirds more expensive than oil on the
same energy equivalent basis, due to higher capital costs (Zeus 2001, par. 4). While
natural gas transported by pipeline is more cost effective this advantage diminishes
with pipeline length, and becomes comparable to LNG costs at distances over 1,500
- 2,000 kilometres (Wilkinson 2006, 122). The variation in delivered price of gas by
both LNG and pipeline distribution to different markets is shown in Figure 15
below.
Figure 15
Tyranny of Distance: Comparative Gas Transportation Costs

Source: MFW Consultants: Perth (2007).
Figure 15. Gas Transportation Costs
CIF: Cost, Insurance, and Freight.

Pipeline transportation also involves risk. National pipeline grids, where
they exist, require central distribution hubs to ensure market access and therefore
competition. Where hubs are few this increases vulnerability to supply failure, as
occurred in Australia in January 2004 when Moomba, the nation’s only interstate
distribution hub, was closed due to an explosion.76 In addition, third party access

76

The January 2004 explosion and fire at Moomba, due to a chemical reaction that caused gas to
leak, generated disruption for several months. For instance, six months after the shut down capacity
was only operating at 70 per cent of normal (Howarth 2004, 50). The crisis, reported to have cost up
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agreements between pipeline owners and gas producers must be in place; such
arrangements are not always readily achievable where rent seeking behaviour by one
or both parties exists.77 A further risk factor occurs where pipelines cross national
boundaries,

especially

where

these

traverse

politically

volatile

regions.

Infrastructure may be vandalised, and gas is vulnerable to supply disruption should a
dispute further upstream occur. 78

Natural Gas: Transportation as LNG
These risks help explain the growth in uptake of technology to convert gas to liquid;
although, this process has greater infrastructure and associated cost requirements.
LNG transportation involves cooling gas to -610 celsius which reduces volume by a
factor of 600, thereby enabling liquefied transportation by insulated-tanker vessels
for delivery to re-gasification plants and subsequent distribution by onshore
pipelines. The real cost of LNG began to fall during the early-1990s (Wilkinson,
2006 122) due to a number of factors, as discussed below.

The capacity of LNG carriers has increased from an average of 125,000
cubic metres (m3) to 165,000 m3, with some being built to 220,000 cubic metre
capacity (Wilkinson, 2006 122). In addition, the LNG fleet has grown exponentially
from the early-2000s (International Energy Agency 2006a, 56). A commensurate
development has been the increasing capacity of LNG production trains which have
grown in average size from 2.7 million tonnes per annum (MTPA) in the mid-1980s
to 6 MTPA at the time of writing (Wilkinson 2006, 122).

to AU$30 million in damages (McGarry 2004, 2), also highlighted shortfalls in the system of
allocation of available supplies between the states of South Australian, New South Wales, and the
Australian Capital Territory (Howarth 2004, 50). While shortfalls were largely met from alternative
pipeline routes linking Bass Straight reserves to these markets this was at higher cost, reportedly
between A$1.50/GJ and A$2.00/GJ (McGarry 2004, 2).
77
In Australia the Commonwealth Government in 1995 introduced a National Access Regime for
infrastructure services to ensure competition. In August 2004 the Australian Productivity
Commission reviewed the regime applying to natural gas pipelines and recommended continued
regulation while competition was emerging; however, the Commission also acknowledged the
existence of regulatory cost imposts (Aus., Productivity Commission 2004, XLII-XLIII).
78
As transpired in January 2006 when Russia halted supply to former colony Ukraine, a transit
country to many European customers, ostensibly due to an impasse over pricing. Many Ukrainians
maintained at the time that Russia was punishing them for their Orange Revolution and the election
of Western-leaning President Viktor Yushchenko (Ukraine Gas Row 2006).
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Consequent increases in economies of scale have been complemented by
growing construction proficiency, including technological advances, design
standardisation, and modularisation of components (Wilkinson 2006, 122). Arising
cost advantages have been further enhanced by competition amongst construction
providers (Wilkinson 2006, 122). The construction of re-gasification terminals has
followed a similar trend in regard to both cost and increase in capacity, resulting in a
forecast increase in aggregate world liquefaction capacity, as shown in Figure 16
below.

Figure 16.
Projected Growth in World LNG Supply (2006-2011)

Figure 16. World LNG Supply (2006 – 2011)

Source: International Energy Agency 2006a, 50.

However, a reversal in the downward infrastructure cost trend began around
early-2000 due mainly to capacity constraints in raw materials and labour skill
shortages.79

This advent has partially been offset by the capacity for project

operators to absorb a percentage of these costs in other producing projects, in the
contemporary high oil and gas price environment (APPEA 2006a, 16). Moreover,
LNG projects are assuming greater importance within company portfolios, due in
part to their being able to retain a relative degree of market autonomy, and thus
competitiveness, as compared to pipeline projects where governments are inclined to
79

For instance, in 2006 Woodside Petroleum reported the following cost increases throughout the
LNG chain: “linepipe prices were up by 30 per cent during the year (2005), the cost of offshore
construction was up more than 30 per cent and drill rig rates had risen by between 100 per cent and
400 per cent in the previous 18 months (APPEA 2006a, 16).
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exert greater regulatory control (IEA 2006a, 70-71). There does remain, however, a
risk of under investment in the LNG sector which, while constituting only 6 per cent
of gas demand, accounts for over half of all sector investment (IEA 2006a, 65).

LNG: Market - Price Structure
As mentioned, investment in LNG infrastructure impacts on market structure and, by
implication, prices. For instance, LNG receiving terminals are increasing in number
relative to production plants, with this ratio approximating 2:1 (World LNG Trade
2007, par. 5). The implication of more landing options and thus market access has
been further liberalisation of LNG trade: that is, natural gas is increasingly being
traded globally as opposed to being produced and consumed regionally (Zeus 2006,
par. 10). Indeed, LNG consumption continues to grow steadily and is projected to
double in the four years to 2010 to 11 per cent of global gas demand (IEA 2006a,
49).

This advent is anticipated to have particular implications for the Asia-Pacific
region. For instance, as the number of receiving terminals on the US east coast
increases, Asian buyers must compete for cargoes destined for that market, which is
highly liquid and where prices are volatile. This advent changes the nature of AsiaPacific contracts, which have traditionally been inflexible and long-term covering
twenty to twenty-five years (Suziki and Morikawa 2004, 33).80 A further shift in
this dynamic will likely occur should existing plans to locate terminals on the US
west coast – currently un-catered for – be successful, which would introduce a
California gas-price benchmark (Suziki and Morikawa 2004, 33).

As regional market barriers are further broken down it is expected that LNG
prices will ultimately move closer towards a global price, at least for long-term
contracts. (Dawn of New Global Market 2007, par. 7). The global LNG spot market,
currently around 11 per cent of trade, is also growing and is projected to increase to
20 per cent in the medium-term due in part to global capacity expansion (IEA 2006a,
80

This observation is apparent in the increasing number of short-term and spot volume contracts
linked to US Henry Hub prices, as opposed to traditional benchmarking against a regional crude oil
mix, the Japan Crude Cocktail (JCC) (Suziki and Morikawa 2004, 33).
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57).81

However, a fully developed spot market resembling that for oil is not

expected to occur during this period. This is primarily due to the continuing need of
governments to ensure energy supply security, which is best met by long-term
contracts, as well as to LNG’s relatively higher capital and transportation costs, and
storage requirements. (Dawn of New Global Market 2007, par. 8).

One caveat to this scenario for increasing market depth and liquidity is the
prospect of major LNG exporters colluding in an OPEC-type cartel arrangement for
the purpose of pursuing rent seeking activities. Currently the most likely group to
pursue such an arrangement is the Gas Exporting Countries Forum (GECF) which
was formed in 2001 as an industry discussion forum (Pressure Builds 2006, 25).
Certainly any such move would exert considerable pressure on world LNG markets
given that GECF’s fifteen members accounted for 73 per cent of global reserves and
41 per cent of production as at mid-2005 (GECF Unlikely 2005, par. 3).

However, according to Hallouche (2006, v) the GEFC collusion scenario is
unlikely in the medium-term, due primarily to difficulty in aligning member
strategies. This scenario may change, however, as competitive pressures mount due
to a number of new gas producing countries entering the global LNG trade.82

Natural Gas: Global reserves
Current proven global natural gas reserves are equal to sixty-four years supply at
2006 consumption levels – in energy equivalence, approximately the same as oil
(IEA 2006a, 31).

This determinant is represented in the below reserves-to-

production ratio graph (see Figure 17), which also illustrates that the ratio has
remained fairly constant over the last twenty-six years. That is, production has
largely kept pace with demand, an advent in part facilitated by technological
advances in geological data gathering such as the use of 3-D and 4-D seismic
81

The term spot market is used here in its wider sense to mean “wherever there is some flexibility in
the destination of LNG cargoes” (IEA 2006a, 55-56). This definition includes short-term contracts
and swaps.
82
For instance, in 2005 Egypt and Russia joined the ranks of the twelve existing exporting countries,
with Norway, Equatorial Guinea and Peru all having liquefaction terminals under construction as at
2006 (Energy Information Administration 2006b, 40).
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imaging, and in exploration and extraction techniques, particularly for offshore
reserves.83 In some countries, such as Australia, there are also varying types of
government assistance available to develop gas projects where these are considered
to serve the national interest.

84

Some of these incentives will be discussed in

Section 6.3 in relation to potential policy direction to expedite development of
Australia’s offshore petroleum reserves.
Figure 17.
Natural Gas: Global Reserves-Production Ratio
(1980-2006)

Figure 17. Natural Gas: Reserves-Production Ratio (1980-2006)

Source: BP (2007a), Charting Tool: Gas.

There certainly exists scope to incentivise the exploration and production of
natural gas. In regard to production, the US Energy Information Administration
(2006a, 39) estimate that approximately half, or 3,000 Tcf, of proven global reserves
are stranded; that is, too remote from pipeline infrastructure or population centres for
83

An illustrative example of a recent cost saving technological advance is the Portable Remote
Operated Drill (PROD) system, a remotely controlled submersible that can operate 2.5 kilometres
under water where it is able to drill sea floor samples up to 100 metres in depth. These samples
enable a superior analysis of sub-soil geology and conditions when compared to previous methods
where drills were lowered from a moored ship; however, which were subject to movement and poor
sample quality (Lawson 2003, 16, 20).
84
The main incentives in Australia are the granting of Major Project Facilitation (MPF) status, and
financial grants available through Invest Australia. These two mechanisms are often implemented
collaboratively, as illustrated by the following example. In January 2007 Australia’s Minister for
Industry, Tourism and Resources, Ian Macfarlane, granted Major Project Facilitation (MPF) for the
Tassie Shoal Methanol Project in the Timor Sea, on grounds of “providing a boost to Australia’s
exports … and economic benefits to Darwin” (Macfarlane 2007, par. 8). The project plans to build
offshore infrastructure to produce both methanol and LNG. This will enable the project developers to
work with Invest Australia, described as ‘the government’s inward investment agency’, to “progress
the projects through the approvals process and identify relevant government programmes that may
assist the projects” (Macfarlane 2007, par. 11).
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economic transportation. It is anticipated that a sizeable portion of these reserves
will be unlocked as global networks of gas trade and infrastructure expand, and
where certain attributes such as reservoir size greater than 10 Tcf; low CO2 content;
and a stable and supportive government are present (Zeus 2003, par. 12). Similar
prospects exist for exploration, with the Energy Information Administration (2006a,
38) estimating total global undiscovered natural gas reserves of 4,221 Tcf.

Value-added Opportunities
Finally, the main alternative to transporting natural gas by pipeline or in liquefied
form for use as a combustible energy feedstock is to add value by converting it into
a number of possible end products (see Figure 18). Demand for these technologies
is also growing, with particular interest in nascent gas-to-liquids (GTL) technology
which produces high performance synthetic products that include diesel and
kerosene transport fuels, and petrochemical feedstocks such as naphtha (Surge in
Interest 2007, par. 4).85 This technology offers a hedge against reliance upon oil for
a range of liquid products, most importantly for transport fuel. Synthetic diesel also
has environmental benefits in that it has superior combustion features to
conventional diesel.86

A further potential environmental advantage of GTL

technology is the prospect of it being used to process associated gas from small and
remote oil fields which would otherwise be flared (Surge in Interest 2007, par. 25).

85

Devised in the 1920s by two German chemists, Franz Fischer and Hans Tropsch, this technology
eight decades on is only being utilised in two commercial scale operations in Malaysia and South
Africa. As at early-2007, however, there were five new projects projected to come on stream by 2012
(Surge in Interest 2007, par. 4,5).
86
Synthetic diesel compared to conventional diesel is cleaner, having much lower emissions of
sulphur and particulates, and also gives good performing due to its high cetane number (Surge in
Interest 2007, par. 27).
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Figure 18.
Natural Gas Product Chain

Figure 18. Natural Gas Product Chain

Source: WA, DoIR 2005, 63.

The above investigation into supply side factors illustrates the growing
means by which natural gas is able to be located, converted, marketed and
distributed. In particular, the increasing capacity to distribute natural gas in the form
of LNG ensures its future as a globally traded commodity. Increases in traded
volumes of cross-border pipeline gas closely match this trend. While capacity
constraints have contributed to rising natural gas prices, these could not be absorbed
in the supply chain if it were not for strong and sustained demand.

Further,

indications are that increasing contract flexibility and spot sale volumes will
partially mitigate unchecked price escalation.

4.3b Demand Side Determinants
Current demand for natural gas continues to grow, with the US Energy Information
Administration (2006b, 37) forecasting an average increase in global consumption of
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2.4 per cent annually, slightly lower than that for coal, at 2.5 per cent, and higher
than for oil, at 1.4 per cent. For natural gas this shift equates to an 2 per cent
increase in total global consumption for the period 2003 to 2030, from 24 per cent to
26 per cent. (see Figure 19). Gas will be consumed largely by the industrial and
electricity sectors, with annual growth of 2.8 per cent and 2.9 per cent respectively
for the same period (Energy Information Administration 2006b, 37). While gas is
projected to increase its total energy share in these sectors, it overtakes oil in the
industrial sector to become the dominant energy source by 2030, whereas in the
electricity sector it is overtaken by coal.
Figure 19.
World Natural Gas Consumption, By Region
(1990-2030)

Figure 19. World Natural Gas Consumption (1990-2030)

Source: Energy Information Administration 2006b, 37.

Peak Oil: a Diversification Incentive
These demand scenarios are driven by several factors, foremost being the imperative
to diversify away from competitor fossil fuels, oil and coal. Firstly, in regard to oil,
debate about the volume of available global reserves – which has been occurring
since commercial exploitation commenced in the late-nineteenth century – has been
reinvigorated since the early-2000s due to recent production declines, most notably
in the North Sea (Skinner 2006, 53). Contemporary debate is largely framed in
terms of ‘Peak Oil Theory’ which argues that at a certain point oil production will
peak and then begin to decline as finite reserves of this fund resource are depleted:
in the words of the theory’s originator, US geophysicist M. King Hubbert:
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(W)e can assume with complete assurance that the industrial exploitation of
fossil fuels will consist in the progressive exhaustion of an initially fixed
supply to which there will be no significant additions during the period of
our interest (Hubbert 1956, 4).87
Without reproducing the debate here, most Peak Oil advocates maintain that oil
production will reach this global threshold for oil around 2010, after which time
reserves will enter a period of terminal decline.88

Conversely, adversaries argue that this date will continue to be moved out
due to commercially driven technological innovation that will yield both increased
conservation and greater production capacity. It is further pointed out that reserve
assessments vary according to the measurement methodology applied, as does
accuracy of reported data due to its commercial impact on the valuation of a firm.89
The poor historical accuracy of similar predictions about imminent demise is
succinctly captured in the below observation from The Economist:
(P)redictions of ecological doom, including recent ones, have such a terrible
track record that people should take them with pinches of salt instead of
lapping them up with relish (Plenty of Gloom 1997, 19).

87

In 1956 geophysicist M King Hubbert (1956) presented his paper to the American Petroleum
Institute in Texas, which posited a model of known global oil reserves and predicted that in the
continental US oil production would peak sometime between 1965 and 1970, and that world
production would peak in 2000. Hubbert predicted that then-nascent nuclear technology would
provide humankind a sustainable future energy source: “(t)here is promise, however, provided
mankind can solve its international problems and not destroy itself with nuclear weapons … (and that
) the world population … can be bought under control, that we may at least have found an energy
supply adequate for our needs for … the ‘foreseeable future’” (Hubbert 1956, 36). In regard to
Hubbert’s projection for the US, it is generally accepted that production there did indeed peak around
1970; although projections differ about the status of world production.
88
Discussion on peak oil theory and predictions is available on the web site for the Association for
the Study of Peak Oil and Gas at: http://www.peakoil.net/.
89
A prominent example in regard to this latter point occurred in early-2004 when the US Securities
and Exchange Commission (SEC) exposed Royal Dutch/Shell’s over reporting of proven global
reserves, resulting in the resignation of company Chairman, Sir Philip Watts, and a downward
reappraisal of reserves by 13 per cent. The arising media attention further exposed a tendency at the
time for companies to overbook reserves, in part due to remuneration incentives such as bonuses for
directors (Cummins et al 2004, 49). See also previous footnote 58.
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However, even the agnostic school concede that supply challenges lie ahead.90
Regardless of the technical and fundamental truths of this debate, it has had the
effect of elevating the issue of the need to diversify away from oil.

Other Incentives to Diversify From Oil
A further incentive to diversity away from oil, at least for Western oil importing
governments, is the historical propensity for national oil companies (NOCs) –
primarily in the OPEC countries of Venezuela and the Middle East, as well as in
Russia – to use this strategic commodity as a foreign policy tool. Moreover, many
NOCs are becoming increasingly assertive in competing with MNC oil companies
for extra-territorial resources, while denying these companies access to their own
often vast domestic reserves (Oil Power Shift 2007, 62).

91

An example

exemplifying Western concerns is the unsolicited bid in 2005 by Chinese statecontrolled oil company China National Offshore Oil Corporation (CNOOC) for US
multinational company, UNOCAL. The Chinese company finally abandoned its
proposal in light of vigorous debate in the US House of Representatives centering on
the potential threat to national security (Chinese Firm 2005).

A further related concern is that the Middle East, containing 61.5 per cent of
the world’s proven oil reserves as at the end of 2006, is a politically volatile region,
as are Africa, and South and Central America, which respectively contain a further
9.7 per cent and 8.6 per cent of global reserves (BP 2007a, 6) (see Figure 20). The
difficulty for Western nations in dealing with these countries is illustrated by the
US-led coalition’s invasion of Iraq in March 2003, at least in part to secure the flow
of the world’s third largest oil reserves.92 Yet Iraqi oil production as at mid-2007
remained below the pre-invasion levels due largely to pipeline vandalism as well as
“the general chaos and corruption of Iraqi government” (Gregory 2007, par. 43).
90

For instance, Daniel Yergin, chairman of the Cambridge Energy Research Association, cites the
considerable investment required to advance technologies in the face of global oil consumption that
will be 50 per cent greater in twenty-five years than in 2006 (Orchison 2006, 4).
91
Noreng (2002) points out that while it is generally recognised that “control of oil supplies is
widely, and with reason, seen as a key to economic and political success,” this can also mean that “oil
importing companies try to make up for the lack of domestic oil reserves by controlling foreign
supply sources, so that oil policy is essentially foreign policy” Noreng (2002, 44).
92
For a succinct discussion on the US-led coalition’s rationale for entering Iraq please see footnote
19 above.
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Figure 20.
Proven World Oil Reserves (end-2006)

Figure 20. World Oil Reserves (Proven: 2006)

Source: British Petroleum 2007a, 7.

Environmental Concerns
The other major factor favouring demand for gas over competitor fuels coal and oil
is its comparatively benign environmental credentials. This factor, plus natural gas’s
comparative cost effectiveness, has seen the fuel achieve the fastest global growth
amongst the primary energy sources. Share has been won mainly from coal for use
in electricity generation – particularly for combined cycle gas turbine (CCGT)
generation where it has approximately twice the thermal efficiency of older coalfired plants – and in domestic fuel markets (BP 2006b, par. 11). In Australia, the
primary greenhouse gas emitters in the energy sectors are stationary energy – mainly
electricity generation and industry – and transportation, as shown in Table 7. The
comparatively benign emissions for gas-fired electricity generation are highlighted
in Figure 21.92a

92a

It should be noted, however, that these figures are for domestic natural gas feedstock. Emission
inventories that examine LNG and emissions from this energy source’s full lifecycle stages –
including liquefaction, transportation, regasification as well as reservoir emissions – paint a less
benign picture. For instance a 2005 study conducted by Jaramillo et al (2005) concluded that
“overall, emissions from electricity generated with coal and electricity generated with gas could be
surprisingly similar” (Jaramillo et al 2005, 15).
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Table 7.
Australia: Net Greenhouse Gas Emissions, by Sector
(1990-2005)
Table 7. Australia: Greenhouse Gas Emissions
(by Sector: 1990-2005)

Source: Aus., DEWR 2005, 1.

Figure 21.
Greenhouse Emissions:
Alternative Electricity Generation Technologies
21.
(tCO 2Figure
-e/MWh)

Electricity Generation: Comparative Greenhouse
Gas Emissions

Source: APPEA 2006a, 49.

However, natural gas consumption has slowed, relative to competitor fuels,
because prices have been pulled up by oil prices (Energy Information
Administration. 2006b, 37).

This has had the effect of reducing the fuel’s

competitiveness against coal, as reflected in projections that show world coal use
growing 2.5 per cent per year compared to gas at 2.4 per cent (Energy Information
Association 2006b, 37). The other competitor fuel in the electricity sector projected
to increase its uptake against gas due to price is nuclear, which is forecast to increase
relative market share in North America, Western Europe, and in the southern cone of
Latin America (Skinner 2006, 62). This scenario reflects the reality that pursuit of
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environmental goals entails weighing CBA figures, including the price of competitor
fuels and of supply security.

Different sets of costs apply to emissions reductions according to the end-use
sector and particular environmental externalities applying. The largest consuming
sectors of natural gas globally are, respectively, the industrial sector – mainly in
resource processing, steel manufacture and heavy industry – and the electricity
sector (Energy Information Association 2006b, 37). The trend for increasing gas use
in the industrial sector is particularly strong amongst countries at similar early stages
of development, led by China and India.

Natural gas presently comprises a

relatively small proportion of the overall energy mix for both China and India, at 3
per cent and 7 per cent respectively in 2003; however, use is anticipated to increase
at respective annual average rates of 6.8 per cent and 5.9 per cent (Energy
Information Administration 2006b, 44). Much of this increase in consumption will
be supplied by LNG imports, and these countries are expanding infrastructure to
facilitate the importation and consumption of natural gas.

Finally, it is worth noting that environmental concerns can also mitigate
against natural gas uptake in both developed and developing countries as, “even in
the most progressive countries, hydrocarbon development and pipeline construction
face potential native resistance because they affect the natural environment on which
native communities depend” (Skinner 2006, 14). An illustrative case is the vigorous
lobbying by residents of California’s west coast against two proposed offshore LNG
receiving terminals – despite pioneering environmental engineering – which is
credited with delaying project approvals, possibly until 2013.93

Summary: The Future for Natural Gas
The above investigation highlights multiple supply and demand side factors
impacting on global natural gas uptake. On balance, global consumption continues
93

The two offshore LNG receiving terminals are both being proposed by Australian companies BHP
Billiton and Woodside Petroleum. An example of the environment engineering referred to is
Woodside’s Ocean Way terminal which involves a buoy suspended 60 metres under water out of
sight from shore, until it is connected to a specialised re-gasification ship for the purpose of piping
gas onshore (Wisenthal 2007a, 46).
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to rise, if more slowly than in past years. Of the two major consuming sectors,
consumption in industry is forecast to overtake oil, while in electricity generation it
will lose ground to coal. Key determinants of this scenario are relative cost, supply
security, and environmental credentials. This latter factor is becoming increasingly
important in a post-Stern Report era where debate has shifted from arguing the
scientific credibility of global warming to discussing policy options. Although gas,
as a fossil fuel, remains a greenhouse gas contributor, it is recognised as being a
transition fuel able to achieve immediate-to-medium-term reductions on the way
towards a renewable-based future.

In addition, the historically segmented global market for gas is becoming
increasingly interlinked due largely to investment throughout the gas supply chain,
namely in domestic and international pipelines, and in LNG processing,
transportation, and distribution networks. This advent is increasing market liquidity
that is, along with development of end user technology, promoting growth in use of
natural gas. Currently global LNG markets exhibit growing consumption, tight
supply and record prices, and it is therefore anticipated to remain a sellers market at
least until sustained high prices impact on consumption rates, possibly around
2015.94

This scenario indicates a window of several years opportunity to supply an
expanding market, and bodes well for the future monetisation of major offshore gas
projects. This is important for countries like Australia with limited domestic market
depth and liquidity, and where developers require the surety of long-term
international LNG forward sales contracts to underwrite projects.

However, timely investment decisions are necessary in light of LNG project
lead times averaging three years and competition amongst projects to lock in sales
contracts. In the case of Greater Sunrise, as with most large and remote offshore gas
reservoirs, a commitment to LNG development is necessary to underwrite any
potential domestic supply to mainland Australia.

The current role and future

94

The 2015 estimate from the US Energy Information Administration (2006b, 41), for the US, the
world’s fourth largest LNG consumer.
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opportunity for new natural gas supply in the Australian domestic market is now
examined.

4.4 Natural Gas in the Australian Economy
Australia is fortunate to be endowed with abundant reserves of natural gas, as well
as coal seam methane gas (CSM), and is therefore in a good position to capitalise on
growing export opportunities and domestic demand.

Current trends and future

prospects for this valuable natural resource are now investigated.

4.4a Natural Gas: Current Reserves, Usage, and Future Prospects
Australia has sixty-five years of economically recoverable natural gas reserves at
current rates of production, which increases to one hundred years if sub-economic
reserves are included. (see Table 8) In addition, Australia is considered a highly
prospective gas-prone petroleum region: of the county’s more than 40 offshore
basins with known potential, half of these remain unexplored (Aus., Dept. PM &
Cabinet 2004, 53). This is due to the high risk and cost of exploration in these
usually remote frontier areas. Factors affecting both these variables are, however,
fluid.

These include government policy, such as fiscal regime and incentive

programmes; the availability and cost of supporting infrastructure; technological
innovation; and global market conditions, notably the regional market price for gas
and for competing energy sources (Aus., Dept. PM & Cabinet 2004, 5).
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Table 8.
Energy
Resources:
Australia
andand
World
Table 8. Energy Resources - Australia
World(2006)
(2006)

Source: CSIRO 2006, 18.

In regard to competing energy sources, natural gas does face competition
from onshore CSM, mainly in Queensland where in 2006 the source supplied over
60 per cent of the market, and to a lesser extent in New South Wales (Cuevas-Cubria
and Riwoe 2006, 42). While CSM is projected to increase its domestic market share
by a factor of six by 2029-30, this will only partially compensate for the projected
loss of gas production from the Otway and Cooper-Eromanga basins which supply
the south-eastern market (see Figure 22).
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Figure 22.
Australia: Natural Gas Reserves (2007)

Figure 22. Australia: Natural Gas Reserves (2007)

Source: Aus., AER 2007, 224.

Export LNG: Current and Potential Significance
The upward trend for Australian production of both domestic gas (domgas) and
LNG is shown in Figure 23 below. Australia is currently the world’s third largest
exporter of LNG to Asia-Pacific markets, and the fifth largest exporter globally,
exporting 15.2 million tonnes and generating over AU$5.2 billion revenue in 200607 (Aus., ABARE 2007, 308-309). This statistic is reflected in Figure 24 below, as
is Australia’s export LNG potential which includes the anticipated development of
Greater Sunrise. LNG exports are projected to grow at an average annual rate of 7.7
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per cent to 2030 (Cuevas-Cubria and Riwoe 2006, 40) making natural gas
Australia’s fastest growing energy export commodity.

Figure 23.
Australia: Annual Gas Production (bcf) (1986 – 2005)
Figure 23. Australia: Annual Gas Production (1986-2005).

Source: APPEA 2006a, 37.

Figure 24.
Australia: LNG Capacity - Current (2004) and Potential
Figure 24. Australia: LNG Capacity (Current and Potential)

Source: Aus., DITR, 2005, 15.

Australia produces export LNG from two offshore projects.

Western

Australia’s North West Shelf (NWS) project commenced exports in 1989 and
produces 11.7 MTPA annually from four onshore production trains, with a fifth train
due to commence production in 2008. The Bayu Undan project in the Timor Sea
has since February 2006 produced 3.24 MTPA gas (Cuevas-Cubria and Riwoe 2006,
43).

Monetisation of both these large offshore fields has focused on LNG

processing due to the relatively limited domestic market opportunities within
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Australia. Several new LNG projects likely to come on-stream in the next decade
are projected to increase Australia’s ratio of LNG production to domestic gas
production from 34 per cent in 2004-05 to 68 per cent in 2029-30 (Cuevas-Cubria
and Riwoe 2006, 44).

LNG export opportunities for Australia are anticipated in both existing AsiaPacific markets and in new regional markets. Australia’s traditional Asia-Pacific
market, comprising primarily of Japan, Republic of Korea, and Chinese Taipei, is
projected to have demand growth of 40 per cent by 2010 (Macdonald-Smith 2006,
72) with much of that demand uncontracted as at early-2007 (See Figure 25).

Figure 25.
Australia: Uncontracted LNG Demand in Asia-Pacific Market
Figure 25. Australia: LNG(2006-2017)
Demand (Asia-Pacific: 2006-2017)

Source: APPEA 2007, 17.

Further, and to Australia’s potential advantage, several competing regional
suppliers are reported to be facing various constraints. Indonesia is at the time of
writing not extending contracts due to domestic demand constraints; Malaysia is
having difficulty delivering high quality gas to its LNG processing plant; Qatar has a
moratorium on additional gas exports; and the historically volatile Iran is an
increasingly uncertain supplier (Macdonald-Smith. 2006, 72). In regard to nascent
markets, notable opportunities exist to build on Australia’s AU$25 billion 25 year
export deal to Guangdong, China, signed in 2002, along with new market prospects
in the US, particularly if access to the west coast market eventuates. Additional
opportunities include the growing Indian market, as well as boutique opportunities
to supply Singapore, New Zealand and Chile (APPEA 2007, 11).
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Currently the only additional Australian capacity able to supply this forecast
demand growth will come from the NWS fifth train (refer Figure 24) which,
following completion in 2008, will boost production by 4.4 MPTA, from 11.9 to
16.3 MTPA. Yet supply opportunities are forecast to total 20 MTPA for the AsiaPacific basin alone, with a total upside projection for a possible 30 - 50 MTPA by
2015 (APPEA 2006a, 11). Of the various proposed LNG projects able to meet that
supply, only the NWS and Darwin LNG plants have brownfield expansion potential,
the most cost effective means to realise economies of scale.

Importantly, Darwin LNG has secured environmental consent to expand its
current 3.24 MTPA production to 10 MTPA. Moreover, there is currently 15 Tcf
known technical gas reserves in the Timor Sea (APPEA 2006a, 11), with technical
discovery success rates growing exponentially from 25 per cent to 80 per cent during
the three years to 2007 (Pennington 2007, 24). That is, there exists ample regional
potential to supply an expansion of Darwin LNG, which might include a tranche of
domestic gas.95 While this scenario posits Greater Sunrise as a competing project, it
should be noted that there also exists the opportunity to develop Greater Sunrise as a
stand-alone greenfield prospect at a new Darwin site.

Natural Gas: Current and Potential Significance
Australia’s growth in primary energy consumption has closely matched its rate of
growth in gross domestic product (GDP) for, as Noreng (2002) points out,
“economic growth requires energy, besides capital and labour” (Noreng 2002, 42).
However, as is the tendency for mature economies, energy consumption has grown
more slowly on average than GDP since the early-1990s (Cuevas-Cubria and Riwoe
2006, 20).96 This decline in energy intensity is due to two main factors, namely the
rapid growth of less intensive sectors, such as services, relative to intensive sectors
such as mining and manufacturing; and increased energy efficiency due to both
95

For instance, ConocoPhillips, one of the Greater Sunrise consortium partners, announced in June
2006 that another of its Timor Sea interests, the 1.5 Tcf Caldita field, was a contender to supply a 5 to
7 MTPA expansion of Darwin LNG (Wilson 2006b, 23).
96
That is, during the 1960s primary energy consumption averaged 5.0 per cent a year; however, by
the 1990s averaged 2.3 per cent a year, and is projected to stabilise at an average 1.5 per cent a year
between 2004-05 and 2029-30. This forecast growth compounds to 46 per cent over the 25 year
forecast period (CSIRO 2006, 1).
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technology improvements and fuel switching, for example substituting coal with gas
(CSIRO 2006, 21).

Australia’s primary energy consumption has traditionally been derived from
fossil fuels coal, oil and gas, whose total share in 2005-05 was 95 per cent, with the
remaining 5 per cent provided by renewables (Cuevas-Cubria and Riwoe 2006, 2).97
In regard to renewables, while growth is forecast to increase in absolute terms over
the same projection period, led by wind and biomass use for electricity generation,
the overall contribution to the energy mix from this source is anticipated to grow
only slightly to 6 per cent (Cuevas-Cubria and Riwoe 2006, 2, 31). Coal, primarily
for use in electricity generation, is projected to decrease its share of the energy mix
from 41 per cent in 2004-05 to 36 per cent by 2029-30. Over the same forecast
period oil consumption, primarily for use in transportation and industry, is also
projected to decrease slightly from 34 per cent to 33 per cent.

Natural gas, however, is projected to increase its share in the fuel mix from
20 per cent to 25 per cent. This equates to average annual increase for gas of 2.5 per
cent a year, and an almost doubling in volume from 1,102 Pj to 2,063 Pj (CuevasCubria and Riwoe 2006, 24-24). These figures are represented in Table 9 below.
This growth over the forecast period to 2029-30 is predicted to occur in three key
sectors: electricity generation, manufacturing, and mining (Cuevas-Cubria and
Riwoe 2006, 25). The nature of growth in each of these sectors is investigated
below.

97

The term ‘Primary Energy Consumption’ is defined here as the total consumption (in energy units)
of each primary fuel – being all renewable and non-renewable fuels obtained directly from nature –
used in both conversion (e.g. electricity generation) and end use sectors (Cuevas-Cubria and Riwoe
2006, ix).
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Table 9.
Primary Energy Consumption in Australia, by Fuel
Table 9. Australia:(2004-05
Primary Energy
Consumption (by Fuel: 2005-2030)
– 2029-30).

Source: Cuevas-Cubria and Riwoe 2006, 21.

Gas Use in Electricity Generation
Electricity generation is forecast to account for 32 per cent of the total increase in
primary gas consumption; however, coal will remain the dominant primary energy
source for this sector. This is due to coal’s suitability for base-load generation, its
relative low cost, and past investment in coal-fired capacity (Cuevas-Cubria and
Riwoe 2006, 28). However, gas will increase its share in electricity generation from
14 per cent in 2004-05 to 23 per cent in 2029-30, equating to 3.8 per cent average
annual growth, or an almost threefold increase by volume. Conversely, coal will
experience an equivalent decrease from 77 per cent to 68 per cent. (Cuevas-Cubria
and Riwoe 2006, 30).

There are several factors underlying the projection for increased gas
consumption in this sector. Gas fired power stations are cheaper and quicker to
build than coal-fired stations, and are also able to be located close to load centres
(APPEA 2004, 12). However, these advantages are offset by the higher marginal
cost of gas-generated electricity because of delivered fuel cost (see Figure 26). This
is largely a result of fiscal differentials in transmission tariffs and extraction royalties
for these competing fuels (APPEA 2004, 12). Thus, gas becomes competitive for
peak and intermediate load generation when used in open cycle gas turbine
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generation (OCGT) which is able to rapidly commence generation and enter the
market at a high target pool price. Coal remains the preferred fuel for base-load
power generation.
Figure 26.
Estimated Electricity Generation Costs
(Selected Centralised Technologies)
Figure 26. Australia: Comparative Electricity Generation Costs (est.)

Source: Aus., CSIRO 2006, 28.

This dynamic is changing, however, due to environmentally driven
government policies that are making gas, along with non-hydro renewables, more
competitive against coal. The greenhouse emissions from these competing fuels can
be as much as two thirds less than for coal, as shown in Figure 21 above.98 The
impact of such policies is reflected in the upward projections for State and Territory
gas-fired electricity averaging 5 per cent per year in the six years to 2010-2011
(Cuevas-Cubria and Riwoe 2006, 30).

Such policies are especially important for stimulating increased gas
penetration in Australian south-eastern markets where coal has been predominant
98

Notable policies to capitalise on these reduced emissions include the New South Wales
Government’s Gas Abatement Scheme, which provides economic incentives for investing in gas-fired
electricity, and the Queensland Government’s 13 Per Cent Gas Scheme which mandates that
electricity retailers source at least 13 per cent of their electricity from gas-fired generation from
January 2005. This scheme was extended in 2007 with the announcement that that the target would
be increased to 18 per cent.
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due to its abundance, its contribution to state treasury coffers from royalty or excise
payments, and associated regional employment opportunities (APPEA 2004, 13). In
addition, projected shortfalls in gas supply to this market are forecast from around
2010. 99 (see Figure 27) Extra-regional supply will most likely be associated with
an offshore LNG project, with the two main transportation options being a
transcontinental pipleline from the North West Shelf in Western Australia or a northsouth pipeline from the Timor Sea (see Figure 28).

Figure 27.
Gas
Supply
for
Eastern
Market
Figure 27. Eastern Australian GasAustralian
Market (Projected
( Projected
to
2029-30)
Supply: - 2029-30)

Source: Cuevas-Cubria and Riwoe 2006, 42.

99

This is largely due to declining supplies from the two largest basins producing for this market, the
mature Cooper-Eromanga basin – already in decline– and the Gippsland basin, forecast to reach peak
production in 2011-12 (Cuevas-Cubria and Riwoe 2006, 5).
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Source: Australian Pipeline Industry Association < http://www.pipeliner.com.au/map/map.html >

\

Figure 28.
Australia’s Major Pipeline System, as at 2007.
Figure 28. Australia: Major Pipeline System (2007)
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Government environment policies are also indirectly increasing the uptake of
gas-fired power generation. That is, industry speculation about implementation of a
carbon price has reportedly led to potential generation companies planning for
combined-cycle gas turbine (CCGT) capacity, as a cost-competitive alternative to
high emissions coal (Wilson 2007g, 36).

This competitiveness is due to

technological advances from the late-1980s. Compared to OCGT technology, which
entails a stand-alone gas-fuelled turbine, CCGT passes turbine exhaust gases
through a heat recovery steam generator, with the steam produced then passing
through a conventional steam turbine (IEA 2006a, 39). The harnessing of heat that
would otherwise be wasted realises thermal efficiencies of up to 70 per cent – more
than double that of conventional coal-fired power stations (Roarty 1999, par. 2). In
addition, there is an inverse relationship between thermal efficiency in CCGT
generation and CO2 emissions, hence the added environmental incentive to utilise
this technology (see Figure 29).
Figure 29.
Electricity Generation Efficiencies
Technologies)
Figure 29. (Various
Comparative
Electricity Generation
Efficiencies

Source: Roarty (1999).
t/MWh = Tonnes per Megawatt Hour
HHV = Higher Heating Value (cf. Gross Calorific Value)

However, CCGT plants must presently compete as base load generators
because their steam turbine units respond too slowly to major load swings on the
electricity network. In this market sector they are at a cost disadvantage to coal, and
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thus peak industry bodies such as the Australian Petroleum, Production and
Exploration Association (APPEA) advocate policy that invokes price signals which
recognise greenhouse emission differentials (APPEA 2007, 45).100

Use in Mining and Manufacturing
The other two main growth sectors for gas consumption, manufacturing and mining,
utilise this fuel largely as process energy. Mining, is expected to account for 24 per
cent of the increase in primary gas consumption during the period to 2029-20, due to
a large number of energy intensive projects – primarily LNG processing – coming
on stream (Cuevas-Cubria and Riwoe 2006, 44). This activity will be concentrated
in Western Australia and the Northern Territory which will account for 73 per cent
and 18 per cent of projected growth respectively (Cuevas-Cubria and Riwoe 2006,
34). Manufacturing is projected to account for 32 per cent of the increase in natural
gas consumption, led by the basic chemicals sector and production of basic
nonferrous metals, primarily in the energy intensive alumina production sector – as
distinct from aluminium smelting (Cuevas-Cubria and Riwoe 2006, 12).

As a cost-effective fuel underwriting production in mining and
manufacturing natural gas also generates indirect economic benefits. For instance,
the manufacturing sector generates significant multiplier effects for the Australian
economy: the Australian Industry Capability Network (NTICN 2007, 1) report the
following figures for the manufacturing sector:

In the manufacturing sector for every additional $1 million of successful
new or retained manufacturing business;
• $1,236,000 of value-added is generated;
• 12 full-time jobs are created; and
• $394,000 of tax revenue is generated.

100

The APPEA also advocate the elimination of transmission and fiscal price distortions for gas, and
project that a conducive policy setting could see 70 per cent of all new electricity generation capacity
built during the decade from 2007-2017 being gas-fired (APPEA 2007, 7).
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In addition, ancillary services for the Australian petroleum sector as a whole
involved 900 firms and approximately 17,000 jobs, as at early-2004 (APPEA 2004,
1). A further illustrative example of the multiplier effects generated by the gas
industry is Australia’s current major LNG export project, the North West Shelf joint
venture (NWSV), which has expanded from a 7 Tcf discovery in 1971 to undergird
an A$6.6 billion dollar regional petroleum export industry which generates 30,000
direct and indirect jobs as well as A$1.3 billion worth of related service industry
work annually for the Western Australian economy (APPEA 2005b, 1).

Direct Economic Benefits
Australia’s natural gas industry also generates several direct benefits for the
commonwealth treasury as a producer of significant company as well as resource
taxation revenue. The APPEA (Wilson 2007j, SR 1) calculate the following figures
from the upstream petroleum industry in 2007:
•

upstream petroleum sector activity: value

AU$17 billion;

•

upstream petroleum sector activity: percentage GDP

2 per cent;

•

total employment

15,000 persons; and

•

government taxation and royalty revenue

AU$8 billion.

Further, natural gas-derived production contributes favourably to Australia’s balance
of payments.

That is, much of the production of mineral commodities and

manufactured products for which gas provides cost-effective process energy are
exported. In addition, export LNG in 2006-07 contributed over AU$5.2 billion in
export income (Aus., ABARE 2008, 24).
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Table 10.
Australian Petroleum, Medium-term Outlook
(2005-06 – 2010-11)
Table 10. $AU
Australia:
at 2005-06,
millionPetroleum Outlook (- 2010-11)

Source: Aus., ABARE 2006, 27.

A further consideration is Australia’s trade imbalance in crude oil and
condensate, as well as in refined petroleum products. Table 10 above demonstrates
this imbalance in volume terms, showing actual figures for 2005-06, and projecting
these out to 2010-11. In value terms, Australia moved into a liquid fuels deficit
position in 2003-04 (APPEA 2005a, 7) and this position – along with its attendant
negative impact on the country’s balance of payments – is projected to slowly
deteriorate.

A recent Australian Senate Committee report concludes that “over the next
20 years Australia’s net self-sufficiency in oil and petroleum products will decline
from 84 per cent (in 2006) to 20 per cent” (Aus., Senate 2007, 17), due to depletion
of national oil reserves and rising demand. An earlier 2004 Federal Government
energy white paper also acknowledged petroleum imports as having an increasing
deleterious effect on the balance of payments; however, the report suggested that
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this would be offset by rising LNG export volumes (Wilson 2007f, 32). This
suggestion has, however, been falsified due to the rising price of imported crude oil
not being matched by a similar sustained increase in export LNG prices (Wilson
2007f, 32).

One of the key areas of emphasis in the aforementioned Senate Report was
the prospect of developing alternative transport fuels to replace or supplement
conventional oil. In order to expedite the investment necessary for this type of
large-scale production the report recommended that government determine risks and
address these to “create a favourable investment climate for the timely development
of alternative fuel industries” (Aus., Senate 2007, 17), based on the county’s
abundant offshore natural gas reserves. Of the several gas conversion technologies
available it is reported that both LNG and GTL exhibit the most favourable longterm potential to fuel Australia’s vehicle fleet, with Australia in a good position to
capitalise on these technologies (Wilson 2007f, 32).101

4.4b Australian Gas Market Characteristics
The above section has identified opportunities for natural gas to increase its already
considerable contribution to the Australian economy in several areas. Firstly, as a
source of export earnings and of direct government royalty revenue – AU$2.86
billion from the oil and gas sectors in 2002-06 (ABS 2006, 6) – and in company
taxation payments. Further, through indirect contribution to the domestic economy
as a fuel for electricity generation, process heat for manufacturing and mining, and
as a feedstock for value-added products.

It is argued here that this latter indirect economic contribution is the best
sustainable development option for use of this precious natural resource. However,
the commercial decision to enter a market is considered against the particular
fundamentals of that market and the degree to which these align with the gas
101

At the time of writing, petroleum multinational company Sasol-Chevron are conducting a feasibly
study on the viability of an A$10 billion GTL plant based on the Wheatstone natural gas reservoir
located in offshore Western Australia, and in the same state a A$138 million Wesfarmers LNG for
road transport project is due for commissioning in early-2008 (Wilson 2007f, 32).
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prospect under consideration. Thus, a brief investigation into the characteristics of
the Australia domestic gas market is required in order to identify constraints and
incentives to market entry.

A significant feature of the Australian gas market is its illiquid structure, as
articulated below:
The domestic market for natural gas in Australia is … characterised by a
small number of producers, a small number of large consumers and limited
depth in consumption, as reflected in the current limited range of alternative
end uses (Aus., ABARE 2006, 37).
Another salient feature of the Australian market is the absence of an interconnected
national pipeline grid which, mirroring the global market structure, effectively
separates the market into three parts (refer Figure 28).

Northern Territory Gas Market
Firstly, the Northern Territory market consumes a little over two per cent of gas
nationally (Aus., ABARE 2008, 63). This market is supplied from the onshore
Amadeus Basin in Central Australia which hosts two fields that are jointly owned by
Santos Ltd and Magellan Petroleum Australia. Over 90 per cent of Armadas Basin
gas is used to fuel electricity generation along the route of the Amadeus Basin to
Darwin Pipeline (ADBP).102

The ADBP pipeline supplies Alice Springs and some smaller communities
enroute to Darwin, where it fuels the Channel Island Power Station operated by the
Northern Territory Power and Water Corporation.

The ADBP also has a 332

kilometre spur which services the MacArthur river lead-zinc mine.103 The Amadeus
Basin is in depletion; however, the signing in early-2006 of a supply contract by
Power and Water with ENI, developers of the offshore Blacktip gas field, locks in
850 Pj supply over twenty-five years from 2009 (Industry Gets Option 2007, 17).
102

The remainder of Amadeus Basin gas is used to fuel power plants at the Northern Cement plant at
Mataranka, and the McArthur River zinc mine south of Borroloola. For a succinct history of gas
supply from this source see How We’re Cooking (2005: 20).
103
For information on the Amadeus Basin to Darwin Pipeline visit the operator’s (NT Gas Pty Ltd)
website at, http://www.ntgas.com.au/index.html .
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However, this contract leaves minimal residual gas volume to supply industry or
value-added processing, unless the reserve volume is upgraded, which will not be
ascertained until several years after production commences.104

Western Australia Gas Market
The Western Australian market accounts for approximately 36 per cent of national
natural gas consumption by volume (Aus., ABARE, 2008, 63).

The offshore

Carnarvon basin supplies 97 per cent of this market and, although hosting nine joint
venture companies, is dominated by the Woodside Petroleum-led NWSV. This
consortium supply approximately 70 per cent of demand for both industrial and
domestic use under the NWS State Agreement (WA., DoIR, 2006a, 7).

The NWS State Agreement was established during the 1970s as a part of
negotiations between the Western Australian and Commonwealth Governments and
the NWSV partners.

As the offshore NWS reserves were thought to be

commercially marginal at that time the governments developed an assistance
package that included infrastructure and land provision, as well as tax and royalty
concessions, in exchange for the securing of domestic gas for state development,
plus reservation of additional supplies for potential industrial projects (ACIL
Tasman 2006, 2-3). This arrangement essentially reserved considerable long-term
quantities of gas at prices that over time became relatively low and underwrote
strong economic development in Western Australia, particularly for resource
processing.

From around 2005, however, the imminent exhaustion of reserves under the
State Agreement became a political issue. The Western Australian Government
(WA., DoIR 2006a) – recognising that the NWSV consortium could obtain higher
prices by developing remaining gas reserves for export LNG – put forward policy
for mandating domestic gas reservation in the order of 15 per cent. This proposal
understandably roused concern from the NWSV partners and the upstream
petroleum industry generally, who argued that such a policy would have the opposite
104

John Tarca (General Manger, Power and Water Corporation, Northern Territory), e-mail
correspondence to author, January 31, 2007.
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effect to securing additional domestic reserves by thwarting development altogether.
The outcome of this debacle is inconclusive at the time of writing, with the Western
Australian government undertaking to “continue to work with all segments of the
industry ... to … address other issues in the natural gas supply chain” (WA., DoIR
2006b, 8).

Eastern Australia Gas Market
The eastern market, consisting of South Australia, Victoria, New South Wales, and
Queensland, is Australia’s largest regional market accounting for over 60 per cent of
natural gas consumption (Aus., ABARE 2008, 63); however, it is also very
concentrated. That is, 90 per cent of this market is supplied by two major producers,
the Esso-BHP joint venture from the offshore Gippsland Basin, and the Santos-led
operations in the Cooper-Eromanga Basin (Aus., ABARE 2008, 32). Moreover, a
2003 survey showed that within this market seven firms accounted for 25 per cent of
gas demand, with a further 34 accounting for 40 per cent (Short et al 2003, 35), a
situation unlikely to have changed significantly at the time of writing.

However, several factors are generating increased market depth. Firstly,
several new suppliers have emerged in recent years (Short et al 2003, 33). Further
down the supply chain, several new interstate pipelines have been constructed; the
implementation of the National Third Party Access Regime for Natural Gas
Pipelines in 1997 has improved pipeline access (Short et al 2003, 13); and, as at
early-2007, full retail contestability has been introduced of in all states except
Queensland, where implementation is pending.

In regard to the liquidity of the eastern market, it was reported in late-2003
that “almost all wholesale trade is on a long-term contract basis with very high
levels of take or pay contracts,” with limited “short-term trading in both gas and
transport services … on a bilateral basis” (Short et al 2003, 37). The eastern market
does have Australia’s only interconnector trading hub, VicHub, which connects
Tasmania, Victoria and New South Wales, and which establishes some gas-on-gas
competition. However, the operators were not in 2003 offering broking services
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(Short et al 2003, 44). In short, “there is little likelihood that an active transparent
spot market could emerge in Australia in the short-term,” certainly in the absence of
“significant infrastructure … to bring supplies from Australia’s North” (Short et al
2003, 34-35).

It is apparent that the dynamics for each of the three Australian gas markets
differ. The Northern Territory has an assured supply for the foreseeable future;
however, no supply competition or spare capacity to fuel growth extraneous to the
electricity generation sector.

Western Australia, having developed considerable

demand and some supply competition since first delivery of domestic gas in 1980, is
now facing an uncertain supply future. The eastern market, while having relatively
limited supply competition, has built up considerable demand in volume, albeit
amongst a concentration of users, which is projected to outstrip supply by around
2010.

Gas Demand Scenarios for the Northern Territory
There is clearly potential for increased gas supply in each of these markets;
however, their distinctive supply-demand scenarios also generate different prices
within each market. The potential commodity price achievable in a market is crucial
from a developer perspective, as commercial returns must stack up in an initial costbenefit analysis (CBA) before investment is committed.

For instance, Western Australia, which has the greatest supply competition,
also reportedly had the lowest Australian domgas prices for a number of years.
However, changing market conditions, most notably the full allocation of reserves
under the State Agreement from 2005 strengthening the link between domestic and
LNG export prices – had at the time of writing caused prices to rise from an average
$AU2 GJ to as much as AU$7 GJ (Christie 2007, 1). This scenario is reflected in
the Western Australian government’s controversial domestic gas reservation policy.
Eastern Australian domgas prices are projected to continue their upward trajectory,
which may act as a disincentive to further investment in gas-based enterprises (Coal
Seam Projects 2006, 20; Wilson 2007d, 21). However, at the same time domgas
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prices remain too low to incentivise gas apportionment from an LNG project, the
only practical large scale source of supply for this market.

The Northern Territory market is unique. It exhibits a virtual monopoly in
both supply and demand, and while the gas settlement price between Power and
Water Corporation and ENI Australia is confidential, prices for gas in its final use –
as electricity consumption – are subsidised by the Northern Territory Government,
creating further market distortion.105

In regard to the Power and Water corporation and ENI gas sales contract,
which underpinned development of the offshore Blacktip gas field, this was
concluded despite higher potential yields from LNG because of the particular
dynamic of that field. At an estimated recoverable volume of 1.1 Tcf Blacktip falls
within the category of smaller fields – under 2 Tcf – that do not present the scale
economies to support an LNG project; that are lower cost to exploit – Blacktip is
located in a relatively shallow 50 metres and 90 km offshore; and that are close to an
established market.106

As to the possibility of the North Australian gas region contributing to the
future development of the Northern Territory, it is mentioned above that the Blacktip
contract does not include residual gas volume.

Even if the fields adjacent to

Blacktip, named Petrel and Tern, were jointly developed, as has been mooted, they
would only add 1.4 Tcf, or approximately 1,500 Pj, of gas supply. The Northern
Territory’s annual total gas consumption in 2005-06, used mainly for electricity
generation, was approximately 25 Pj/a, of a total 93 Pj/a primary energy
consumption (Aus., ABARE 2008, 63). Thus, the total additional supply from Petrel

105

In 2006 it was reported that the Northern Territory Government subsidised electricity by $45
million a year, water by $5 million a year, and fuel by 1.1c a litre. These subsidies to cost of living
expenses are largely intended to retain a highly mobile and low growth population base (Adlam
2006b, n.p.).
106
The criterion that render smaller gas fields suitable for domestic production are discussed in
APPEA (2006b, 5); however, not in specific reference to the Blacktip project.
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and Tern would only provide energy for a large aluminium plant, requiring
approximately 120 Pj/a gas, for the equivalent of twelve and a half years.107

The Northern Territory Government acknowledge that extant natural gas
supply for electricity generation is only secure for the short-to-medium-term
(Wilson 2006c, 15). The Government have considered alternative energy supplies,
notably hot dry rock (HDR) geothermal energy. Hot dry rock technology captures
underground steam created by water flowing over hot rocks, which is then used to
power electricity generation turbines.

It is, however, also acknowledged that

exploration into the extent of the Northern Territory’s geothermal resources is in its
infancy, and at the time of writing no legislation to regulate geothermal activity was
in place (Wilson 2006c, 15). In short, access to a substantial regional gas supply
offers the most realistic and practical solution to both the Northern Territory’s
pending energy supply shortfall, and as an energy source from which to leverage
value-added development.

However, gas volume sufficient to underpin sustained value-added projects
will most likely only become available as part of a larger LNG development, such as
Greater Sunrise. This is a function of reserve size, whereby larger volumes enable a
tranche of gas to be apportioned for domestic use without detracting substantially
from the volume of LNG a project can produce. This proposition, however, faces
the quandary of lack of commercial incentive to supply a tranche of domestic gas
due to relatively lower prices.

In early-2007 Australian domgas prices were

estimated to occupy a band of between AU$2.25 - AU$3.80 GJ, with Northern
Territory long-term gas contracts estimated to be at the lower end of that band (Aus.,
AER 2007, 234). By comparison, LNG netback prices for the same period were
estimated to be around AU$5.80 GJ (Rowe 2007, 8).108
107

Although a large aluminium plant would more likely be considered as a foundation customer to
underpin a larger volume LNG-domgas associated development, the example is indicative. The 120
Pj/a figure was quoted as the requirement for a plant proposed by Pechiney in 2002 to be located in
Darwin and fuelled by Greater Sunrise gas (Maharaj 2002, 06).
108
LNG Netback Price is the price at which producers would be getting a similar return on domestic
gas as compared with LNG. Attaining accurate LNG netback revenue figures is generally recognised
as being difficult. The calculation firstly confirms a downstream market price where the gas might be
traded. Then all up-to-midstream costs associated with bringing the commodity to the market are
subtracted from total sales revenue. Costs typically include transportation of gas from the wellhead
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This differential equates to a lower commercial internal rate of return (IRR)
for developers, with the differential between returns for a domestic gas and an LNG
component falling between a possible range of 12-13 per cent and 18-19 per cent.109
Greenwood and Wilson (2007, 28) state that the minimum acceptable return for a
project (e.g. netback equivalent) is the long term bond rate plus 7 percentage points,
equating to around 13 per cent in mid-2007.

Yet LNG projects do apportion gas to domestic markets when the right
circumstances prevail.

A large offshore resource will often have uncommitted

reserves which the project partners would prefer to monetise: when discounted over
ten or twenty years the net present value (NPV) of that additional gas will encourage
immediate development, even at domestic prices lower than available LNG netback
prices, so long as sufficient return on costs is achievable (APPEA 2006b, 6).110 In
addition, selling into a domestic market avoids both the considerable upfront capital
costs and risks associated with building additional LNG capacity, entailing
construction, technology, and marketing commitments.

Finally, supply to the

domestic market secures diversification of customer base.

Indeed, Woodside Petroleum – in response the Western Australian
Government’s policy proposal to mandate reservation of NWS reserves for domestic
use in the order of 15 per cent – offered to supply residential customers at cost price
(Wilson 2007ai, 17).

However, this offer did not extend to large MNCs for

commercial use.

to the liquefaction plant, liquefaction, and then shipping transportation to the market, and allowances
for production infrastructure capex and exchange rates. Transportation is typically the largest cost
included in this calculation (Rowe 2007, 8; Greenwood and Wilson 2007, 28).
109
Wilson (2007b, 21) reports these figures in relation to commercialisation options being considered
by the partners in the since shelved Papua New Guinea gas project. The project’s domestic gas
component entailed transporting product to Queensland, Australia, along a 3000 km pipeline, and it
must therefore be assumed that considerable transportation costs for this project erode the
comparative rate of return.
110
Net Present Value is “(t)he value today of a series of future cash flow, adjusting those cash flows
for the time value of money. The cash flows are converted into a common basis by using a discount
cash rate (APPEA 2006a, 56). Noreng (2002), although referring to oil, describes this commercial
decision accordingly: “(t)he basic rule is that reserves left in the ground can only give a return to the
owner by appreciating in value at a rate above the return in financial markets, where proceeds are
invested. Therefore in situations where oil prices are assumed to rise at a rate below the rate of return
in financial markets, it is rational to extract oil reserves at the quickest possible pace” Noreng (2002,
152-153).
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There remains the dilemma, however, of establishing demand, with an LNG
project consortium unwilling to commit to a fledgling or uncertain domestic market,
while potential customers are not likely to commit to an enterprise while energy
supply is uncertain. This dilemma suggests potential market failure, which usually
requires the hand of government – indeed, this scenario prompted the governmentindustry collaborative arrangement in West Australia that underwrote the
development of the North West Shelf resource during the early-1980s. That market
failure has occurred in the case of Greater Sunrise will be argued in Section 6.2.
This follows the argument made in Section 6.1 that development of Greater Sunrise
which includes a tranche of domestic gas to fuel value-added development in the
Northern Territory is in Australia’s national interest. To corroborate this latter
argument an assessment of the Northern Territory economy is now undertaken.

4.5 Natural Gas: Potential Role in the Northern Territory Economy:
Background
Australia’s Northern Territory became in 1978 the second of federated Australia’s
self-governing territories, alongside the Australian Capital Territory and the six
autonomous states. The Northern Territory occupies 17.6 per cent of Australia’s
total land mass and is “the third largest of the states and territories after Western
Australia and Queensland yet has the smallest population and population density
(ABS 2007c, par. 1). This small and yet widely dispersed population gives rise to
particular economic problems in terms of both absence of market economies of scale
and service delivery.

Compounding these challenges is the Northern Territory’s harsh climate,
which spans the arid desert of central Australia to the tropical environs in the north,
as well as its relative isolation from the main population centres located in
Australia’s south-eastern states.

These factors in part explain the Northern
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Territory’s slowly growing and highly transient population, and consequent resident
skills shortage.111

While the Northern Territory is resource rich in minerals and located in close
proximity to the growing commodity markets of South-East Asia (see Figure 30),
this component of its economy is also vulnerable to volatile international demand
and prices. These economic challenges have resulted in traditionally large subsides
from the Federal Government and attendant ‘mendicant’ status within Australia.112
Federal Government subsidies comprise both direct contributions – in approximate
figures 85 per cent of the Northern Territory Government’s AU$3 billion budget in
2007 – and indirect public sector consumption spending, namely in administration
and defence. The key challenge for the Northern Territory economy is therefore to
establish a diverse and sustainable base of economic development.

111

Access Economics (2005, 27) state that, “(a) key constraint on NT growth is finding and retaining
skilled employees.”
112
A characteristic view of the Northern Territory is of “its status as a mendicant, its residents being
subsidised by the rest of Australia’s taxpayers” (Wilson 2006a, R11).
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Figure 30.
Northern Territory, Regional Map

Figure 30. Northern Territory Regional Map

Source: NTG 2006, 5.
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Population Features
The history of the Northern Territory’s volatile economic growth is reflected in the
dynamics of its population growth, as compared to average Australia-wide growth
(see Figure 31). Initial slow population growth from the early-nineteenth century
reflected unsuccessful attempts to develop an agricultural-based primary industry
sector, owing largely to climatic vagaries and geographical remoteness.113 The
Northern Territory’s population rose rapidly from the 1960s, underpinned by
developments in mining and energy, and in public sector growth, namely in
administration, defence, health and education. Population growth has, however,
plateaued since the early-1990s, averaging 1.3 per cent for the five years to June
2006 (ABS 2007d, par. 2). As at June 2006 the Northern Territory’s population was
approximately 210,000 persons, or around one per cent of Australia’s total, of which
just over half are located in and around its capital port city, Darwin.
Figure
31. (Aus. & N.T.: 1982Figure 31. Annual Population
Growth
Annual Population
Growth
2006)
(Australia & Northern Territory - 1982-2006)

Source: NTG., Treasury 2007b, 3.

The composition of the Northern Territory population exhibits several
distinctive features. The population is relatively young, urbanised, and also has a
much larger proportion of Aboriginal persons, at 29 per cent compared to the
Australian average of 2.4 per cent (NTG., Treasury 2007b, 3). Over 90 per cent of
this latter cohort live outside the main urban centres in remote communities (Anwar
113

For a brief and informative history of the Northern Territory’s development history see: Powell
(1996).
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and Prideaux 2005, 201), and also have a low labour force participation rate, at 41
per cent in 2005, compared to 68 per cent for non-indigenous Northern Territorians
(NTG., DEET 2007, 27).

Anwar and Prideaux (2005, 205) suggest that the

indigenous unemployment rate would be much higher if not for Federal Government
subsidised Community Development and Employment Projects (CDEP).

Indigenous females also have a relatively high fertility rate, at 2.6 in 2004,
compared to the national average of 1.8 (NTG., Treasury 2006a, 27). This is a
significant contributing factor to the high overall increase in the Northern Territory
population that occurs through natural increase. Some estimates conclude that the
Northern Territory indigenous population will grow quickly towards 50 per cent;
however, research undertaken in mid-2007 indicates a more conservative figure of
35 per cent by 2031 (Myths 2007, par. 6). To briefly summarise, the Northern
Territory’s Aboriginal population, while growing relatively quickly, are remotely
located and largely excluded from the main economy, factors that also contribute
significantly to the high cost of service provision.

Of the two sources of population growth besides natural births, overseas
migration – a very small component – is static, while interstate migration is highly
volatile (NTG., Treasury 2007c, 48). Indeed, high interstate mobility is the main
contributing factor to the Northern Territory’s high population transience, with
“(t)he tendency (being) that people come to the NT for work, but leave if the work is
no longer there or if they are approaching retirement” (Access Economics 2005, 4).
This link between employment availability and population is borne out by strong
population growth in 2005 and 2006 of 2.0 and 1.6 per cent, respectively, due to
“major employment-generating projects which led to strong interstate migration”
(NTG., Treasury 2007c, 8). Conversely, with the completion of these projects,
Territory population is forecast to moderate.

Main Economic Sectors
The key non-government growth sectors in the Northern Territory are construction,
mining, and tourism. These sectors were major contributors to strong annual growth
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in Gross State Product (GSP) from the period 2004-05 (NTG., Treasury 2006b, 1)
(see Table 11). Northern Territory GSP totalled AU$14.9 billion dollars in 2006-07
(ABS 2007a, 12)
Table 11.
Northern Territory: Economic Indicators (Summary)
Table 11. Economic Indicators (N.T.: 2002-03 – 2007-08)

Source: NTG., Treasury 2007c, 113.

The comparative value-added contribution of these sectors to the Northern Territory
economy is shown in Figure 32 below which, although for 2004-2005, is indicative.
Figure 32.
Northern Territory: Industry Value-added to GSP
(2004-05)
Figure 32. Industry Value-added (N.T.: 2004-05)

Note: These industry sectors accounted for AU$9865 m of a total AU$10418 m GSP

Source: NTG., 2006, 6.
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Mining
Mining is the largest industry in the Northern Territory, accounting for 25 per cent
of GSP in 2005-06, compared to 7 per cent nationally (NTG., Treasury 2007c,
120).114 Moreover, there exist strong linkages between this and other key sectors in
the Northern Territory economy, as highlighted in the below observation:
(T)he Territory’s resource sector is gearing up to meet Chinese demand,
and its housing construction sector is gearing up to meet the associated
improvement in population prospects (Access Economics 2005, i)
However, the above assessment in regard to housing requires qualification. That is,
mining does not contribute proportionally to a large increase in resident employment
numbers, which were estimated to be only 1.9 per cent from this source in 2005-06
(NTG., Treasury 2007c, 120). This is largely due to the capital intensive nature of
this sector as well as a typically high percentage of interstate fly-in-fly-out staff.

Mining activity does, however, support employment in ancillary service industries
such as engineering construction, transport and business services (Access
Economics 2005, 11). The inherent risk of such heavy reliance on this sector comes
from fluctuating global commodity demand and prices and, more recently, from
heavy dependence on continuing growth in the key demand economies of China and
India which as at 2005 comprised 37 per cent of world population (Access
Economics 2005, 05).
Tourism
Tourism also plays a significant role in the Northern Territory economy contributing
7.2 per cent to GSP in 2005-06, and is a proportionately large employer across a
range of industries including hospitality, accommodation, retail trade, transport and
construction (NTG., Treasury 2007c, 121). However, this sector is also volatile on
several fronts.

Firstly, the Northern Territory is perceived as a peripheral location by both
domestic and international visitors, and has been “unable to build a destination
114

Mining as used in this discussion includes both offshore oil and gas extraction as well as land
based mining of minerals, significant amongst which include bauxite, gold, uranium, manganese,
zinc, lead and silver.
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product that competes strongly with major East Coast destinations such as the
Sunshine Coast, Gold Coast, or Cairns” (Anwar and Prideaux 2005, 200).

In

addition, visitor numbers are subject to seasonal variance with the inhospitable
tropical wet season constituting a deterrent for several months during the year.
Moreover, as this industry comprises discretionary consumer spending it is
vulnerable to fluctuations in income growth and consumer sentiment.

Geopolitical conditions also impact on international visitor numbers. For
instance, in the five years from 2001 numbers were adversely affected by,
respectively, the 2001 global economic slowdown, terrorist attacks in New York,
London, Madrid and Bali, and the severe acute respiratory syndrome (SARS)
outbreak, compounded by an appreciating Australian dollar (NTG., Treasury 2006c,
107).

While total visitor numbers declined moderately in 2005-06, aggregate

expenditure remained static; nevertheless, this sector remains inherently volatile.
Construction
Similarly, the construction sector, accounting for an average 7 per cent of GSP and
7.8 per cent of the workforce over the five years to 2005-06 (NTG., Treasury 2007b,
122), is highly cyclical. This fact is evidenced by the pattern over the decade from
the mid-1990s when the Army Presence in the North (APIN) defence expansion in
the ‘Top End’ of the Northern Territory generated considerable residential
construction activity, which then fell away in the late-1990s (NTG., Treasury 2006a,
89).

Construction activity subsequently increased seven-fold between 2000-01
and 2001-02, led by engineering construction of the $1.3 billion Alice Springs to
Darwin Railway (ADrail) and of the US$1.5 billion Bayu Undan Stage one offshore
development, followed by the Stage two development entailing the US$1.1 billion
Darwin LNG plant and the US$500 million sub-sea pipeline (NTG., Treasury 2006a,
97-98).

The completion of the Bayu Undan project in December 2005 was

attributed as the cause of a subsequent 14 per cent decline in engineering
construction activity during 2005-06; although, this was offset by the
commencement of the AU$2 billion Alcan G3 alumina refinery, completed in mid-
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2007. The outlook is for weakening activity across the construction sector (NTG.,
Treasury 2006a, 98), notwithstanding the ongoing AU$600 million Waterfront
Development – a public-private partnership – and smaller projects such as
development of the offshore Blacktip gas field, announced in early-2006, that will
include an AU$130 million pipeline to link with the ADBP pipeline (Adlam 2006a,
3).

A point to note in regard to such major engineering construction projects is
that, as with mining, the high employment figures do not necessarily translate into
high resident employment or commensurate contribution to the local economy due
to “the very large scale of these projects combined with a limited pool of skilled
local workers result(ing) in a strong reliance on fly in fly out (FIFO) employees …
and the importation of equipment and construction materials from outside the
Territory” (NTG., Treasury 2006a, 90). While the Northern Territory Government
do instil local content provisions for contractors and suppliers where practical – the
Waterfront Development has a minimum 85 per cent requirement (NTG., Treasury
2006a, 97) – these are both difficult to fulfil and to monitor.

Further, increases in aggregate disposable income are uneven, peaking
during the high labour requirement phase of project construction, and then tapering
off as numbers required for the operational phase substantially reduce (Access
Economics 2005, 8).

Access Economics (2006) succinctly summarise the

vulnerability of the Northern Territory economy accordingly; “the Territory’s small
economy is inherently volatile. It doesn’t take a hiccup in the commodity boom to
derail the Territory, it can simply take a gap between one big project and the next”
(Access Economics 2006b, 111).
Public Sector
These sources of economic volatility are, however, offset by the large and stable
contribution of the public sector in government administration, defence, health and
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education.115 These sectors combined accounted for 19 per cent of GSP and 33 per
cent of employment in 2004-05 (NTG., Treasury 2006a, 119). Of this component
the non-defence public sector, comprising Australian Federal, Northern Territory
and local government activity, accounted for 28 per cent of employment, making
this sector the single largest employer in the Northern Territory (NTG., Treasury
2006a, 119). Moreover, these sectors contributed 33.7 per cent to state final demand
(SFD) for the same period, compared to 21 per cent nationally, this figure being
second only to the Australian Capital Territory (ACT), the seat of the Australian
Government (NTG., Treasury 2006a, 119).

Defence has been a significant contributor to the Northern Territory
economy, particularly since APIN commenced in the early-1990s, with the number
of personnel and families doubling since that period to total almost 13,000 at June
2006 (NTG., Treasury 2006a, 126). Contributions include recurrent expenditure for
weapons and platforms, salaries and related operation expenses totalling $830
million in 2004-05. In order to capitalise on significant supply and support contracts
for local industry the Northern Territory Government in 2003 established the
Defence Support Division and is developing a logistical defence support hub to
promote clustering of service industries (NTG., Treasury 2006a, 127).116 However,
public sector investment in the economy is also volatile owing largely to the
inconsistency of funding for large one-off projects such as APIN and the federalstate subsidised ADrail link.

The Infrastructure – Economic Value-added Link
The capital costs for infrastructure provision and maintenance in the Northern
Territory are also comparatively high per capita due to small population and
expansive land area: this includes infrastructure for both major projects and for
general amenities such as transport; communications; and gas, electricity and water
supply (Access Economics 2005, 23).

These observations are borne out by

115

The definition of ‘public sector’ adopted here is the one used by the Northern Territory
Government Treasury which encompasses Australian Federal, Northern Territory, and local
government activity (NTG., Treasury 2006a, 119).
116
For a succinct overview of defence sector growth in the Northern Territory and projected
contribution to its economy see: Burrell (2006, R16).
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economic growth forecasts that posit substantial public and private investment in
infrastructure and service provision as driving an increase in GSP of 50 per cent by
2015 (NTG 2006, 6).

Given the logistical challenges described above, the role of government to
ensure provision of basic public services, as well as large development projects, is
crucial in the Northern Territory. For larger projects, this often requires a publicprivate partnership, as with the recently completed AU$1.3 billion ADrail project,
which received significant Territory, State, and Federal Government contributions,
and the complementary AU$200 million redevelopment of the Darwin’s East Arm
Port. 117 These projects also highlight how such infrastructure development delivers,
besides direct economic stimulus, means to leverage other value-added enterprises.
That is, these projects have stimulated both mineral project developments and export
activity, going some way towards realising the Northern Territory Government’s
aspiration to make Darwin Australia’s trade hub into Asia.118

There also exists considerable potential to leverage growth from Timor Sea
natural gas reserves. The Darwin LNG plant, which draws natural gas from the
Bayu Undan field and was completed in December 2005, provides a good example.
At the time of writing plans by BOC Australia are underway to construct an AU$33
liquid-helium processing plant which will refine helium from vent gas, a by-product
of LNG production. One third of the product is to be sold domestically to meet
Australia’s entire demand, and the remainder will be exported to East Asia,
primarily China and Japan, generating export revenue of AU$20 million a year
(Dyer 2005, 4).

117

In regard to Adrail, the concept of linking Darwin to Australia’s southern capital cities was first
raised politically in 1878; however, this only came to fruition in January 2003. Constructed as a
build-own-operate-transfer (BOOT) public-private partnership, the respective debt and equity
contributions are: governments of Federal Australia, South Australia, and Northern Territory,
AU$478 million; consortium partners, AU$413 million (Allen 2003, 66). For brief discussion on the
BOOT concept see footnote 311.
118
For a useful overview of growth in export trade attributed to the Alice-to-Darwin rail (Adrail) and
the East Arm Port, as well as regional current and future growth prospects for the Northern Territory,
see Special Report: NT (2006, SR14-24).
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Similarly, Darwin Clean Fuels propose to construct an AU$450 million plant
that will utilise Bayu Undan condensate to produce the transport fuels diesel, LPG,
kerosene and jet fuel, half of which will be exported to Asia and the US west coast.
Approximately 250 workers will be employed during the construction phase and 60
when the plant is operational (Adlam 2006c, 6).

The part played by recently

commissioned infrastructure in influencing this investment decision is articulated by
the company, who cite the ability to “capitalise on Darwin's proximity to the Timor
Sea gas fields and Asia, Darwin's natural deep water port, new bulk liquid facilities
at East Arm Port, the new transcontinental AustralAsia Railway … and the new
Darwin Business Park.” 119

Summary: Economic Sustainability from Gas-based Development
The upshot of the above features of the Northern Territory economy is that growth
occurs in bursts, giving rise to what is commonly known as a boom-bust economy.
This is largely due to the economy’s reliance upon resource exploitation, a sector
that is vulnerable to global demand and price fluctuations, and upon infrastructure
development projects that occur only intermittently.

Moreover, the economic

influence of both these sectors is amplified due to their capital intensive nature.

Thus, the development of value-added enterprises would provide a
diversified economic base to help insulate the economy against future volatile
economic growth. This prospect is corroborated by the economic development
literature, which links sustained long-term economic growth to the growth of
manufacturing and processing (Anwar and Prideaux 2005, 9). In the absence of
such industry, longer term forecasts for the Northern Territory economy present
some risk, notwithstanding medium-term forecasts positing strong mineral and
petroleum commodity exports (NTG. 2006, 6; Access Economics 2006a, 92).

In regard to areas where economic leverage might be obtained, Access
Economics (2005) recommend “(b)roadening the Territory’s reasonably narrow
industry base … where (such efforts) occur as natural extensions from areas of
119

The above quote from Darwin Clean
http://www.darwincleanfuels.com.au/index.html.

Fuels

internet

site

home

page

at,
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comparative advantage” (Access Economics 2005, 24) This imperative is also
recognised by the Northern Territory Government in their Economic Development
Framework released in August 2006.120 It is apparent that gas-based local industry
is a potential area of natural advantage that would provide such economic leverage.
Such enterprise, besides providing economic diversification, would help to both
retain population and strengthen the local skills base. Further, it is recognised that
capital intensive sectors are conducive to attracting technology transfer which
generates productivity improvements (Access Economics 2005, 27-28).

In short, the realisation of sustainable development for the Northern Territory
hinges upon securing onshore delivery of natural gas as an affordable and reliable
energy source for downstream value-added industry. However, as also pointed out
above, initiation of such large scale enterprise will likely require some level of
government involvement.

Conclusion
This chapter commences with an investigation into how different concepts of value
can apply to a natural resource. It is found that value is linked to humankind’s
relationship with their environment, which is also dynamic. That is, both choice of,
and end use for, energy changes in accord with shifting human knowledge,
requirements, and social mores. This insight places the contemporary quest to tap
hydrocarbon energy in historical context, and also explains how various political,
social, and environmental factors come to be juxtaposed alongside economic values.
This insight is useful in terms of broadening the perspective of Greater Sunrise’s
value beyond that of simply a potential energy source of commercial worth.

Next, the role of hydrocarbon fossil fuels within the global energy economy
is considered. A broad historical sweep shows how the transition from coal to oil
eventuated in the early-twentieth century, making it a key strategic global energy

120

This requirement is acknowledged by the Northern Territory Government (2006, 14) in its
Economic Development Framework, released in August 2006, and features as a priority issue in the
adjunct Economic Development Action Plan with responsibility being assigned to the government’s
peak policy-making body, the Department of the Chief Minister.
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source; however, oil’s long-term sustainability is questioned.

Indeed, the

requirement to diversify from this energy source has been a key determinant in the
growing use of natural gas, which commenced after World War II. An assessment
of key non-hydrocarbon alternative energy sources shows how technology and
infrastructure requirements will ensure that large-scale adoption remains many
decades away. This places natural gas as an ideal transition fuel between the heavier
polluting fossil fuels and a future sustainable energy economy.

Indeed, natural gas’ role in the global energy economy is found to be
growing at a rapid rate, expedited by considerable investment in infrastructure
throughout the supply chain. This advent is in turn freeing up markets, thereby
reinforcing the appeal of gas to meet forecast growing demand for primary energy.
This scenario is replicated in Australia’s energy economy, with favourable prospects
for gas to supply the key sectors of electricity generation, mining, and
manufacturing. In addition to these value-added benefits, natural gas contributes
direct benefits to Australia’s economy by way of export earnings, PRRT, and
company taxation revenue.

Natural gas also has potential for conversion into

alternative transport fuels, subject to technological and associated cost
improvements.

Next, the favourable prospect for increased natural gas penetration into all
three of Australia’s distinct markets is established. Particularly strong prospects
exist in the Northern Territory economy, which is shown to be energy deficient.
This investigation provides the context for an analysis into the Northern Territory
economy, and specific ways in which domestic gas from the Greater Sunrise project
might contribute to sustainable development.

It is found that the Northern

Territory’s key non-public service sectors are subject to volatile growth, due to their
linkages with exogenous economic factors. This inherent volatility forms the basis
of the argument that it is in the national interest to work to ensure that a tranche of
domestic gas from Greater Sunrise is available as an affordable and reliable energy
source to underpin value-added development.
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5. GREATER SUNRISE CASE STUDY
Introduction
This section presents the case study of the Greater Sunrise gas reserve, from which
key actors and factors that have impacted on the project are able to be identified. In
order to gain a thorough understanding of these actors – their respective motivations,
power wielded, and tactics – and of the capacity of factors to affect the project
environment, a holistic, multi-disciplinary approach is used. The subject matter that
will be considered in this case study, and the disciplines drawn upon to conduct the
analysis, are now described.

The dispute between Australia and successive regimes over maritime
jurisdiction in the Timor Gap requires historical analysis. This analysis deals with
issues of oceans governance that include natural resource title under international
law, geological interpretation of subsea structure, and also regional defence and
security issues. As this latter topic suggests, the domain of oceans governance also
involves aspects of international relations; in the case of Greater Sunrise this entails
an assessment of the interaction between Australia, East Timor, Indonesia, and
Portugal in regard to international diplomacy and the treaty making process. Also
considered is the impact of international bodies such as the United Nations, in
addition to the wider international community, on this process.

International relations are in turn impacted on by domestic political concerns.
Australia, as a pluralist democracy, generated divergent views from a wide array of
stakeholder groups about how issues affecting Greater Sunrise should be resolved, a
representative sample of which are assessed. The role of the media as a conduit for
these groups to reach elite decision makers is also considered.

The link between economic concerns and the political actions of the
respective governments and stakeholder groups is explored. This connection is
quantified in terms of Greater Sunrise’s potential petroleum resource rent tax
(PRRT) and company taxation revenue, as well as its possible contribution to valueadded economic development for both East Timor and Australia. This analysis
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invites further investigation into the concept of the national interest, which is found
to be a relative term able to be invoked by different stakeholder groups in pursuit of
preferred development outcomes.

Finally, commercial aspects that have impacted on company decision making
are considered, covering the realm of project management. Within the internal
project environment the interaction between the partners in the Greater Sunrise joint
venture are considered, and internal political tensions are discussed: this dynamic is
one of several challenges to achieving consensus about development options.
Additional challenges reside in the external project environment. These include
marketing challenges, in particular shifting supply-demand scenarios for both LNG
and domestic gas. Similarly, the availability of new technology – most notably
Shell’s proposal to process Greater Sunrise gas aboard a floating LNG (FLNG) plant
– present challenges to the JV partners in terms of cost, benefits, and risk
apportionment.

This case study is presented in four main sections, according to general
subject matter. Each section is preceded by a brief introduction of the issues to be
examined, and concludes with a summary of the key findings of the enquiry. The
sections are divided into sub-sections according to themes within the overall subject
material. The sections and sub-sections attempt to present material in chronological
sequence; although, on occasion, a theme will necessitate digressing from this
convention.

Section 5.1 describes technical aspects of the Greater Sunrise gas reserve
along with its main geological and geographic features, which determine its
prospective commercial value, which is also estimated. Section 5.2 sets the scene
for the subsequent analysis of Timor Sea maritime boundary negotiations by first
describing the international legal environment during this period.

Negotiations

during the period up until conclusion of the Timor Sea Treaty and the International
Unitisation Agreement (IUA) in March 2003 are then described.

Section 5.3

examines the subsequent period during which negotiations to amend the terms of the
IUA, at East Timor’s behest, unfolded. The particular focus of this section is the
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stakeholder groups that were active during negotiations, as well as the role of the
media. Section 5.4 revisits the entire period covered in the preceding sections, from
the perspective of factors affecting both the internal and external project
environment. Having introduced the Greater Sunrise joint venture (JV) partners, the
section proceeds to focus on two key factors: domestic and export LNG gas markets,
and technological options for the development of Greater Sunrise.

5.1 The Greater Sunrise Gas Field Introduced

Introduction
The following section commences by describing the location of the Greater Sunrise
gas reserve along with its main geological and geographic features, which are
important in determining its commercial prospects.

An estimate of Greater

Sunrise’s commercial value is then undertaken, while acknowledging that such
figures are only approximations because of the unknown quantity of several
variables. Greater Sunrise’s commercial value is used as the basis for calculating
potential resource sharing and company taxation revenue for both the East Timorese
and Australian Governments, with the same caveat applying. Additional sources of
value from Greater Sunrise are identified as multiplier and value-added, and national
interest benefits.

The section then examines the Bonaparte Basin, its geological features, and
its prospectivity, in order to locate Greater Sunrise within the wider Timor Sea
petroleum region.

That is, historical disputation over Timor Sea international

maritime boundaries – which has affected development of Greater Sunrise – has in
large part been driven by aspirations to control the maritime region’s natural
resource wealth, which requires quantifying.

An overview of East Timor’s historical evolution from Portuguese colony to
independent nation is then undertaken. This investigation identifies factors that, it is
argued, have influenced the tack adopted by the post-independence East Timor
negotiators in their dealings with Australia over maritime boundaries and the sharing
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of petroleum resource wealth. Areas of focus are the periods of Portuguese and then
Indonesian colonisation, and the legacy of those occupations in terms of ideological
influence, economic development, and Australia’s role during and after Indonesia’s
invasion of 1975.

5.1a Greater Sunrise: Technical Details
Greater Sunrise – often described as the greatest prize in the Timor Sea – actually
consists of two adjacent gas fields, Troubadour and Sunrise, discovered in 1974 and
1975 respectively. These fields cover an area of approximately 75 km by 50 km and
are located within the boundaries of four separate offshore permits (see Figure 34).
Four companies hold shares in each permit and for development purposes have
formed a joint venture (JV) partnership. The unitised shares of Greater Sunrise are
apportioned amongst the JV partners as follows: Woodside Petroleum (project
operator), 33.44 per cent; ConocoPhillips, 30 per cent; Shell Development Australia,
26.56 per cent; and Osaka Gas Australia, 10 per cent.
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Figure 33
Timor Sea Exploration and Development Titles
Greater Sunrise

Figure 33. Timor Sea Petroleum Titles (at April 2006)

Correct at April 2006
Not to Scale

Source: Geoscience Australia. 2007. Petroleum
Exploration and Development Title.
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Greater Sunrise is located in the offshore Bonaparte Basin (see Figure 34)
approximately 450 km north-west of Darwin, Australia, and 150 km south of East
Timor, in water depth that varies from 90 to 550 metres.

The field contains

estimated total recoverable reserves of around 8 trillion cubic feet (Tcf) of dry gas
and 300 million barrels (MMbbl) of condensate, and has a low CO2 content of
between 4-5 per cent.121 This combination of size, condensate presence, and low
CO2, make Greater Sunrise a commercially attractive LNG development. The size
of the gas field allows project economies of scale to be realised, while the low Co2
content eliminates the additional cost of sequestration which can add as much as 7
per cent to a project’s cost.122

Greater Sunrise’s most commercially attractive

feature is its high ratio of condensate to gas. This enables the JV consortium to
realise an immediate and profitable revenue stream, as these liquid gases can be
separated at the wellhead and sold and transported in the same way as crude oil for
refining into petroleum products.

121

For updated information on Greater Sunrise visit Woodside Petroleum’s web site at,
http://www.woodside.com.au/.
122
This estimate from Greenwood and Wilson (2007, 21) is based on the undeveloped Gorgon gascondensate project located in Western Australia’s North West Shelf. Costs are for capital expenditure
of up to AU$400 million for compression, pipeline and wells, and of approximately AU$400 million
for CO2 removal, based on a total project cost estimate of AU$11 billion.
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Figure 34.
Timor Sea Bathymetry
Figure 34. Timor Sea Bathymetry

Source: O’Brien, G et al. 2005, 32.

The Bayu Undan field, also located in the Bonaparte Basin, illustrates how
the presence of condensate can impact on the economics of a petroleum project.
Bayu Undan was developed in two phases. Commencing in June 2002 the first of
six production wells were drilled, which by February 2004 were delivering gas for
processing aboard a moored Drilling, Production and Processing Platform (DPP).
This process separated the condensate gases ethane, propane, and butane, from the
‘dry’ methane natural gas, which was reinjected into the reservoir for later extraction
and delivery by subsea pipeline to Darwin for processing into LNG.123

The

processed liquids were pumped aboard an adjacent Floating Production Storage and
Off-loading vessel (FPSO) for dispatch to a shuttle tanker for spot market sales, with
the first dispatch occurring in March 2004.

123

Please note that natural gas liquids (NGL) are the heavier components of natural gas extracted by
cooling, and consist of LPG (propane and butane) and condensate (pentanes and heavier
hydrocarbons). Condensate can be extracted and used as liquid fuel or for petrochemicals without the
refining process required for heavier crude oil, while its market value is approximately the same as
crude oil, and higher than for LNG gas (Oil and Gas Glossary 2003, 11).
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This process is demonstrated in Figure 35, which, although developed for
Greater Sunrise in 2001, incorporates the same principle. The phase one extraction
of condensate reportedly underwrote the Bayu Undan project’s entire establishment
costs, allowing the phase two dry gas to be transported effectively for the cost of the
pipeline and compression (Maxwell 2002, 17). The Darwin LNG (DLNG) plant
dispatched its first cargo of processed LNG to Japan in January 2006.

Figure 35.
Greater Sunrise Development Concept

Figure 35. Greater Sunrise Development Concept

Source: Sinclair Knight Merz 2001, 17.

Up until the signing of the CMATS treaty in January 2006, discussed in
Section 5.3d below, the Greater Sunrise JV partners had spent approximately
AU$250 million on exploration, appraisal, marketing, technical and commercial
feasibility studies. During that period six different development scenarios were
proposed, none of which proceeded to final investment decision (FID) stage. The
various development options and inhibiting factors are discussed in Sections 5.4b 5.4c below.
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Estimates for project capital expenditure (capex) for each of the proposals
vary; however, a realistic assumption for the proposal favoured as being the most
commercially viable, a brownfield expansion of DLNG, is for a total capex of
AU$9.2 billion.124 A key part of resource project’s development is the technology
that will be used to extract the reserve from the subsea stratum. Woodside’s 2001
Draft Environmental Impact Statement proposed several exploitation concepts
(Sinclair Knight Merz 2001, 3.5-3.6). The most likely of these would comprise
approximately 18 subsea wells that would extract gas via subsea manifolds and
transport the product through flowlines to a fixed platform located in shallower
water (refer Figure 35).

After condensate extraction the dry gas would be

transported to Darwin via subsea pipeline for processing into LNG at an expanded
DLNG plant. This scenario would reduce capex associated with constructing a
greenfield processing plant.

An additional saving might be available should a

subsea pipeline share much of the route of the existing 500 km Bayu Undan
pipeline.

5.1b Greater Sunrise: Geographical Location and Geological Structure
The Timor Sea lies south of the island of Timor and north-west of northern
Australia, with its waters opening to the Indian Ocean in the west, and to the Arafura
Sea in the east.125 Covering approximately 614,000 square kilometres, the Timor
Sea is between 300 and 400 nautical miles (M) wide. While several maritime
boundary treaties have been concluded between Australia and Indonesia in the
Timor Sea, there is one area where accord remains elusive, known as the ‘Timor
Gap’, as shown in Figure 36 where points A16 and A17 terminate. The several

124

A ‘brownfield’ project is one which is developed as part of an already established project, such as
a new LNG processing train on an existing site, or an expansion to an existing train. Conversely, a
‘greenfield’ project would be developed on a new site or, in the case of LNG, where LNG had not
been processed before. The above AU$7.2 billion figure is from Greenwood and Wilson (2007, 1415), which is also the source of the assertion that the brownfield development is the most
commercially feasible option. The figure comprises the following components: $A2.5 billion for one
approximately 5 MTPA train which would share Darwin LNG infrastructure and therefore realise
cost savings, and AU$6.75 billion for upstream development comprising AU$2 billion for a 450 km
pipeline, and AU$2.75 billion for wells, subsea scope and platform. Additional compression required
later in the project’s life would add AU$2 billion to project capex.
125
Unless otherwise cited, details about the Timor Sea from, Encyclopaedia Britannica Online, s.v.
“Timor Sea,” http://www.britannica.com/eb/article-9072534/Timor-Sea (accessed January 3, 2007).
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decades of inconclusive negotiations between Australia and successive Timor
administrations under Portugal, Indonesia, the United Nations and, after 2002, an
independent East Timor, are discussed throughout this chapter.
Figure 36.
Australia - Indonesia Ocean Boundaries – The ‘Timor Gap’
(Seabed, 1972; Fisheries, 1981; EEZ, 1997)

Figure 36. Map: 'Timor Gap'

Source: Brennan (2004, 18)

Viewed from Australia’s northern coastline the Timor Sea’s ocean floor –
considered part of Australia’s continental shelf – slopes gently northwards towards
Timor – more than half of the sea has a depth of less than 200 metres – until it
terminates precipitously at the Timor Trough, between 2,350 metres and 3,300
metres deep at its western and eastern parts, respectively (Triggs 2000, 116). The
Timor Trough is a deep submarine depression that runs parallel to and south of the
Indonesian island archipelago, consisting of Sumatra, Java and several smaller
islands that include Lombok, Sumba and Timor. The Trough is situated between 30
and 60 M to the south of East Timor and approximately 200 M north of Australia,
and is separate from but continues the line of the Sunda Trench (Cook 1987, 132).
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On the Australian side of the Timor Trough, the seabed is divided into the
distinctive Browse and Bonaparte Basins (refer Figure 34), with petroleum prospects
in the Timor Sea being described according to their location within either of these
Basins. For the purpose of this thesis it is the Bonaparte Basin that is of primary
interest, as it is this geological structure which contains the Greater Sunrise and
surrounding petroleum reserves. That is, it is the natural resource wealth contained
within the Bonaparte Basin that is the source of much of the recent historical
disputation over maritime boundary delimitation in the Timor Sea, and which has
adversely affected development of Greater Sunrise.

The Bonaparte Basin contains a number of oil and gas fields, many of which
have not been developed because of their marginal commerciality; although, at the
time of writing sustained high global oil and gas prices and improving technology
are changing this dynamic.126 There are three producing petroleum fields in the
Bonaparte Basin; these are the Elang-Kakatua, Laminaria-Corallina, and Bayu
Undan fields (see Figure 37). The undeveloped Greater Sunrise field is located in
the northern section of the Bonaparte Basin. This area is dominated by Plover
Formation source rock which, although its extent is not identified, is the source of
Greater Sunrise’s condensates: this feature suggests that there exists potential to
yield small to moderately-large sized oil pools and commercial wet gas discoveries
(Ambrose 2003, 1).127

The northern Bonaparte Basin had only been sparsely

explored up until mid-2006, when ConocoPhillips and Santos spearheaded an
aggressive programme aimed at locating more gas to drive the expansion of DLNG
(Pennington 2007, 8-9; Wilkinson 2007a, 28-29).

126

A case in point is the Puffin oil field located in the Browse Basin (refer Figure 37) which was the
first oil discovery in the region in 1973. However, commercial development only became a prospect
after 2005 due to advanced seismic interpretation techniques enabling previous data to be
reprocessed, and a steadily rising world oil price environment (Wilkinson 2007a, 28).
127
Although not widely publicised, Cleary (2007, 155-156) cites geological evidence indicating a
giant oil and gas field with “reserves many times greater than that of Greater Sunrise” within the layer
of rock directly beneath Greater Sunrise, the Permian layer.
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Figure 37.
Location of Timor Sea Petroleum Reserves

Figure 37. Map: Timor Sea Petroleum Reserves

Source: NTG., 2005, 1.

Table 12.
Major Gas Reserves in the Timor Sea:
Potential for Onshore Processing (as at late-2005)

Table 12. Specifications: Timor Sea Gas Fields

Source: NTG., 2005, 2.
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As new projects come on stream in the Timor Sea, the development of gas
gathering and transportation infrastructure will lower commercial thresholds for
exploitation of previously marginal oil and wet gas discoveries (Ambrose 2004, 4;
Godlove 2000, 141; Kyranis 2003, 3).

In addition, as numbers of petroleum

companies operating in the region increase, this opens the opportunity for crosscompany unitisation partnerships which encourages further exploration.

To summarise, the Timor Sea hosts several producing and recently
discovered fields, and is also a reasonably prospective petroleum region.128 Of the
various hydrocarbon developments in the Timor Sea that had been appraised at the
time of writing and that had not already been committed to development, Greater
Sunrise – described as “the longer term jewel in the crown” (Access Economics
2005, 22) – holds the greatest potential for LNG development and associated
delivery of domestic gas. This is due to its size and low CO2 content, as shown in
Table 12 above, and its advanced stage of appraisal as compared to other projects.

Moreover, the Timor Sea is located in favourable geographical proximity to
the large LNG gas markets of the Asia-Pacific region which accounted for two thirds
of world LNG imports in 2005 (IEA 2006, 50). These markets include, most
notably, Japan – the world’s largest importer of LNG – as well as South Korea,
Chinese Taipei, and the growing markets of China and India. In addition, the
untapped United States (US) west coast market – second only to Japan in natural gas
consumption – would be accessible from this region should sufficient LNG
receiving terminal capacity come on-stream.

This combination of favourable

prospectivity and market proximity has been a significant economic factor
contributing to the recent history of maritime boundary dispute in the Timor Gap.

5.1c Greater Sunrise: Assessment of Potential Value
The factors introduced above all contribute to the economic value to Greater
Sunrise, as will now be explored. In fact, the potential value of Greater Sunrise
transcends purely utilitarian perspectives of it being an energy source and economic
128

For an overview of the various producing hydrocarbon fields in the Timor Sea, see Section 5.1d.
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asset. Areas of potential value can be broadly divided into three categories: direct
government revenue, multiplier and value-added effects, and associated national
interest benefits. Firstly, however, a brief discussion on the sources consulted to
gather projections is undertaken.

Overview of Sources Consulted
Various projections for sales gas revenue and associated benefits from Greater
Sunrise have been posited by sources that range from ill-informed lay commentators
to specially commissioned economic analysts.

Only these latter sources are

considered here, on grounds of credibility. The Northern Territory Government has
generated most of the publically available economic reports – particularity during
2001 - 2002, the period during which development options for Greater Sunrise were
being actively debated, and when JV partner Shell proposed processing Greater
Sunrise gas aboard an offshore floating LNG facility (FLNG). That is, the potential
threat of loss of value-added income posed by the Shell proposal motivated the
Northern Territory Government to generate economic figures that could be used to
back its lobbying of the Federal Government – albeit ineffective – to intervene in the
national interest.

Also generated around this period was a Draft Environmental Impact
Statement by project operators, Woodside Petroleum, which included a section on
‘Socio-Economic Objectives and Impacts.’ This latter source does not provide
concise monetary values, but rather posits general claims such as, “(t)he export of
condensate and downstream products will generate income through foreign
exchange,” and also “(i)mproved job prospects in high technology/high skills
industry” (Sinclair Knight Merz. 2001, 2:2).

The contrast between the above generalisations and the detailed economic
figures contained in the government-commissioned reports highlights the political
dimension to what is ostensibly a quantitative exercise. That is, company-generated
reports are inclined to submit more guarded projections lest they be held accountable
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should a project under-deliver.129

Conversely, there exists a much greater

imperative for the government of an underdeveloped economy to highlight a
reserve’s potential value, when facing the prospect of the jewel in its economic
crown being lost to commercial economic rationale.

Finally, it should be noted that the various assessments presented below are
products of differing methodologies, each of which attribute distinctive weightings
to different sets of variables.

Thus, declared benefits are specific to the

methodology applied and ‘potential’. In instances where methodologies are made
available and add clarity to the figures provided these are discussed.

Direct Government Revenue
The revenue take for the Australian and East Timorese governments derives from
both Petroleum Resource Rent Tax (PRRT) and Production Sharing Contract (PRC)
payments, respectively, and from company taxation, which are levied against
petroleum sales revenue. These estimates vary considerably due to the unknown
quantity of three main factors, which are now examined.

Firstly, the type of development selected – for instance, onshore processing
as either export LNG or as an associated LNG-domestic gas project, or offshore
FLNG processing – all accrue different development and operating costs which are
able to be discounted against sales gas revenue for the purpose of government
PRRT/PSC calculations.

The various development options that have been

considered for Greater Sunrise are discussed in Sections 5.4b - 5.4c, while the
applicable taxation regime is discussed further below. The other two key factors are
the market into which gas is sold – including the prevailing prices in that market at
the time contracts are negotiated – and the geophysical and geological features of the
reservoir.
129

For instance, Woodside Petroleum CEO, Don Voelte, announced in late-2007 that the company
would be more conservative in forecasting project start-up dates and reserve volumes, after several
output downgrades, “put a negative cast on the company,” and adversely affected investment
(Wisenthal 2007b, 62). See also previous footnote 89 which describes the case of Royal/Dutch Shell
overbooking reserves in early-2004.
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Reserve Features
Both the quality and quantity of extractable petroleum are derivations of the
reservoir’s geophysical features – its composition and quality – and of the geological
structure in which it is located, which determines both volume of trapped
hydrocarbon and capacity to extract the resource (Wilkinson 2007b, 32-33). That is,
the volume of commercially extractable gas and condensate is a function of the
permeability and porosity of the subsea stratum containing the resource. Further, the
volume and composition of a hydrocarbon resource may vary from initially
appraised figures, which are reliant upon the amount and quality of reservoir data
collected, as well as accuracy of interpretation. As an example, Bayu Undan’s
volume was revised upwards by 25 per cent in 2006 after the features of the field
became better understood (Cleary 2007, 236). Similarly, any significant variance
from appraised levels of CO2 or condensate will impact on exploitation cost and
price attainable from the reserve, respectively.

Note that the above features are also functions of the technology applied at
both the appraisal and resource extraction phases.

The industry trend is for

commercially extractable reserve volumes to appreciate in line with technological
and organisational advances, which realise commensurate cost reductions (Noreng
2002, 156). For instance, plans to tap Greater Sunrise’s thin and extended reservoir
(see Figure 38) envisage directional, or deviated, drill holes of between 7 km and 11
km in length and up to 60º to 70º from the vertical in order to reach distant parts of
the reservoir from a central drill hole.130 In 2002 Woodside reported that they were
encountering difficulties in designing such a commercial extraction system because
of the structure of the Greater Sunrise reservoir (Wilson 2002b, 19).

While

implementation of this drilling technology, available since the mid-1970s,
constitutes a cost, it is often a viable option for extracting maximum gas volume on
a cost-benefit basis.

130

Please note that the development proposal for the directional wells appears in Woodside
Petroleum’s Draft Environmental Impact Statement (Sinclair Knight Merz. 2001, 3.6) submitted in
2001, and that the final development concept may change.
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Figure 38.
Comparative Australian Hydrocarbon Reservoirs:
Carnarvon and Bonaparte Basins
Figure 38. Comparative Hydrocarbon Structures (Illustrative)

Source: Maxwell (2002, Ppt. Slide 07).

Markets
Available sales gas prices vary between domestic and export gas markets, as well as
within those markets, according to the sales region. A good example of how gas
prices fluctuate within a regional market is the three distinct pricing phases that have
occurred in the Asia-Pacific export LNG market over the last two decades
(Fesharaki 2007). Phase one, described as a legacy contract phase, saw strong oil
price parity and prices of between US$7.40 - US$13/MMBtu (million British
thermal units). Phase two, commencing around 2000, saw a disconnection between
oil and gas prices, more flexible contracts, and prices averaging around
US$3/MMbtu. The contemporary third phase, which emerged in 2005, exhibits a
return to oil price parity, with prices benchmarked at around US$8/Mmbtu and
reaching as high as US$11/MMbtu. This current phase is projected to continue until
at least 2011. There are various supply-demand shifts that explain the above phases,
as well as foreign exchange impacts due to LNG contracts being negotiated in US
dollars. However, the point to make is that a gas reserve’s value is linked to the
market dynamic at the particular period that sales contracts are negotiated.
169

Chapter Five: Greater Sunrise Case Study

Taxation
The taxation of Greater Sunrise is dealt with in Article 11 of the IUA (Aus.,
Agreement Between 2003), with reference to Article 5 of the Timor Sea Treaty
(Aus., Timor Sea Treaty 2002). The Timor Sea Treaty also establishes the Joint
Petroleum Development Area (JPDA) – the precursor of the Zone of Cooperation
(ZOC) (refer Figure 41), which provides the legal means for petroleum activity to
proceed in the absence of a permanent maritime boundary settlement. Finally, the
Treaty on Certain Maritime Arrangements in the Timor Sea (CMATS) (Aus., Treaty
Between Australia 2006) then imposes a formula in Article 6 which redistributes
revenue to ensure that East Timor and Australia receive equal shares. The IUA and
CMATS treaties are examined in more detail below in Section 5.2f and in Chapter
5.3, respectively. Petroleum taxation is a specialised area that is beyond the scope of
this thesis to examine in detail; however, a simplified overview of the Greater
Sunrise taxation regime is presented in schematic form in Figure 39.
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Figure 39. Greater Sunrise Taxation Regime

Figure 39.
Taxation Regime Applying to Greater Sunrise
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It is instructive at this point to explain the apportionment of the Greater
Sunrise reserve between Australia and East Timor, as set out in Article 7 of the IUA.
The portion of Greater Sunrise located within the JPDA is calculated as being 20.1
per cent, of which Australia and East Timor receive respective entitlements to 2.01
per cent (10% x 20.1%) and 18.09 per cent (90% x 20.1%). When Australia’s 2.01
per cent entitlement is added to its 79.9 per cent share of Greater Sunrise located in
its international waters east of the JPDA, this brings its full entitlement to 81.9 per
cent, while East Timor’s entitlement remains at 18.09 per cent (See Figure 40).

Figure 40. Greater Sunrise Reserve
Apportionment

Revenue Calculations
For the purpose of simplicity, most projections for government revenue assume an
LNG-only project, and include condensate sales into regional spot markets. On an
energy equivalent basis condensate is generally priced at oil parity, with LNG at
near parity when valued at CIF (cost, insurance and freight).131 Publically available
figures for Greater Sunrise during the early-2000s converged around an export value

131

When an LNG sales price is quoted CIF this is the price that the seller receives for the gas FOB
(free on board), as well as compensation for transportation to the destination port and marine
insurance, all of which the seller arranges. In effect, delivery of LNG when quoted CIF takes place at
the port of unloading.
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of AU$30 billion with total government PSC and company taxation of between
AU$8 billion - AU$12 billion (Brennan 2004, 13; SDA 2002, 2).

While the respective methodologies used to determine these figures are
generally not presented, one industry analyst (McKee 2005) calculates that they are
derived using a benchmark crude oil price of approximately US$20/bbl, being the
prevailing price around early-2000.132 Comparative calculations from the same
author (McKee 2005, par. 16) conclude that at a crude oil price of US$50/bbl the
export value of Greater Sunrise would be AU$90 billion with a commensurate
increase in government revenue. This calculation arguably arrives at more accurate
figures, at least when NYMEX oil futures prices of US$68/bbl in mid-2007 are
considered.

An updated revenue figure in January 2007 at the time of ratifying the IUA
and CMATS treaty – which equalises the amounts received by both governments –
was for total government revenue of approximately AU$25 billion over the 30 year
life of the project (Downer 2007a, par. 5). This figure, although over double the
early-2000 figure, might still be considered conservative given the contemporary
trajectory of NYMEX oil futures. It should also be noted that additional revenue
from company taxation will accrue to whichever government secures a gas
processing plant, should Greater Sunrise gas eventually be processed onshore.

Multiplier and Value-Added Benefits
In the event that a tranche of domestic gas be made available from processing of
Greater Sunrise gas as LNG, considerable multiplier and value-added benefits would
also be generated. This source of value is significant because it would capture
benefits from a regional natural resource that would otherwise largely accrue to the
respective governments in the form of PRRT/PRT and company taxation payments.

132

The industry analyst cited above is G.A. McKee, of GA McKee and Associates, a Sydney,
Australia based petroleum consultancy.
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Figures used to make assessments generally work from a base sum for
project capital expenditure (capex), and while not all of the figures cited below have
accompanying methodologies that reveal this sum, ACIL Consulting (NTG 2002a,
9) cite an amount of approximately AU$15 billion.

This amount can be

disaggregated in various ways; however a likely scenario would be approximately
AU$6 billion for development of Greater Sunrise and offshore pipelines; AU$6.5
billion for construction of at least two foundation project developments, and AU$2.5
billion for an onshore pipeline to the Moomba gas hub in central Australia, including
spur lines to major consumers.133

Note that the aggregate figure was for 2002 costs – industry costs were in
late-2007 reported to have increased as much as 80 per cent since around 2000 (Frith
2007, SR 4), driven by scarcity of skilled labour and increased materials and
construction costs.134 Thus, the below figures, derived from the AU$15 billion
capex estimate, are intended as being indicative only. It is also anticipated that the
figures all adopt the ACIL Consulting assumption whereby benefits encompass both
the construction and operation phases of project investment.

Projections for economic benefits from an associated domestic gas-LNG
development scenario include the following. According to Houston Energy Group
(2002, 8) contribution to Australian gross domestic product (GDP) could average
AU$1 billion a year, a figure that concurs approximately with that of another source
(INTED 2002, 1) which quotes AU$22 billion over the 20 year life of the project;
although, the Northern Territory Government at around this time was publically
quoting a more conservative AU$15 billion (Macfarlane 2002, 6). Figures for
permanent increases in Australia-wide employment vary enormously from 10,300
(NTG 2002a, iii) to 80,000 (INTED 2002, 6); although, the methodology used to
derive this latter figure includes the effect of total Federal Government spending of
direct and indirect tax revenue on goods and services, whereas the former figure, in

133

The AU$6 billion figure for Greater Sunrise infrastructure, including offshore pipelines, compares
to the figure of AU$9.2 billion suggested in 2007 (refer previous footnote 123). These comparative
figures, although not necessarily applying to the same project configuration, are indicative of cost
increases over the period.
134
Woodside Petroleum also cite figures for project cost increases: see previous footnote 79.
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the absence of accompanying methodology, might be assumed to value only direct
industry-related jobs.

Potential benefits for the Northern Territory, even where variance occurs,
remain considerable. The INTED report (INTED 2002, 3) projects the Northern
Territory’s share of direct onshore investment from project capex as being 20 per
cent. Using the above capex figure of approximately AU$15 billion, this would
equate to AU$3 billion. This estimate is, however, considerably higher than another
estimate that forecasts an annual increase in real investment in the Northern
Territory economy of AU$82 million (NTG 2002a, iv), equating to AU$1.6 billion
over the 20 year life of the project. Gross state product (GSP) is estimated in one
account (NTG 2002a, iv) to increase by a substantial 46 per cent which, using the
2001-02 GSP figure of AU$8.8 billion, equates to approximately $4 billion.135
Interestingly, figures contained in a report commissioned by the Northern Territory
Government in 2007 (Cann 2007, 13) arrived at the same approximate figure (see
Table 13), albeit derived from a lesser capex figure.

Table 13. Greater Sunrise
Economic
Table
13. Multiplier Figures (2007)
Comparative Economic Impact:
LNG-only versus LNG + Gas Manufacturing (2007 figures)
LNG Only
(600 PJ/a)

LNG & Gas Manufacturing§
(600 PJ/a)

Percentage
Difference

Gross State Product
(AU$ 2001)

$2,716 million

$4,157 million

+ 53%

Capex
(AU$ 2007)

$5, 469 million

$9,870 million

+ 80%

Employment
(NT)

4760

10442

+ 120%

$177 million

$254 million

+ 44%

Annual Production

Real H/hold Consumption

Source: Cann (2007, 13).
Gas industries include a mix of methanol, ammonia/urea, GTL synthetic fuel, and petrochemicals.
Figures do not include flow-on industries.

§

135

Please note that the increase of 46 per cent GSP appears in the report (NTG 2002a, iv) as an
annual increase; although, it is implausible that the report’s authors meant this figure to be read as
accruing over successive annual periods.
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Projections for increase in Northern Territory employment are amongst the
closest of the figures presented, and range from between 4,408 (Houston Energy
Group 2002, 8) and 5,157 (NTG 2002a, iv) long-term jobs. The Northern Territory
Report (Cann 2007, 13) posits a much higher figure of over 10,000; however, this is
for a greater scale of industrial projects. Another related figure is for a permanent
increase in population of 35,000 persons (INTED 2002, 5), representing 20 per cent
of total population in 2002.

It is also projected that entry of Greater Sunrise gas into the Northern
Territory market would have a major downward impact on prices, which are higher
than prices in other states due to the supply constraints previously discussed in
Section 4.4b. The ACIL Consulting model (NTG 2002a, 8) represents an average
price reduction of $2.30/GJ, from an approximate delivered price of AU$5:00/GJ.136
It is this factor – the advent of cost effective energy – that holds the key for the
establishment of value-added industry, and thus sustainable development, for the
Northern Territory economy.

Finally, the ACIL Consulting model notes that, as with Australia’s other
major LNG export and domestic gas project, the North West Shelf Venture
(NWSV), “an ongoing cycle of investment will have been created to sustain the
Northern Territory’s future economic independence” (NTG 2002a, 9). For instance,
it was reported in 2005 that the NWSV had expanded from a 7 Tcf discovery in
1971 – Greater Sunrise is around 8 Tcf – to undergird a AU$6.6 billion regional
petroleum export industry generating thirty thousand direct and indirect jobs as well
as AU$1.3 billion worth of related service industry work annually for the Western
Australian economy (APPEA 2005b, 1).

136

This figure is derived from a scenario where both Greater Sunrise and Bayu Undan gas are piped
to Darwin for a joint LNG - domestic gas project. This model is compared to a scenario where
Greater Sunrise was processed as LNG offshore in a floating platform (FLNG), thereby eliminating
the prospect of realising value-added revenue from the reserves.
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Associated National Interest Benefits
Additional national interest benefits for Australia from development of Greater
Sunrise gas are primarily twofold, namely advantages arising from the application
by East Timor of resource revenue to economic development, and as an energy
source for Australia itself. It is generally acknowledged that “it is in Australia’s
strategic interests for all of its neighbours to be prosperous and to have a sound
economy” (Sinclair Knight Merz. 2002, 2:2).

This summation is primarily in

reference to Australia’s northern neighbour, East Timor, who under the terms of
CMATS will share equally with Australia taxation and production sharing revenue
estimated to be at least $A25 billion over the life of the project.

Timor Sea petroleum revenue is calculated to contribute around 95 per cent
to East Timor’s US$3.97 billion Total Revenue Budget over the five years to 2009 2010 (RDTL., Ministry Planning & Finance 2006, 17). This revenue is crucial as a
means for the country to establish a sustainable economic development base.
However, it should be noted that this assessment is contingent upon judicious
financial management. East Timor, by virtue of being a fledgling democracy and
overwhelmingly reliant upon petroleum receipts, is vulnerable to the ‘resource
curse’.137 The East Timorese Government, in acknowledgement of this prospect,
has established a Petroleum Fund to ensure “the wise management of … petroleum
resources, for the benefit of both current and future generations” (RDTL 2005,
Preamble).138

The Petroleum Fund allows that “(t)he total amount transferred … for a
fiscal year shall not exceed the appropriation amount approved by Parliament for the
fiscal year” (RDTL 2005, 5), which is related to the estimated sustainable income
(ESI) – a recommended maximum amount of annual withdrawal that will maintain
the future sustainability of the fund. However, the amount of withdrawal is reliant
upon the caprice of the parliamentary majority: certainly in the case of Norway’s
137

The resource curse is briefly discussed in Section 2.4.
The above quote appears in the Preamble of East Timor’s Petroleum Fund Act. Although the
Petroleum Law document available online is not dated, it was passed by East Timor’s parliament on
20 June 2005.

138
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petroleum fund, upon which East Timor’s fund is modelled, it has been the case that
“parliament tends to vote somewhat larger transfers (than the 4 per cent normal rate
of return) in the annual budget transfers” (Noreng 2004, 5).

Further, the Petroleum Fund does not specify areas where money can be
spent, relying instead on transparency to ensure appropriate spending. In late-2007
the oversight body for transparency, the Petroleum Fund Consultative Committee,
comprising representatives from civil society, wrote an open letter to the President
of East Timor’s National Parliament expressing disquiet about monies being
withdrawn without consultation, and the non-provision of documents necessary for
the committee to undertake its role (Petroleum Fund Consultative Committee 2007).
In addition, a June 2007 leaked defence white paper, Force 2020, suggested that
Petroleum Fund monies could be used to purchase high-tech weaponry for the
country’s defence force. In short, the Petroleum Fund, while commendable in intent
and legislatively sound, remains vulnerable to potential mismanagement, as well as
being reliant on historically volatile world petroleum prices, upbeat futures prices
notwithstanding.

It is posited that an economically robust East Timor and associated political
stability will “decrease … reliance on foreign aid including aid from Australia”
(Sinclair Knight Merz. 2002, 2:2).

Australia’s direct Overseas Development

Assistance (ODA) to East Timor for the 2007 - 2008 period was AU$72.8 million
(Aus., AusAID 2007, 6), while averaging AU$56 million a year since East Timor’s
independence in May 2002.139

These figures do not account for the cost of Australia’s contribution in other
areas, such as its commitment in army and police presence, which has been ongoing
since East Timor’s independence referendum in August 1999. In that year Australia
led an international intervention force, InterFET, to quell post-referendum violence.
A further influx of military personnel occurred in April-May of 2006 following

139

These ODA figures calculated from AusAID Annual Budgets available on the agency’s web site
at, http://www.ausaid.gov.au.
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renewed civil unrest.140 Additional troops and federal police sent to East Timor
following assassination attempts on both the Prime Minister and the President in
February 2008 took numbers to 900 and 70, respectively (Fed: Additional 2008, par.
3). While no official figure for Australia’s cumulative combined ODA and military
assistance is available, one estimate as at early-2008 was for over AU$4 billion
(Sheridan 2008, 16).141

Potential national interest benefits for domestic Australia, as the most likely
location for an LNG processing plant and associated domestic gas tranche entail
social, economic and political aspects, as exemplified by the following comment:
Energy and its associated infrastructure are natural resources, which in
modern complex economies are major inputs and building blocks of
national economies and their economic growth. Not only does energy have
significant implications for the competitiveness of the national economy in
the new globalised world, it is a significant element in terms of national
defence and security (Houston Energy Group. 2002, 1).
Defence and security in this context denote security of national energy supply and
the consequent decrease in reliance on extra-territorial energy sources. Restated,
energy security is synonymous with national security. For instance, the Northern
Territory Government has argued that the spectre of Greater Sunrise gas being
processed as offshore FLNG “presents a risk to Australia’s sovereign control of its
natural resources” (NTG 2002a, v), because such a project would give the
development consortium the ability to shift the facility to a more lucrative deposit
before full recovery of economic reserves.142

This argument has been presented in terms of being a national interest
imperative. Certainly security of energy supply is of concern for the Northern
140

For several articles examining the April - May 2006 unrest see Shoesmith (2007). For a succinct
summary of the many complex causes of the unrest see Le Lievre (2007, 94-95).
141
The above estimate might be considered conservative when compared to earlier figures for
Australian defence and non-defence spending cited by Cotton (2004, 136), which show a net total of
approximately AU$3.9 billion for the five years from 1999-00 to 2003-04. Of this figure, defence
spending alone comprises around AU$3.7 billion, which is then discounted against a UN
reimbursement figure of approximately AU$390 million.
142
The Northern Territory Government (2002, 2) in its February 2002 submission to the Federal
Government backed this argument by citing security of supply as being one of the national energy
policy objectives articulated in June 2001 by the Council of Australian Governments (COAG), the
policy forum for all of the Australian State and Territory governments.
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Territory, which is geographically isolated from alternative domestic energy sources,
and after 2009 will be wholly reliant upon delivery of natural gas for electricity
generation from just two fields, the Amadeus basin – by that date at a stage of
advanced depletion – and the Blacktip fields, discussed in Section 4.4b.

The national interest argument can be extended to encompass the gas-on-gas
price competition that the prospect of delivery of Greater Sunrise gas – by way of a
connecting pipeline into the eastern Australian markets – would bring. Modelling
done in 2002 by ACIL Consulting for the Northern Territory Government (NTG
2002a), although now dated, is indicative. The modelling suggested that savings for
Queensland and South Australia could average up to 9c/GJ and 10c/GJ respectively,
from base prices of approximately $3.38/GJ and $3.10/GJ (NTG 2002a, 6-7).
Lesser but still significant benefits were projected for New South Wales; albeit not
commencing until several years later, while benefits to Victoria would projected as
being minimal due to that State’s access to gas supplies from the several producing
fields in the Bass Straight.

In addition, the modelling maintained that competitive pressure would
commence prior to actual market penetration of Greater Sunrise gas. This forecast is
corroborated by the economic literature, which argues that the threat of new entry
into a contestable market will exert competitive pricing pressure (McTaggart et al
2003, 253). This argument has also been made by Australian industry analysts in
regard to the potential arrival of natural gas from Papua New Guinea into eastern
markets, discussed in Section 5.5c. 143

The above value-added and multiplier projections demonstrate the potential
value of Greater Sunrise to a broad range of stakeholders that encompass the JV
companies, their shareholders, the governments of both East Timor and Australia,
and their respective citizenries. Moreover, they show that processing must occur
onshore and include a tranche of gas for domestic consumption if the full potential
of this regionally located natural resource is to be realised for the Northern Territory.
143

The claim was made by Peter Botton, managing director of Oil Search, the company who at the
time were planning to deliver Papua New Guinea gas to the south-eastern Australian market (Wilson
2006f, 19).
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They also underscore the central question of this thesis, namely why does
Greater Sunrise remain undeveloped, despite the stated aspirations of stakeholder
governments and companies? The answers to this question are complex, and entail
political, economic, and commercial dimensions.

5.1d The Timor Gap: Description and Exploration History
The link between increasing recognition of the region’s economic petroleum
potential and political interest in the Timor Gap is now explored. The contemporary
and growing exploration success in the Timor Gap is outlined immediately below, in
order to establish the context for subsequent discussion about maritime boundary
negotiations.

Australia’s interests in the petroleum bearing potential of the region to its
north are “as old as Australian Federation” (Cotton 2004, 4), with the first Timor
onshore oil concession sought by an Australian company in 1909.

Successful

onshore exploration and small-scale oil recovery in Timor first occurred in 1893,
while an Australian company, Timor Oil, drilled a number of onshore wells between
1911 and 1975, and also initiated offshore geophysical work in 1967 (UNESCAP
2002, 16-17). At least two other consortia also conducted offshore geophysical
exploration during this period.144

Interest in the Bonaparte Basin grew accordingly, as the accumulating data
revealed “a relationship between those Jurassic-Triassic sediments on Australia’s
(already proven) North West Shelf and ‘relatively similar sediments … present in
Timor’” (King 2002, 13).

By the early-1970s promising geophysical results

prompted one of the consortium parties, Burmah Oil Company, to declare the entire
Timor Sea prospective for hydrocarbons, and a wave of drilling activity ensued
(UNESCAP 2002, 17).

144

King (2002, 1) cites a consortium consisting of Arco Australia Ltd., Australian Aquitaine Pty.
Ltd., and Esso Australia Ltd. who began geophysical exploration in 1963. In addition, consortia
comprising Woodside Petroleum, Burmah Oil Company, and the Anglo-Dutch Oil Company
conducted an aeromagnetic survey in 1963, followed by seismic surveys in each year from 1964 to
1968.
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At this juncture OPEC-induced world oil price spikes also conspired to
promote Timor Sea exploration, with additional incentive to produce oil outside
Australian territory provided by Rex Connor, the Minister for Minerals and Energy
under the newly elected Whitlam government.

Connor, a strong advocate of

nationalisation, proposed a national energy security plan that included state purchase
of all Australian discovered oil and gas at the well-head at capped prices, as well as
taking control of downstream distribution (King 2002, 14; Atherton 2004, 21). At
that time world oil parity prices were in the order of four times that of Australian
domestic crude and, accordingly, “expenditure on petroleum exploration in Australia
dropped like a stone” (Atherton 2004, 21). While this policy collapsed with the
defeat of the Whitlam government in a controversial double dissolution election in
December 1975, the advent serves to highlight the difficulty in initiating energy
policy in the national interest which affects an industry operating in the global
marketplace.

Portugal, as the colonial power in East Timor at this time, was responsible
for issuing concessions to several consortia operating in the Timor Sea, amongst
whom Australian companies were well represented.

These included the

aforementioned Timor Oil, as well as Australian Aquitaine, and Woodside-Burmah
Oil.145 Projections about the presence of commercial volumes of petroleum in the
Timor Gap were bolstered in 1971 when the Flamingo-1 well encountered good
shows of oil and gas, followed in 1974 with discovery of the Troubadour-1 and then
one year later the Sunrise-1 wells, known cumulatively as Greater Sunrise (Cadman
and Temple 2004, 25-26).

These latter discoveries occurred on the geological

structure known as the Troubadour High, part of the Sahul Platform. On a westward
trend from the Troubadour High lay another structure known as Kelp, which was
thought to be the largest undrilled structure of its kind in the world. The potential of
the Kelp structure was confirmed in 1977 with the release of a geological study by

145

The merger between Woodside Petroleum and Burmah Oil occurred in 1971 and was initiated to
jointly develop the emerging North West Shelf project located in offshore Western Austrian, in which
the companies held a combined 50 per cent interest. Burmah Oil, which also owned a large tanker
fleet, was caught in the subsequent 1976 global oil slump, and was forced to sell many of its global
assets, including its stake in Woodside-Burmah (Atherton 2004, 25). Thus emerged Woodside
Petroleum, at the time of writing Australia’s largest independent oil and gas producer.
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French oil company, Elf Aquitaine, which concluded, “it was very possible ‘an
extremely large discovery’ would be made” (Stepan 1990, 2).

However, exploration in Portuguese Timor’s offshore jurisdiction began to
slow from the mid-1970s due to the increasingly uncertain political situation and
likelihood of regime change. This period is discussed in Section 5.1e, below. It is
alleged that the oil companies active in the region at this time reached agreement
with Indonesia to delay exploration in return for a guarantee of their existing, or
presumably better, conditions under a post-coup regime (King 2002, 15).

An

alternative exposition is that the oil companies feared that a large petroleum
discovery might complicate any future maritime boundary resolution (Stepan 1990,
8). In the event, exploration permits were suspended altogether in 1979, following
Indonesia’s 1975 coup and the commencement of formal negotiations with Australia
to close the Timor Gap (Stepan, 1990, 2, 7).

Australia’s conduct during the ensuing negotiations was reportedly
influenced by oil company concerns that their exploration terms be upheld, as well
as the prospect of oil deposits double the size of the country’s main supply source at
that time, the Bass Strait reserves (Aus., Senate, 2000, 163; Stepan 1990, 2). For its
part, Indonesia was facing decreasing reserves, increasing consumption, and the
arising prospect of becoming a net oil importer by 2001 – an eventuality that
occurred in late-2005. Arising expectations for a prompt resolution to the boundary
issue did not, however, eventuate, and an exploration hiatus in the Timor Gap
ensued for over a decade until the signing of the Timor Gap Treaty in 1989 (Aus.,
Treaty Between Australia 1989).

The Timor Gap Treaty (1991) established the Zone of Cooperation (ZOC)
(see Figure 41) which enabled both re-commencement of appraisal drilling and new
production-sharing contract (PSC) areas to be awarded, prompting a renewed
exploration program.146 Keen interest within the ZOC was also due to discoveries
146

The Area A of the Zone of Cooperation (later to become the Joint Petroleum Development Area
[JPDA] under the Timor Sea Treaty) was subdivided into 14 contracted areas, and bidding was highly
competitive with production sharing contracts awarded to eleven consortia representing over twenty
companies (Kyranis 2003, 1).
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that had been made in the area of the northern Bonaparte Basin outside the Timor
Gap during the prolonged period of treaty negotiations. In particular, a consortium
led by Australian company BHP had in October 1983 drilled the successful Jaburu-1
well in the Vulcan Sub-Basin, which adjoins the Sahul Platform, thereby “alert(ing)
the international and domestic petroleum industries to the significant oil potential of
the region” (Ambrose 2003, 4). A further significant discovery in 1988 was the
Evans Shoal gas field, located in Malita Graben, another adjoining structure to the
south-east of the Sahul Platform.147
Figure 41.
Zone
of Cooperation
Figure 41. Map: Zone
of Cooperation

(Timor Gap Treaty: 1989).

Source: Brennan (2004, 27)

Thus, from 1991 the regional exploration focus shifted to the area of the
northern Bonaparte Basin demarcated by the ZOC, with forty-five wells drilled over
the following decade realising an overall commercial discovery rate of around 20
per cent (Kyranis 2003, 1). Of these commercial discoveries, the first was the
Elang-1 oil field in 1994, followed by discovery of Kakatua-1 later that year, with
147

For a geological explanation of the petroleum-bearing relationship of structures in the region,
including several maps, see: Barber et al (2003, 143-154).
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joint development of the Elang-Kakatua fields commencing in 1998 (Cadman and
Temple, 2004, 27). The discovery of Elang-Kakatua alerted explorers to the further
oil potential of the Sahul Platform, resulting in the discovery by Woodside
Petroleum in late-1994 and late-1995 respectively of Lamaniria-1 and Corallina-1,
located adjacent to the eastern lateral boundary of the ZOC.

The Laminaria-

Corallina oil field, the largest in Australia, commenced commercial production in
1999. A further major discovery within the ZOC occurred in 1995 when the Bayu-1
and Undan-1 wells intersected a large gas-condensate field which became the 3.3
Tcf Bayu Undan field. This period also saw recommencement of appraisal drilling
on the Sunrise-Troubadour field. Adjacent gas discoveries which extended the
Greater Sunrise reservoir were Loxton Shoals-1 in 1995; Sunset-1 in 1997; and
Sunset West-1 in 1998 (Cadman and Temple, 2004, 26).
Although these commercial discoveries did confirm the potential of the
northern Bonaparte Basin they were accompanied by a relatively high number of
non-commercial discoveries, resulting in diminished exploration in the ZOC from
the mid-1990s (Kyranis 2003, 1). This situation was exacerbated by uncertainty
about the future status of East Timor following the fall of Indonesia’s Suharto
government in 1998, and then East Timor’s vote for independence in August 1999.
This period is discussed in Section 5.2e; however, to briefly explain, these advents
ushered in a period of uncertainty as to the legal status of the PSC terms under the
Timor Gap Treaty between Australia and Indonesia, which adversely affected
petroleum activity in the Timor Gap until the signing of the successor Timor Sea
Treaty in May 2002.

However, the Timor Sea Treaty did not finalise shared ownership
arrangements for Greater Sunrise, which required further negotiations between a
newly independent East Timor and Australia. In order to partially explain why these
additional negotiations became protracted, a brief history of East Timor and an
assessment of the motivations of the East Timorese negotiators is now undertaken.
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5.1e Timor Island: A Brief Political and Economic History
Timor island is the closet landmass to the unresolved maritime area known as the
‘Timor Gap’ a geographical fact that has been the basis of territorial claims between
Australia and the four successive administrations introduced in Section 5.1b above.
This historical period covering the political and economic development of East
Timor is now explored.

It was Portugal, the nation at the forefront of a wave of European
colonisation during the sixteenth and seventeenth centuries, which first established a
European settlement on the island of Timor in 1520 (Cook 1987, 132). The island
was later utilised as a trading post for Portuguese operations in the East Indies, while
also offering plentiful resources of sandalwood, prized for its fragrant aroma and
medicinal oil, and to a lesser extent spices:
Your Highness has here many people (in the region) who, as they are much
dispersed, seem to be few; and they are so unconstrained that some go to …
(description of several Portuguese colonial settlements), others go to Banda
and Timor, which are the islands of sandalwood, cloves, mace and nutmeg”
(António da Fonseca, writing to King João III, in 1523: cited in Newitt 2005,
122).
The arrival of colonial rivals, the Dutch, some hundred years later marked the
beginning of constant fighting that in 1749, following the Battle of Penfui, saw the
island split into east (Portuguese) and west (Dutch) Timor. Formal partitioning
along this boundary occurred in 1859 by way of the Treaty of Lisbon (Newitt 2005,
132).

Portugal’s legacy of development during the succeeding years was very poor.
While the more industrially advanced European countries consolidated their colonial
rule by investing in plantations, mining, and infrastructure, the Portuguese colonies
“remained little more than stagnant survivals of the sixteenth century trading posts”
(Hill 2002, 7). This was in large part due to European Portugal retaining its feudalist
system which resulted in strained financial resources and inclined the country’s
colonial enterprises towards cultivation of export cash crops by forced labour. In
Portuguese Timor these crops consisted mainly of coffee along with lesser amounts
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of copra and peanuts, which also served to replace the once abundant sandalwood
resources. The upshot of the Portuguese period of colonial administration was “a
traditional society where capitalist penetration had hardly taken place at all, with a
people relying overwhelmingly on subsistence agriculture” (Hill 2002, 40).

West Timor in 1949 became part of the new archipelagic nation of the
Republic of Indonesia following the region’s independence from the Dutch after
World War II. East Timor, however, remained an undeveloped colony of Portugal
until in 1974 Portugal’s Carnation Revolution set in motion the granting of
independence for the colonial power’s overseas provinces.

This period afforded a hitherto denied opportunity for the small number of
educated East Timorese elites to engage in political debate and organisation (Nixon
2008, 124). However, conflicting ideologies and opinion about whether to integrate
with neighbouring Indonesia or embark on the road to independence, and the pace at
which the latter goal might be achieved, erupted into civil war in August 1975. By
September 1975 the Revolutionary Front for an Independent East Timor
(FRETILIN), which enjoyed a majority of popular support, emerged as the nominal
governing authority in East Timor (Nixon 2008, 136). This victory was, however,
short lived as Indonesia, capitalising on – and to a degree fomenting – the civil
unrest, invaded and annexed the country in December 1975. 148

FRETILIN went on to lead a guerrilla resistance campaign against the
Indonesian occupation which was ultimately ended by another political event,
namely the violent overthrow of President Suharto in 1998. The ensuing liberalised
political climate in Indonesia saw a referendum called by Suharto’s chosen
successor, President B.J. Habibe, which gave East Timor a choice between
autonomy within Indonesia or independence. The referendum was conducted in
August 1999, and of the 98.6 per cent of East Timorese who turned out to vote 78

148

It should be noted that the Indonesian occupation period was only one of several experienced by
East Timor, which are summarised as comprising “400 years of Portuguese rule, four years of
Japanese rule (during World War II), 24 years of Indonesian rule and three years of UN
administration,” and which are attributed with instilling in the East Timorese people a measure of
resilience and fighting spirit (Greenlees 2002d, 1).
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per cent were in favour of independence.

Tragically, this result unleashed a

campaign of violence perpetrated by pro-Indonesian militia backed by the
Indonesian military.

Within a few weeks a United Nations sanctioned international peacekeeping
force named InterFET (International Force in East Timor), led and organised by
Australia, entered the fledgling democracy of East Timor and quickly restored
order.149

This force subsequently became the basis for the UN Transitional

Authority in East Timor (UNTAET), established in October 1999 under UN
Resolution 1272.150 This approximately three year interim period of UNTAET
governance culminated with East Timor’s independence on 20th May 2002.

The Indonesian period, lasting over two decades, is marked by several
features that it is argued here influenced the approach of the East Timorese
negotiators in Timor Gap talks. Firstly, Indonesia’s 1975 annexation took place
with implicit acceptance of the international community; in this regard the US and
Australia, who have a close strategic relationship in the region, feature prominently.
At the height of the Cold War period and in the wake of the fall of Saigon in April
1975, along with Communist victories in Laos and Cambodia, the spectre of a
Russian or Chinese presence in the region – just 500 kilometres from Australian
shores – loomed large. This concern was heightened by reports, albeit contested,
that FRETILIN was under Communist control (Simpson 2005, 291). Within this
geopolitical environment western diplomats viewed Indonesia as “a non-aligned but
pro-western bastion of anti-Communism in Southeast Asia” (Simpson 2005, 282).

Arguments that the US were complicit in Indonesian President Suharto’s
planned invasion are vindicated by a US State Department communiqué requesting
that Indonesia take no military action until after a planned state visit to Jakarta by
President Ford and Secretary of State, Henry Kissinger, on 5-6 December, 1975

149

For discussion on the formation and operation of INTERFET see Cotton (2004, 125-132).
UN Resolution 1272 vested UNTAET with overall responsibility for the administration of East
Timor, and powers to exercise all legislative and executive authority, including the administration of
justice (Aus. Senate Committee, 2000, 65-66).

150
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(Simpson 2005, 295). Australia had earlier made its stance clear during a September
1974 meeting between Prime Minister Gough Whitlam and President Suharto, where
Whitlam announced that “Portuguese Timor should become part of Indonesia,”
although “in accordance with the properly expressed wishes” of its inhabitants “for
the domestic audience of Australia” (Simpson 2005, 286). While Suharto supported
self-determination, independence was ruled out as being incompatible with
Indonesian security and regional interests.

The Whitlam government’s complicity in this matter generated speculation
that Australia was motivated by the expectation that agreement to close the Timor
Gap between points A16 and A17 would be readily achievable with Indonesia
(Forbes 2001, 206; Stepan 1990, 13; King 2002, 16; Aus., Senate 2000, 148). This
speculation is lent substance by a cable sent by then-Australian ambassador in
Jakarta, Richard Woolcott, to the Whitlam government on 17 August 1975, just prior
to the invasion:
I wonder whether the Department (Foreign Affairs) has ascertained the
interest of the Minister or the Department of Minerals and Energy in the
Timor situation. It would seem to me that this Department might well have
an interest in closing the present gap in the agreed sea border and this could
be much more readily negotiated with Indonesia … than with Portugal or
independent Portuguese Timor.151
The degree to which this consideration actually influenced Australia’s conduct
remains arguable. In fact, it could have been one of several considerations alongside
the communist spectre and, as argued by Simpson (2005), the assessment “that an
independent East Timor would produce regional instability and was too small and
too primitive to merit self-determination” (Simpson 2005, 282).

The second feature of note arising from the Indonesian period is that the
above political machinations occurred as the first generation of East Timorese
political leaders were emerging, and would thus have influenced the developing
political culture, and specifically attitudes towards Australia. That is, many of that
generation, most notably Mari Alkatiri, José Ramos-Horta, and Xanana Gusmao,
151

This quote from an Australian Department of Defence, Foreign Affairs and Trade cablegram dated
17 August, 2005. Cited in Cleary (2007, 22).
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were active in Timor Gap negotiations after independence in 2002.152

It can

therefore be argued that the above events influenced East Timor’s negotiating tack,
particularly the strong resolve to assert East Timor’s claims in deference to those of
Australia, which was interpreted by many in Australia as being unaccountably
‘tough’ and even ‘stubborn’ (East Timor’s Tough Talk 2005, 8).153

A further important influence on the political motivation of the East
Timorese negotiators is the ideological roots of the FRETILIN party. As discussed
above, FRETILIN’s alleged Communist tendencies were a motivation for the
international community’s acquiescence in Indonesia’s 1975 annexation of East
Timor.

FRETILIN’s Marxist tendencies were subsequently subject to constant

speculation throughout the Timor Gap negotiations.

In fact, FRETILIN’s original party platform was founded on the “universal
doctrines of socialism and democracy” (Nixon 2008, 108). However, the party did
come under the influence of a minority core of political activists who had returned to
Dili from Lisbon following the Carnation Revolution, and who were committed to
“developing Marxist policies appropriate to Timorese conditions” (Nixon 2008,
108). This early influence was manifest in policies emphasising economic cooperatives and the expropriation of large farms, a policy that was consolidated in
May 1977 with the official adoption of Marxist ideology and subsequent promotion
of left-wing cadres within the party (Nixon 2008, 151). However, it is not apparent
that this direction ever translated into significant action, not least because “large
farms were few in number, and most land was already accessible to the population”
(Nixon 2008, 111).

152

Mari Alkatiri (FRETILIN founding member, Prime Minister 2002-2006); José Ramos-Horta
(FRETILIN founding member, Foreign Minister 2002-2006, interim Prime Minister 2006-2007,
President, 2007- ); and Xanana Gusmao (Leader of FALINTIL [armed wing of East Timorese unified
resistance movement], President 2002-2006, Prime Minister 2007- ).
153
As a further example of Australia’s reaction to East Timor’s tough negotiation stance, Cleary
(2007) reports that in September 2005 East Timorese Foreign Minister, José Ramos Horta, having
spoken to his Australian counterpart, Alexander Downer, realised that “Australia had lost patience
and was preparing to dump the (IUA) agreement” (Cleary, 223-224). Following some internal
political lobbying by Ramos Horta and subsequent concessions, agreement on the CMATS treaty was
reached in November, 2005.
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Seven years later, in April 1984, the Marxist ideology was officially
abandoned (Nixon 2008, 151) and it can be argued that, while FRETILIN remains a
Leninist cadre party, subsequent events such as Presidential and constitutional
elections, held in 2006 and 2007 respectively, are more ideologically aligned with
the party’s founding social democratic principles.

In short, it is debatable whether the FRETILIN-led government’s
negotiations with Australia were driven by hard-core communist ideology, as was
portrayed by certain analysts in Australia, most notably in that country’s only
national broad-sheet daily, The Australian.154 However, it is conceivable that the
FRETILIN party’s history of concern for social justice, be it under the guise of
Marxism or Social Democracy, affected the government’s resolve to secure what it
perceived to be a fair and just apportionment of Greater Sunrise resource wealth.

The final noteworthy point in regard to the Indonesian period is its
development legacy, which is generally assessed as being mixed. The initial period
of occupation saw much dislocation and bloodshed, estimated at approximately
180,000 deaths, or approximately one third of the total population, as Indonesian
troops sought to rout FRETILIN resistance fighters from their rural strongholds.155
However, by the early-1980s Indonesia, having consolidated power, began to
allocate significant resources to the region.

For instance, notable progress in education was made; although, this did not
translate into employment opportunities in either the public or private sectors. The
public sector was dominated by new Indonesian migrants who had relatively
advanced education qualifications plus a natural advantage in the prescribed
language within the service, Indonesian (Nixon 2008, 180). These same factors,
plus an alleged lack of indigenous entrepreneurial ability, produced similar

154

For instance, see statements such as “big oil is less than impressed with the lean to Marxist
Leninism adopted by East Timor” (Wilson 2006g, 30).
155
While the higher figure of 200,000 is commonly quoted as an estimate of the death toll during the
24 year Indonesian occupation period, in 2006 the UN Reception, Truth and Reconciliation
Commission report cited the figure of 183,000, 102,800 of whom were killed or disappeared mostly at
the hands of Indonesian security forces or their militia, and 84,200 who died from hunger and
illnesses linked to the conflict (Panel: up to 183,000 2006).
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outcomes in the private sector. In the primary agriculture sector investment in
selected industries was of insufficient scale to generate widespread employment, so
that by the end of the Indonesian period “ninety per cent of rural dwellers remained
subsistence farmers” (Nixon 2008, 196). In short, East Timor at the end of the
Indonesian period remained amongst the least developed regions in the
archipelago.156

This legacy was sustained under the approximately three year UNTAET
administration period. During this period the economy, particularly in Dili, received
an artificial boost from UN-led peacekeepers and the presence of associated foreign
advisors.

However, from late-2004 as the approximately 8,500 peace keepers

withdrew and other services were scaled back, the economy began to deteriorate
(Curtain 2006, 6; World Bank 2006, 31).

These foreign agencies have been criticised for their precipitous departure,
without having improved East Timor’s basic services and administrative capacity.157
As at early-2006, four years after independence, East Timor remained the poorest
country in Asia, with the world’s lowest per capita income of US$370 per year, and
falling (UNDP 2006, 1). The point to make is that Greater Sunrise’s potential to
generate hitherto denied national economic development conceivably strengthened
the resolve of the East Timorese negotiators to hold out for an improved deal. In
conclusion, the above three features – a historical legacy of political occupation,
exploitation, and economic under-development – must be considered in the
assessment of the East Timorese officials’ handling of Timor Gap negotiations.

156

Nixon (2007, 179) points out that while Indonesia did expend considerable effort to promote
social and economic development in its newest province, these goals were often in conflict with the
policy of tight internal security and political suppression. In addition, a culture of extravagance and
corruption inherent in the Indonesian administration, facilitated by the guaranteed availability of
central government funds, were not conducive to achieving development goals.
157
For instance, it is asserted by the East Timorese government that “more than half the foreign
assistance to the country was spent on salaries and consultancy fees to foreign advisors,” or, in short,
that “they came, they spread their money around, and left” (World Bank 2006, 31).

192

Chapter Five: Greater Sunrise Case Study

Summary
The above section locates the Greater Sunrise gas field within the Timor Gap, an
historically contentious maritime area in which Australia has been unable to settle
boundaries despite engagement with several regimes over a number of years. It is
argued that this hiatus has much to do with aspirations to control the petroleum
potential of the northern Bonaparte Basin. Corroboration for this argument is found
in the potential value of Greater Sunrise, which is shown to include direct
government revenue, in addition to multiplier and value-added, as well as national
interest, benefits. This fact, coupled with proximity to Asia-Pacific LNG export
markets and the future petroleum development prospects in the area make the Timor
Gap a valuable maritime region worth negotiating for.

However, exploitation in the Timor Gap has been sporadic largely due to the
absence of politico-legal accord in regard to maritime boundaries.

Petroleum

companies are unwilling to commit resources to either exploration or development
in such a climate of uncertainty – the exploration hiatus of over a decade that
occurred between Indonesia’s 1975 invasion of East Timor and the signing of the
Timor Gap Treaty in 1989, and then beginning again following the fall of the
Suharto Government in 1998, highlights this point. The signing of the Timor Sea
Treaty in May 2002 ostensibly created the legal and fiscal certainty that would
address this situation. However, as will be discussed in Sections 5.2 - 5.3 below,
this proved not to be the case.

East Timor’s historical and political legacy are also explored. Over three
hundred years of Portuguese colonial administration is found to have bestowed a
legacy of underdevelopment in terms of social, economic, and political
advancement. The period of Indonesian occupation between 1975 and independence
in 1999 generated mixed outcomes, and created considerable social upheaval,
especially during its early stage. It is argued that this turbulent history influenced
the tack adopted by the East Timorese elites involved in Timor Gap negotiations.
The influence of this legacy is apparent in circumspection about the motivations of
Australia, a pseudo-Marxist ideological determination to ensure a just distribution of
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capital wealth, and a determination to secure a large portion of petroleum revenue as
a means to secure hitherto denied economic development. Conversely, Australia
had its own national interest imperatives, a scenario that ensured negotiations would
be hard fought and, in consequence, protracted.

5.2 The Timor Gap: History of Maritime Boundary Negotiations

Introduction
There has been a great deal written about negotiations to close the Timor Gap. That
much of this analysis has been generated within the discipline of international law is
symptomatic of the period during which negotiations unfolded. That is, negotiations
occurred as significant effort was being made amongst the international community
to legally codify maritime boundary determinants. This advent also meant that
negotiations were conducted in a climate of legal uncertainly which inhibited closure
of the Timor Gap, and which ultimately required recourse to political compromise.

The Timor Gap negotiations must also be viewed within the context of a
period of regional geopolitical volatility.

Attempts by Australia and European

colonial power, Portugal, to close the Timor Gap were unproductive. Australia did
conclude the Timor Gap Treaty (1989) with succeeding colonial power, Indonesia;
however, following East Timor’s vote for independence in 1999 a transitional and
then a succeeding treaty had to be negotiated. This task was assumed by the interim
United Nations Transitional Authority in East Timor (UNTAET); however, it was
complicated by the contrasting goals of key East Timorese stakeholders within the
emergent democracy.

The resource potential of the Timor Gap, which became evident during the
early-1970s, also attracted claims from other stakeholders – namely petroleum
company PetroTimor – and generated diverse legal opinion that in turn became the
basis for intense debate.

These factors, considered in aggregate, illustrate the

complex issues that affected negotiations and help explain why a maritime boundary

194

Chapter Five: Greater Sunrise Case Study

resolution to the Timor Gap – which has adversely affected the timely development
of Greater Sunrise – has been so elusive.

5.2a Evolution of Maritime Boundary Delimitation in International Law
The Law of Sea – ‘the jurisdictional limits of States on and beneath the sea’ – is an
evolving area of international law that can be traced back to Roman times (Kaye
2001, 2).158 Moreover, consensus amongst the international community has been
historically elusive. This is in part due to the unequal distribution of contiguous
maritime territory globally: Australia, for instance, as the only continent to be
occupied by a single state and the largest state without an adjoining land border, has
potential claim to millions of square kilometres of maritime territory.

This reality conceivably influenced the seventeenth century legal scholar
Hugo Grotius, who invoked divine ordinance to argue that the oceans could not be
subject to the sovereign control of any one nation, giving rise to the concept of the
‘common heritage of mankind’.159 By the eighteenth century, however, realpolitik
prompted the emergence of consensus about limits of the territorial sea based on the
range of a shore-based cannon; although, agreement remained elusive with limits
being claimed of between 3 to 12 M. The territorial sea was eventually enshrined at
12 M (see Figure 42) in the Third United Nations Conference on the Law of the Sea
(UNCLOS III).160

158

The history of the evolution of the Law of the Sea described in this section is taken, unless
otherwise indicated, from the summary in Kaye (2001, 1-13).
159
Grotius states: “(f)or do not the oceans, navigable in every direction, with which God has
encompassed all the earth, and the regular and the occasional winds which blow now from one
quarter and now from another offer sufficient proof that Nature has given to all peoples a right of
access to all other peoples.” Quote sourced from the following internet site,
http://aloha.com/~craven/chclos.html.
160
For a brief discussion on UNCLOS III see footnote 3 above.
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Figure 42.
Australia’s Maritime Zones

Figure 42. Australia's Maritime Zones

Source: Aus., Environment Australia 1999, 41.

UNCLOS III, the final of three international conferences convened to
determine maritime jurisdiction and rules governing the exploitation of contiguous
natural resources, also prescribed for maritime boundaries projecting beyond the
territorial sea. The contiguous zone, with its roots in the emerging twentieth century
requirement for states to uphold security beyond their territorial sea, was determined
at 24 M. The exclusive economic zone (EEZ), a concept that had emerged in the
1950s primarily to address economic concerns about exploitation of the seabed and
the superadjacent water column, including fisheries, was settled at 200 M.
Jurisdiction over a state’s continental shelf was also concerned with economic
exploitation, although principally of “mineral and other non-living resources of the
seabed and its subsoil, as well as any other sedentary creatures living on the sea
bottom” (UN 1982, Pt. IV, 76:1).

The expansion of state maritime jurisdiction to include the continental shelf –
also known as the principle of natural prolongation – was established with US
President Truman’s continual shelf proclamation of 1945, which became the catalyst
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for a series of similar declarations by other states over the following decades.161
Impetus for the Truman Proclamation came from the growing application of
offshore drilling technology that occurred from the late-1920s, and it is therefore
consistent that exploitability was one factor used to define the continental shelf in
the 1958 Geneva Convention on the Continental Shelf, the concluding document of
the first UNCLOS convention. The other criteria was water depth, with both criteria
able to be applied to an arbitrary limit of 200 M. However, the definition of
exploitability became the subject of debate from the 1960s, again largely due to the
impact of advancing technology, and the continental shelf was redefined in
UNCLOS III.

Settlement of what constituted the continental shelf was one of the most
contentious issues considered during UNCLOS III deliberations, which ran over
almost a decade between 1973 and 1982 and, as a result, arrived at a “complex
consensus definition” (Kaye 2001, 9) lacking prescription. UNCLOS III at Part IV,
Article 76, defines a State’s continental shelf as:
(T)he seabed and subsoil of the submarine areas that extend beyond its
territorial sea throughout the natural prolongation of its land territory to the
outer edge of the continental margin, or to a distance of 200 M from the
(country’s) baselines (UN 1982, Pt. IV, 76:1).
This definition was the cause of much debate during negotiations over jurisdiction in
the Timor Gap, as will now be discussed.

5.2b Initial Maritime Boundary Negotiations Affecting the Timor Gap
Australia first laid claim to its continental shelf in 1953. In 1967 the Petroleum
Submerged Lands Act regulated exploration and exploitation of petroleum resources
on the shelf, and then in 1973 the Seas and Submerged Lands Act provided the
legislative framework for Australia’s claim (Cook 1987, 133). The UNCLOS III
161

Kaye (2001) cites an earlier occasion of delimiting a continental shelf between Great Britain and
Venezuela in 1942; however, the Truman Proclamation is generally accepted as the origin of the
practice due to its ‘profound effect on State practice’. The Truman Proclamation stated that “the
exercise of jurisdiction over the natural resources of the subsoil and sea bed of the continental shelf
by the contiguous nation is reasonable and just” (Kaye 2001, 7).
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Article 76 definition significantly bolstered Australia’s entitlement, as it allowed
jurisdiction over a distance exceeding the previously accepted 200 M, to a maximum
of 350 M.162 However, in cases where delimitation of the continental shelf between
states with opposite coasts is required – that is, where the distance between two
countries is less than 400 M, as is the case with the Timor Gap – Article 76 is
without prejudice to boundary settlement (UN 1982, Pt. VI, 76:10).163 In short,
Article 76 defines, rather than provides a basis for delimitation of, the continental
shelf (Triggs 2000, 117).

Provision for delimitation is covered in Article 83(1) which states that this
“shall be on the basis of international law … in order to achieve an equitable
solution” (UN 1982, Pt. VI, 83:1). Kaye (2001) describes this definition as “an
acceptable (if fragile) compromise … that did little to clarify the method by which
delimitation was to take place” Kaye (2001, 16), and which effectively left such
matters in the hands of international tribunals.164 A series of decisions made by the
International Court of Justice (ICJ) from this period progressively diminished the
importance of natural prolongation as a determinant of delimitation, in favour of
equidistance.

This trend might potentially disadvantage Australia, as the Timor Trough –
the geomorphic feature from which the edge of its continental shelf is measured –
lies approximately 200 M from the county’s northern coast, but at a distance of
between just 30 M and 60 M from East Timor.165 That is, under the equidistance

162

Kaye (2001, 10) notes that the Maritime Legislation Amendment Act 1994 (Cth), which adopted
this Article 73 definition, gave Australia continental shelf rights of approximately 11.9 million sq/km,
of which 4.6 million sq/km – or 39 per cent – extends outside its 200 M jurisdiction.
163
Delimitation is defined by Antunes (2003, 21) with reference to the Encyclopaedia of Public
International Law (Volume 3), 1997, as “the process that consists of establishing lines separating
from each other the maritime areas in which coastal states exercise sovereignty or jurisdiction …
essentially a matter of ‘arbitration of areas’.”
164
Kaye (2001, 17) explains that this compromise solution was arrived at to appease both states
wanting equidistance as a criteria, and opposing states – who stood to lose under this definition – who
were arguing for equity as a determinant.
165
As both geomorphic and geological evidence is cited in arguments about whether the Timor
Trough constitutes the edge of Australia’s continental shelf, an explanation of the two terms is in
order. Geomorphology refers to seabed surface features, and is therefore used to describe the Timor
Trough as a subsea feature, while geology is the history of the earth as recorded in rocks, and is
therefore used, for instance, to compare fossils found on either side of the Timor Trough. Both of
these disciplines can be loosely categorised as belonging to the science of geophysics.
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criteria Australia’s entitlement might be reduced to around just 130 M. Australia’s
legal position has been that UNCLOS Article 83(1) applies only to cases where
opposite states share a continental shelf. Certainly all of the international legal
rulings that had up until 2000 adopted equidistance in preference to natural
prolongation had involved cases where states shared a common shelf (Triggs 2000,
118,124).

However, Australia’s argument for boundary entitlement according to natural
prolongation relies upon geological and geomorphological evidence that the Timor
Trough does indeed mark the edge of its continental shelf. In fact, contrary evidence
exists. On the one hand it is argued that the Timor Trough does not mark the break
between two distinct shelves, but is merely a ‘crumple zone’ or declivity on a single
shelf – the Australian tectonic plate – which extends north beyond Timor Island and
terminates where it meets the Indonesian tectonic plate in the vicinity of the Banda
Arc.166 According to this evidence, the Timor Trough formed as a result of the
collision between these plates, while Timor Island represents a new mountain range
built by thrusting caused by the convergence of the plates.167

Conversely,

proportionate evidence exists to back Australia’s claim that the Timor Trough
represents the convergence of separate shelves.168

This contrary evidence has been selectively cited by stakeholders from both
the Australian and East Timorese side of the Timor Gap debate. However, definitive
statements such as “there is no doubt the Australian continental margin extends
northwards to the … Timor Trough” (Prescott 1999-2000, 76), and, conversely,
“(t)hese studies have proved conclusively that the Timor Trough does not mark a

166

The formal names of these plates are the Indo-Australian and Eurasian plates (Cadman and
Temple 2004, 16).
167
Nick Hoffman (geophysics scientist, University of Melbourne), email correspondence to author,
July 12, 2000.
168
While it is beyond the scope of this research to source and examine all of this evidence, the
following primary and secondary references will be of use for those wishing to pursue this matter
further. Arguments for the single shelf thesis are made in Hoffman (2001); Charlton (2003, par. 17);
while Antunes (2003, 28) references work by Joachim Genrich; and Cleary (2007, 9) references
geological work done by Michael Audley-Charles, G. Hutchinson, and Geir Yrteland. Arguments
that the Timor Trough represents a break in the continental shelf are made in US Department of State
(1979, 3-4); Cadman and Temple (2004, 16); Forbes (2001, 177); while Kaye (2001, 67) also
references several publications that argue this position.
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break in the shelf” (Cleary 2007, 9), are disingenuous given that evidence for both
cases is widely available.

In any event, as mentioned above, international legal rulings from the late1970s began to discount geomorphic and geological features in determining
maritime boundaries for countries less than 400M apart, in favour of equidistance.
The ICJ Libya vs Malta ruling of 1985 is frequently cited as being definitive in that
it “found that the principle of natural prolongation (had) been overtaken entirely”
(Triggs 2000, 120).169 This situation marginalised the significance of the continental
shelf for Australia in the event of a legal ruling; however, other legal considerations
still supported its case.

These included its longstanding claim to a shelf boundary from 1953, and
also the existence of treaties signed with Indonesia in 1971 and 1972 based in the
same principle (Triggs and Bialek 2002, 34-35; Antunes 2003, 14; Brazil 2001, 135;
Kaye 2001, 37). Further, it is argued that the significant size of the Timor Trough
makes it difficult to discount as a relevant geomorphic feature (Triggs and Bialek
2002, 34-35; Kaye 2001, 35; Brazil 2001, 135). Similarly, Australia’s coastline,
being longer than East Timor’s, might conceivably be reflected in a proportionally
greater boundary entitlement (Triggs and Bialek 2002, 34-35; Antunes, 2003, 26-27;
Kaye 2001, 29-31). In short, as concluded by Triggs and Bialek (2002, 30), the
outcome of any appeal to an international judicial body would be unpredictable, thus
presenting significant risks for both East Timor and Australia.

Australia’s steadfast claim to maritime jurisdiction over its continental shelf
can be understood in the context of two considerations – increasing awareness of the
shelf’s petroleum potential, and strategic trade, defence, and security concerns. In
this latter regard Cotton (1999a) observes that the region to Australia’s north, and
specifically Timor island, “has been a concern to Australians for reasons of security
for as long as it has been a subject of commercial interest” (Cotton 1999a, 1).

169

This trend had in fact commenced earlier – the Tunisia vs Libya case of 1977 is also frequently
cited as being decisive. For a general discussion on the decline of natural prolongation that includes
several other relevant cases, see Kaye (2001, 17-39).
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The Timor Sea has long been recognised by Australian defence strategists as
bridging the air-sea gap that is crucial to Australia’s northern defence. During
World War II Australian soldiers and East Timorese locals fought alongside each
other in a bloody guerrilla war against encroaching Japanese forces, who did breach
the airborne gap with bombing raids on Darwin on sixty-four occasions.170
Subsequently, in the cold war setting following the 1975 communist victories in
Indochina, the spectre of a Russian or Chinese presence just 500 kilometres from
Australian shores loomed large (Cotton 1999a, 2).

Further, although not a

consideration during early Timor Gap negotiations, an emerging contemporary
threat to Australia exists in relation to the ill-defined global war on terror, with the
Southeast Asian wing of the Al Qaeda network reportedly having plans to
incorporate north Australia into an Islamic state based in the Indonesian archipelago
(Catley 2003, 5).

Related to the matter of regional defence is that of safeguarding Australia’s
northern maritime trade routes. The Timor Sea forms part of a network of sea lanes
of communication (SLOCs) (see Figure 43) that carry traffic in energy, commerce
and military power; these strategically important routes are referred to as Australia’s
‘maritime bridge into Asia’. Indeed, it is recognised that Australia’s ability to
capitalise on increasing regional development opportunities is dependent upon it
“building on the already extensive network of maritime links with Asia” (Bateman
and Sherwood 1995, xv). Accordingly, the Australian are mindful of the defence
implications associated with these SLOCS: “sea control and sea denial will remain
crucial for keeping the … (SLOCs) open” (Tewes et al 2004, par. 58).

170

For details on the Australian – East Timorese campaign see Cotton (1999a, 1-2), and Kingsbury
(2001, 394-95). For details on the bombing of Darwin see, Aus., National Archives (2000).
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Figure 43.
Major Maritime Trade Routes: Asia-Pacific

Figure 43. Map: Austral-Asia Sea Lanes of Communication

Map reproduced with permission from the authors
Note: The Australian Ship Reporting System (AUSREP) system forms part of
Australia’s Maritime Search and Rescue (SAR) system, and requires mandatory
reporting of shipping movements for certain types of vessels within the designated
area south of the red line marked above.

One apparent threat to the SLOCs comes from the growth in regional piracy.
Of particular infamy are the Malacca Straights; denoted ‘the pirate capital’ of the
world this seaborne channel – at its narrowest less than 3 kilometres wide between
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Sumatra and Singapore – is designated high risk status and, accordingly, affects
shipping costs and insurance premiums. In regard to passage through the Timor Sea,
it is noted that:
(N)arrow passages (exist) in the eastern end of the Indonesian archipelago,
which is in a direct line between the JPDA and North-East Asian export
markets, which would require ships to stream at very slow speeds,
increasing their vulnerability to attack (Flint 2003, 29).
The recommendation in response to this potential threat is that security concentrate
on safeguarding approaches to ports, with FPSOs, fixed wellhead platforms, and
associated transport ships within the JPDA effectively constituting a system of
offshore ports (Flint 2003, 29). To facilitate this system, clearly Australia would
need to maintain overarching defence jurisdiction within this area.

Besides forming a vital link to Australia’s trade interests and economic stake
in Asia, the Timor Sea is vulnerable to regular breaches of Australia’s sovereignty,
namely the violation of Australia’s Exclusive Economic Zone (EEZ) by illegal
fishing interests, and – as highlighted internationally by the 2002 Tampa crisis –
traffic in seaborne refugees.171 Such breaches pose not only economic and security
threats, but also health risks, as demonstrated by the late-2005 Asian bird flu
crisis.172 Other potential for trans-national crime in the region exists in the form of
weapons smuggling, narcotics trafficking and the heightening possibility of a
maritime terrorist attack, particularly against an FSPO, a fixed wellhead, or an
associated transport ship.173 As such threats are not of a traditional military nature
they are cumulatively referred to as non-traditional security threats.

171

The ‘Tampa Crisis’ denotes the occurrence of Sunday 26th August 2001, when, in an act of
maritime responsibility, the captain of the Tampa, a Norwegian container vessel, took aboard his ship
438 mostly Afghan refugees from a sinking wooden vessel. This group represented the latest in a
growing stream of refugees making the journey south from Indonesia to seek asylum in Australia.
The steadily rising government approval ratings that occurred during this incident was arguably
representative of the apprehension felt by a number of Australians about this trend and, by extension,
the national importance placed on maritime security.
172
The H5N1 strain of avian bird flu surfaced in Asia in late-2005. In October of that year, having
claimed the lives of 60 people in Asia and being confirmed in Europe, media reports raised the
spectre of a flu pandemic that would reach Australia. In response, the Australian government
considered the possibility of vaccinating the entire population (Wroe 2005, 3).
173
For a discussion, see Flint (2003, 27–33).
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A factor associated with the increase in regional non-traditional security
threats is the growing number of states afflicted by political and social unrest. These
states, often termed failed states, comprise several countries stretching from Fiji in
the south-west Pacific, through eastern Indonesia, and to the southern Philippines in
a geographical configuration known as the ‘arc of instability’.

For instance,

following the violent overthrow of Indonesia’s President Suharto in 1998, concern
existed about the possibility that the resulting disorder would generate refugee
flows, as well as military uncertainty (Cotton 1999b, 42). The upshot of this advent
is that Australia, viewed as the sole stabilising force in the region, has assumed an
interventionist role, for instance in, besides East Timor, Papua New Guinea
(Bougainville), the Solomon Islands, and the Southern Philippines.

That is,

Australia has increased its projection of power in the region, which must be
maintained by a credible presence and adequate capability. This requirement is
given added emphasis by the abovementioned prospect of terrorist activity since the
September 11th 2001 attacks on the New York World Trade Towers, a heightened
concern for all of the littoral states in the region. Such activity – as with 12th
October 2002 Bali bombing – requires readiness by Australia for rapid air and sea
deployments, most effectively achieved by maintenance of a strong regional sea and
airborne presence.

Related to Australia’s growing projection of regional strategic-military
power are considerations of sovereign principle. That is, “territorial borders delimit
sovereign ownership and … what goes along with this – international autonomy and
domestic supremacy” (Williams 2003, 26). Accordingly, it is highly implausible
that Australia would countenance territorial concessions to its north. This point
gains credence when considered in the context of traditional apprehension about
Australia’s Northern Territory looking “like a colonial intrusion into tropical
Australia-Asia” and therefore the imperative to “sustain a moral claim to a continent
uniquely owned by one people” (Catley 2003, 5). Moreover, the risk of unravelling
some six thousand nautical miles of boundary with Indonesia associated with any
territorial concession is highlighted by Foreign Minister Downer: “(t)hat is a very,
very big issue for us and we are not in the game of renegotiating them (borders with
Indonesia)” (Greenless 2002a, 12).
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In regard to Australia’s increasing awareness of the continental shelf’s
petroleum potential, this commenced with exploration data that became available
from the late-1960s. The subsequent initiation of the Petroleum Submerged Lands
Act (1967) enabled the Australian Federal Government to issue legal exploration
permits right up to the Timor Trough, thereby reinforcing Australia’s maritime
jurisdiction to that point (Kaye 2001, 48). However, at this juncture Portugal – who
was also claiming jurisdiction over the disputed area according to the median line
equidistance principle – was approached by US company, Oceanic Exploration, to
grant concessions in the Timor Gap. This advent prompted Portugal to seek formal
delimitation talks with Australia; however, Australia declined stating that it wished
to first conclude maritime negotiations with Indonesia that had commenced in 1970
(Antunes 2003, 6).

The Australian - Indonesian negotiations culminated in two boundary
treaties. The first, concluded in 1971, established a boundary from west of Cape
York to north of Arnhem Land (refer Figure 3). The treaty is notable insofar as,
while delimiting the continental shelf, it also largely followed a line of equidistance.
(Kaye 2001, 45-46). The second treaty, concluded in 1972, extended this boundary
westwards – excluding the Timor Gap – as far as the Australian Territory of
Ashmore and Cartier Islands.174

The 1972 Treaty is significant in that it deviated considerably from the line
of equidistance in deference to Australia’s argument for its continental shelf rights.
However, Article 3 of the 1972 treaty notes that points A16 and A17 (refer Figure
36) do not necessarily imply that a future boundary across the Timor Gap would be
drawn as a straight line, and that adjustment to the points might be required by
whichever third country – now East Timor – eventually exercised its sovereign
rights in that jurisdiction (Aus., Senate 2000, 59). Notwithstanding Article 3, it was
certainly the Australian Government’s expectation that the straight line scenario
174

Details of the two Treaties are: Agreement between the Government of the Commonwealth of
Australia and the Government of the Republic of Indonesia establishing Certain Seabed Boundaries
(Canberra, 18 May 1971). Entry into force: 8 November 1973; Agreement between the Government
of the Commonwealth of Australia and the Government of the Republic of Indonesia establishing
Certain Seabed Boundaries in the Area of the Timor and Arafura Seas, Supplementary to the
Agreement of 18 May 1971 (Jakarta, 9 October 1972). Entry into force: 8 November 1973.
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would prevail (Aus., Senate 2000, 156), a misguided notion that would beleaguer
subsequent negotiations.

It is conceivable that the straight line scenario would have been seen as a
likely resolution at the time, given that the recently concluded negotiations had been
conducted

in

accordance

with

the

contemporary

emphasis

on

natural

prolongation.175 This benchmark, established in the 1958 Geneva Convention, had
been bolstered by a 1969 ICJ ruling on the North Sea continental shelf boundary
(Forbes 2001, 179; Kaye 2001 8, 49; Antunes 2003, 4).

Conversely, it was

indicative that during negotiations for the 1972 Treaty Indonesia would not
acquiesce to Australia’s proposal that the boundary run along the Timor Trough’s
thalweg. Kaye (2001, 48) suggests that Indonesia likely favoured continuation of
the equidistance line used in the earlier 1971 treaty.

The eventual compromise position placed the boundary one third of the way
down the Timor Trough’s southern side, along the 200 metre isobath. The 1971 and
1972 agreements were the last such international agreements to recognise natural
prolongation as a relevant factor (Kaye 2001, 51).176 The swift decline in the
significance of this factor over the following decade is highlighted by a 1981
Memorandum of Understanding (MOU) designating a provisional fisheries
boundary between Australia and Indonesia.177 In that agreement the median line
principle largely prevailed and, indeed, was enshrined the following year in
UNCLOS III (Cook 1987, 135; Kaye 2001, 52).

The pending inclusion of this provision in UNCOLS III had been a reason
stated by Portugal for declining a 1973 invitation from Australia – having recently
strengthened its case for natural prolongation with the conclusion of the 1971 and
175

Forbes (2001, 191) argues that this scenario had considerable justification up until a succession of
court cases in the 1980s (e.g. the Libya vs Malta case) adopted the median line principle.
176
Kaye (2001, 20) also notes that the 1972 treaty was unique in that, as at 2000, it was the only
agreement concluded between states where the geomorphological features of the seabed were a major
consideration in boundary delimitation. For further discussion see Forbes (2001, 180). Kaye makes
this point in relation to forty agreements surveyed, while Cleary (2007, 13) makes the same point in
relation to a figure of sixty.
177
Memorandum of Understanding between the Government of the Republic of Indonesia and the
Government of Australia Concerning the Implementation of a Provisional Fisheries Surveillance and
Enforcement Arrangement (Jakarta, 29 October 1981).
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1972 treaties – to commence formal delimitation negotiations (Antunes 2003, 6).
Portugal subsequently proceeded in January 1974 to issue permits based on the
equidistance principle to Portuguese-based company PetroTimor, 80 per cent owned
by the aforementioned Oceanic Petroleum, in an area of the Timor Gap that
overlapped the previously issued Australian concessions.

This act prompted a

formal protest from Australia who, along with the Australian petroleum companies
operating in the area, were reportedly ‘shocked’ (King 2002, 11). That is, Portugal’s
action revealed a “rejection of Australia’s claim to the whole of the continental shelf
south of the Timor Trough” (Antunes 2003, 8), a concern no doubt heightened by
the discovery shortly thereafter, in June 1974, of Troubadour-1.

5.2c PetroTimor: Contested Timor Gap Concessions
Portugal’s granting of concessions to PetroTimor set in motion a series of legal
challenges that greatly contributed to the unstable legal and political environment
shrouding the Timor Gap. Following the Indonesian invasion of East Timor in 1975
PetroTimor was forced to abandon its offices in East Timor’s capital, Dili, and under
the situation of force majeure that prevailed from that point also ceased exploration
activity.

Over a decade later, in August 2001, PetroTimor initiated Australian

Federal Court action against the Australian Government over its signing in 1989 of
the Timor Gap Treaty with Indonesia. The company sought annulment of the Treaty
and, more importantly, of Production Sharing Contracts (PSCs) issued under its
auspices, along with damages of AU$2.85 billion.178

PetroTimor complemented its legal action with active political lobbying.
Company representatives visited East Timor at this time, prompting UNTAET
administrator Sergio Vieira de Mello to issue a memo to UN employees forbidding
contact with PetroTimor staff (Jolliffe 2002, 3). UNTAET’s unwelcoming memo
notwithstanding, PetroTimor in March 2002 – just two months prior to the scheduled
signing of the Timor Sea Treaty – conducted a two day seminar in East Timor,
attended by mostly opposition party politicians.
178

The action was brought against the Australian Government, Phillips Petroleum Company, and the
Timor Gap Joint Authority (King 2002, 28).
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The seminar’s thrust was threefold. Firstly, attendees were presented with
legal opinion that East Timor had legitimate claim to most of the Timor Gap (see
Figure 44). Under this interpretation maritime boundaries would encompass the
proven reserves of Greater Sunrise, Laminaria-Corralina, and Bayu Undan, in
accordance with the county’s 200 M EEZ entitlement. Moreover, although the
Timor Sea Treaty would be without prejudice to future boundary delimitation,
endorsement would purportedly compromise any future claim to areas outside the
JPDA.
Figure 44.
Possible Extent of East Timor’s Ocean Boundary

(Lowe, Carleton & Ward Legal Opinion: 2002).

Figure 44. Map: East Timor’s Possible Maritime Claim (Legal Opinion)

Source: Brennan (2004, 42). (Shading added)

Similarly, acceptance of the Timor Sea Treaty would compromise East
Timor’s ability to modify the terms of the Greater Sunrise IUA – contained in
Annex E of the Treaty – in the event of a permanent delimitation appropriating
Greater Sunrise (Lowe et al 2002, 19-20).

Accordingly, it would be “very

imprudent for East Timor to accept the proposed treaty if it wished to preserve a
claim to wider entitlement” (Lowe et al 2002, 20). Salvation, however, was offered
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by PetroTimor chairman, Neil Blue, who proposed to finance an international legal
challenge to have East Timor’s boundaries redrawn at a cost of up to US$5 million.
If successful, PetroTimor would appropriate Australia’s 10 per cent interest in the
Timor Gap (Jollife 2002, 3).179

Secondly, the case for rejecting the Timor Sea Treaty was bolstered by
figures showing the potential financial gain for East Timor under a 200 M EEZ
delimitation. The potential additional revenue from Greater Sunrise was estimated
at US$36 billion, and for Bayu Undan US$1.7 billion. If added to projected PSC
and company taxation payments from the producing Laminaria-Corallina oil field –
located just outside the western lateral boundary of the JPDA and therefore accruing
to Australia – East Timor stood to receive an additional US$38.9 billion (McKee
2002, Ppt. Slides 8, 15, and 19).

Finally, the case for building a pipeline and processing Greater Sunrise gas in
East Timor instead of Darwin was presented. Backed by a feasibility report from
international company INTEC Engineering (INTEC 2002), this option challenged
earlier assertions made by Phillips Petroleum that “it was impossible to pipe gas
from the Bayu Undan field to East Timor (as the Timor) trench is too deep and too
seismically active and the limits of technology simply prevent it” (Counsel 2002,
22). Phillips Petroleum’s argument was further contradicted by reference to an
earlier report commissioned by the company itself in 1996, at Indonesia’s request,
but never released publically.

That report, conducted by another international

engineering company, JP Kenny, allegedly showed that the East Timor pipeline
option was both technically feasible and, when adjusted for 1996 US dollar value,
costed similarly to the subsequent 2002 INTEC report.180
179

Neil Blue must be considered a powerful elite as CEO and Chairman of General Atomics (GA), a
California, US domiciled technology company founded in 1955 to research and develop use of
atomic energy. GA, an unlisted company, is today active in areas that include unmanned military
aircraft, airborne sensors, hazardous waste, superconducting magnets, and information technology.
Information on General Atomics is available on the company web site at:
http://www.ga.com/index.php.
180
The 2002 INTEC study costed a 230 km 28 inch pipeline from Bayu Undan to Suai, on East
Timor’s southern coast, purportedly capable of transporting twice the gas capacity of Phillips’
Darwin option, at US$343 million. This compared to Phillips’ estimate for a 480 km 24 inch pipeline
travelling in the opposite direction, to Darwin, at US$500 million. PetroTimor acknowledged that the
Timor Trough option was more costly per unit length, however, that an overall lower cost was
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Petrotimor’s case omitted to highlight the fact that, as documented by
Brennan (2004, 13), there was no identified flat land suitable for an LNG site on
East Timor’s southern coast, nor benign harbour or existing infrastructure
facilities.181 This would require a pipeline to traverse the mountainous interior, or
possibly the subsea surface around the island’s eastern tip, to reach the north coast
where one suitable site had been identified. In regard to a subsea pipeline traversing
the Timor Trough, Brennan (2004, 13) notes that this would require a pipe of heavy
wall thickness with installation by a specially modified lay barge. Gas would also
have to be highly compressed due to the necessity for a small diameter pipeline.
Other technical difficulties with the Timor Trough option are highlighted by the
Timor Sea Office and include external pressure due to depth, strong currents, and
reported seismic activity (PetroTimor 2002, par. 10)

These issues entailed capital

and operating cost implications in regard to installation, repairs and maintenance,
and insurance.182

The reaction of the East Timorese government to PetroTimor’s proposal,
ostensibly driven by concern for the welfare of that country, was dismissive: “(a)s
far as we are concerned, the issue of a pipeline to East Timor is a distraction from
the main game which is petroleum revenues … (that) will be maximised when Bayu
Undan gas goes to Japanese buyers from a Darwin-based LNG plant.”183
PetroTimor’s arguments did, however, sow the seeds for the ensuing debate over a
pipeline to East Timor. This option resurfaced in 2004 during negotiations between
the East Timorese and Australian Governments over the Greater Sunrise IUA, as
will be discussed in Section 5.3a below.
achievable due to lesser distance and pipeline diameter. Further, PetroTimor maintained that the
earlier 1996 JP Kenny report, costing twin 28 inch pipes from Bayu Undan to East Timor was, when
adjusted for 1996 US dollar value, costed similarly to the subsequent 2002 INTEC report, and
challenged Phillips to contradict their version (PetroTimor 2002).
181
Brennan (2004, 13) notes that an LNG processing plant requires approximately 100 ha of flat land
as well as suitable ocean conditions, and port and cargo loading facilities. These requirements make
location on the north side of East Timor the most likely option; however, there was only one suitable
site identified in that region.
182
PetroTimor disputed this assertion, maintaining that “deepwater pipeline technology is really
rather simple. All that is needed is pipeline steel with the required strength and an installation barge
with adequate tensioner capacity. Both are commercially available from several sources”
(PetroTimor 2002, par. 41). At the time of writing, PetroTimor had never developed or been
involved in development of a petroleum reserve.
183
This statement from Jonathan Morrrow, head of the Timor Sea Office, part of the Office of the
Prime Minister of East Timor (Australia: Debate 2002, par. 19).
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Three days after the seminar presentation Australia announced its withdrawal
from that part of the UNCLOS that allowed the ICJ and the International Tribunal
for the Law of the Sea (ITLOS) to rule with respect to disputes relating to sea
boundary delimitations.

Although denied by Australia as being attributable to

PetroTimor’s campaign, it is notable that the Timor Sea Treaty, due to be signed two
months hence, included the Article 2 ‘without prejudice’ clause which made explicit
the interim nature of the maritime boundaries.184 Australia’s stated position in
rejecting the courts’ jurisdiction was that neighbouring countries should negotiate in
good faith without involvement of such outside tribunals (Downer and Williams
2002, par. 6).
In the event, the Timor Sea Treaty was signed as scheduled on 20th May
2002, the day of East Timor’s transition to independence. However, PetroTimor
continued to make public utterances in support of its claim, insisting that “we will
pursue justice till the end.”185 In February 2003 the Australian Federal Court ruled
that it lacked jurisdiction to rule on several counts, including its incapacity to
encroach into the area of executive foreign policy, this being a political and not a
judicial matter (Crichton 2003, 21). While a mooted High Court challenge was not
forthcoming, approximately one year later in March 2004 Oceanic, on behalf of
PetroTimor, filed a lawsuit in the US District Court seeking damages of US$10.5
billion for projected loss of profit from the forfeited Timor Gap leases. Should a
favourable ruling be forthcoming, this would enable the company to seek further
damages to a total of over US$30 million (Wilson 2004j, 19).

The court action levelled charges of corruption against various Australian,
Indonesian and East Timorese government authorities and individuals (Sykes and
Burrell 2004, 60). Most notably, Indonesian troops were alleged to have stolen
exploration data during the 1975 invasion and passed these on to then-Phillips

184

The suggestion that Australia’s withdrawal from these international arbitrary bodies was linked to
unfolding Timor Gap issues was denied by the office of Australia’s Foreign Minister, Alexander
Downer, who maintained that it had been considered “for quite some time” (McDonald 2002, 2). For
some of the criticisms levelled against Australia’s declaration, see Greenlees (2002b, 6), Barker
(2002b, 6), and Patrick (2002, 05).
185
Karsten Blue (Director, PetroTimor), email correspondence to author, July 09, 2002.
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Petroleum. A ConocoPhillips executive was also cited as having paid approximately
US$2.5 million in bribes to then-East Timorese Prime Minister, Mari Alkatiri, to
maintain concessions and to reduce taxation terms in the Timor Gap. Australian
complicity in these corrupt activities, as well as in Indonesia’s 1975 invasion of East
Timor, was also alleged. Finally, both Australian Government and ConocoPhillips
officials were charged with having bribed FRETILIN party members to ensure
ratification of the Timor Sea Treaty, which had occurred in December 2002 and,
following Australian ratification three months later, paved the way for the Bayu
Undan phase two project development decision.

Australia’s Foreign Minister, Alexander Downer, dismissed these allegations
as ‘fanciful’ while pointing out that the earlier Australian Federal Court decision had
not been appealed (Wilson 2004j, 19). The proceedings caused greater political
upset in East Timor, particularly for Prime Minister Alkatiri who – although not
named as a respondent – was cited as a recipient of ConocoPhillips’ largesse, along
with details of personal Darwin bank account numbers and deposit amounts.
Alkatiri’s response to calls for an enquiry by the Attorney General, and for his
resignation, was to threaten legal defamation action against both local newspapers
and several East Timorese parliamentarians (I Will Take 2004, par. 1).

The embattled Prime Minister and his FRETILIN party did, however, receive
public support from then-Minister for Foreign Affairs, José Ramos Horta, who
dismissed the “spurious allegations” as “a vexatious distraction at this difficult and
crucial time of East Timor’s national reconstruction” (Ramos-Horta 2004, 62). The
dismissive sentiments expressed by Ramos-Horta and Downer mirrored those of the
Greater Sunrise JV partners. These stakeholders all viewed the legal challenge as
destabilising to the sensitive Greater Sunrise IUA talks that were about to
commence.

In September 2006 the US District Court dismissed the corruption charges
against the Timor Sea Designated Authority and several ConocoPhillips subsidiary
companies

on

technical

grounds;

however,

the

bribery

claims

against

ConocoPhillips remain at the time of writing (US Court 2006, par. 4-5). Thus, by
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implication those who are alleged to have received any unlawful transactions remain
implicated; these parties include, most notably, Mari Alkatiri and FRETILIN party
members, as well as Australian officials. Certainly if the Australian Government
were found to have been active in any of the allegations this would cast aspersions
on the moral, if not the legal, veracity of the Timor Sea Treaty, which underpins all
of the development occurring in the Timor Gap.

To summarise, the above account illustrates the complex politico-legal issues
that have contributed to uncertainty over natural resource ownership in the Timor
Gap. It is also evident that the potential value of those resources has been a key
factor in motivating the determined actions of PetroTimor in the face of negligible
support from any key stakeholders, including East Timor.

Of interest is

PetroTimor’s capacity to compound uncertainty and generate political fallout
disproportionate to the company’s size, given that it is a “little-known, family
controlled company with US$3 million in assets … its biggest contingent asset
(being) its Timor Sea claim” (Wilson 2004b, 22).

5.2d Australian - Indonesian Negotiations, and the Timor Gap Treaty
This investigation now returns to the period following conclusion of the 1971 and
1972 treaties between Australia and Indonesia, through to Indonesia’s December
1975 annexation of East Timor. The annexation marked the beginning of a one-anda-half long decade and a half long hiatus in Timor Gap petroleum activity as
negotiations to establish a maritime boundary, or at least to establish a legal and
fiscal regime governing petroleum activity, ensued.

Initially it was unclear who Australia might negotiate with, as the country’s
official position on the annexation was to deny recognition of Indonesia’s
sovereignty over East Timor (King 2002, 17); however, by October 1976 this stance
was being modified with statements such as the Australian Government “had to
accept ‘certain realities’” (Aus., Senate 2000 155). That same month Indonesia had
announced that it was prepared to enter negotiations to close the Timor Gap ‘on the
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same favourable terms’ as the 1972 Indonesia-Australia seabed treaty in return for
recognition of its sovereignty over East Timor (Aus., Senate 2000 154).

This juncture marked the commencement of informal negotiations, followed
in January 1978 by Australia’s de facto recognition of Indonesia’s authority over
East Timor. Shortly thereafter, in March 1978, the two countries announced that
formal negotiations would commence in December 1978, effectively declaring
Australia’s de jure recognition of Indonesia’s incorporation of East Timor as its
twenty-seventh province (Aus., Senate 2000 155-157).186

The ensuing negotiations were internationally contentious, largely because of
arguments that under the UN Charter Australia had a “legal obligation not to
recognise Indonesia’s annexation” (Stepan 1990, 13) and, moreover, that any such
recognition denied the East Timorese people their right to self-determination.187
Australia’s view that this matter was of peripheral interest was doubtlessly informed
by wider considerations, namely pressure from the petroleum companies – some of
who were obliged under their concessions to commence drilling (Aus., Senate 2000,
156) – and also the imperative to improve its historically volatile relations with
Indonesia (Stepan 1990, 13).

The negotiations extended over a full decade and approximately twelve
sessions, indicating the complexity of the issues under discussion.188 This situation
was in part exacerbated by the rapidly changing international maritime legal regime
that had commenced a decade earlier, particularly the diminishing significance of

186

Suter (1998) explains de facto recognition as “of a more temporary nature in that from certain
facts it would seem … that a new government is running a nation,” while de jure recognition “is
accorded when, for example, a new government comes to power and seems likely to remain in
power” (Suter 1998, 7-8) The significance of full de jure recognition is that “it designates who is
responsible for what actions under the terms of international law” (Suter 1998, 7-8) – in this instance
treaty negotiation.
187
For a brief discussion on application of the UN Charter and supporting UN resolutions, UN
General Assembly Resolution no. 2625 (1970) and no. 3314 (1974), see Stepan (1990), who argues
that these decrees “place an obligation on states not to deal with Indonesia as though it were the legal
government of East Timor” Stepan (1990, 14-16).
188
The actual number of negotiating rounds depends on the definition of ‘formal’ negotiating
sessions as opposed to ‘high level talks’. These various meetings are covered in (Aus., Senate 2000,
156-163).
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natural prolongation in favour of equidistance in delimitation of seas narrower than
400 M.

This shift was alluded to by Indonesia’s Foreign Minister, Professor Mochtar
Kusumaatmadja, at the outset of negotiations in a statement declaring that Indonesia
had been ‘taken to the cleaners’ by Australia in signing the 1971 and 1972 seabed
treaties (Antunes 2003, 10).

That is, although the earlier Australia-Indonesia

negotiations had been concluded in accordance with contemporary natural
prolongation principles, it had become obvious that they had occurred “at the worst
possible time for Indonesia” (Cleary 2007, 11). However, as discussed above, the
equidistance trend was contestable and Australia had several legal arguments to back
its continental shelf claim. This situation encouraged both Indonesia and Australia
to maintain negotiations with a view to securing a compromise solution, rather than
resort to litigation.

The negotiations made incremental progress at each round. Following the
fourth round in 1981 an MOU setting out respective responsibilities for enforcement
of fisheries was signed.189 The MOU established respective jurisdictions along a
line of equidistance which, however, was a matter of expediency rather than an
indication of Australia’s acceptance of this line as a de facto water column or EEZ
boundary (Herriman and Tsamenyi 1998, 365).190 The next negotiating round in
February 1984 was lent urgency due to the stakes having increased since the recent
Jabiru-1 oil discovery in the eastern section of the Bonaparte Basin. (Aus., Senate
2000, 159).

Indonesia’s hardline position also became apparent at this point, with
Foreign Minister Mochtar stating that to “(n)egotiate in 1984 on the basis of the
1958 convention, which has already been revised … (i)t’s an untenable position”

189

The MOU concerned the Implementation of a Provisional Fisheries and Enforcement
Arrangement, which in turn established the Provisional Fisheries Surveillance and Enforcement Line
(PSFEL) (Campbell 2000, 65).
190
That is, the MOU was signed and the equidistant line agreed to as a means to expedite monitoring
of fisheries activity in the region given the overlapping claims to the area by both countries, Australia
having claimed a 200 M Fishery Zone in 1980, and Indonesia having claimed a 200 M EEZ that same
year (Cook 1987, 133-134).
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(Aus., Senate 2002, 159). In a further development at this time Dr Mochar stated
that “(w)e can only negotiate if Australia (formally) recognises Indonesian
sovereignty over East Timor,” an objective that was attained one year late in August
1985 by way of a public statement by Australian Prime Minister, Bob Hawke (Aus.,
Senate 2000, 160, 162).

It was during the sixth round of negotiations in November 1984 that the
Australian side raised the option of a joint development zone (JDZ) to govern
exploitation in the Timor Gap (Aus., Senate 2000, 161). Although at that time few
JDZs existed, they were becoming an increasingly recognised mechanism to enable
natural resource exploitation where a boundary dispute was intractable, without
prejudicing any future boundary settlement.191 An announcement was made in
September 1988 that agreement in principle had been reached for a Zone of Cooperation (ZOC) in the Timor Gap (Aus., Senate 2000, 163), which was given
substance in the Timor Gap Zone of Cooperation Treaty (Timor Gap Treaty) signed
in December 1989.

Various arrangements can be used to formulate a JDZ (Forbes 2001, 225242; Kaye 2001, 40-41): the ZOC established under the Timor Gap Treaty entailed
three distinct areas (refer Figure 41).192 Area A allowed joint development under the
auspices of a Joint Authority, while a Ministerial Council with equal appointed
representation from both countries was given overall authority: PSC and company
taxation receipts from this zone would also be divided equally. Areas B and C,
although not known to be prospective for petroleum, were subject to Indonesian and
Australian authority respectively, with 10 per cent of any taxes collected to be redistributed to the other country.

The Treaty was underscored by two fundamental principles. Firstly, benefits
were to be shared equally. This principle – most apparent in the revenue sharing and

191

As at mid-2001 there were twelve JDZs worldwide, several of which are briefly discussed by
Kaye (2001, 39-41).
192
The following discussion on the key aspects of the ZOC from (Aus., Treaty between Australia and
the Republic of Indonesia, 1989). For discussion on the ZOC see, Antunes (2003, 10-11); Campbell
(2000, 63-64); Forbes (2001, 185-189); Prescott (1999-2000, 73-75); and Triggs (2000, 126-127).
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joint institutional arrangements governing Area A – also extended to spheres such as
employment opportunity and provision of goods and services. Secondly, the Treaty
enshrined the precept of sovereign neutrality in that it was without prejudice to
permanent maritime boundary delimitation that might be agreed to either prior to its
expiry date of 2031 or, after that time, during any of its successive twenty year
terms.

The Timor Gap Treaty came into force with ratification in February 1991.
Described by Forbes (2001, 196) as resulting from ‘creative diplomacy’, the Treaty
achieved its intent insofar as it “fostered substantial investments in petroleum
exploitation and exploitation” (Godlove 2000, 138), this being the retrospective
assessment of Phillips Petroleum. That such investment did occur belies, however,
the controversy and attendant uncertainty generated by the Treaty. Portugal, which
still saw itself as the administrative power of East Timor recognised by the UN, had
lodged a series of protests throughout the negotiating process.

Immediately

following Treaty ratification Portugal initiated legal proceedings against Australia in
the ICJ on grounds that the Treaty violated both its administrative rights and the
rights of East Timor to self-determination and sovereignty over its resources.193 A
parallel court action was also brought against Australia at this time by José Ramos
Horta: lodged in the Australian High Court, the case alleged that the Treaty was void
under international law and that therefore implementation of legislation could not be
constitutionally enacted (Campbell 2000, 64).

Both cases had similar outcomes. In 1995 the ICJ dismissed Portugal’s case
on the procedural grounds that no decision could be made in the absence of
Indonesia who, although a party involved, was not included in the case nor had
accepted the ICJ’s jurisdiction (Campbell 2000, 64). The Ramos Horta case had
been dismissed earlier, in 1994, on grounds that the Australian Parliament could

193

Portugal had protested to Australia in August 1984 following Australia’s formal recognition of
Indonesia’s sovereignty over East Timor; in September 1988 following the announcement of in
principle agreement for the ZOC; and then in December 1989 following the signing of the Timor
Gap Treaty – on that occasion Portugal recalled its ambassador for consultations (Aus., Senate 2000,
161-165). For discussion on the merits of Portugal’s case see, Stepan (1992).
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indeed legislate with respect to matters physically external to the country under
another provision of its external affairs power (Campbell 2000, 64).

A fundamental point in relation to the cases is that neither challenged the
substance of the Timor Gap Treaty itself, but rather the authority of the parties to
enter into agreement (Campbell 2000, 63; Godlove 2000, 146).

Indeed, the

respective petroleum companies considered the Treaty to provide a “solid legal and
administrative framework” (Godlove 2000, 140) and, following ratification, were
comfortable taking up PSCs within Area A of the ZOC. These PSCs were awarded
by the Joint Authority under strict terms that would ensure “investment and
development (proceeded) without undue delay” (Godlove 2000, 140).

A final question worthy of consideration is why Indonesia settled for the 5050 division of PSC and company taxation revenue from Area A of the ZOC? If
Indonesia had held out for terms under the emerging international legal equidistance
principle it might have gained jurisdiction as far south as the median line
demarcating Zones A and B (refer Figure 44). The pertinence of this question is
underscored by the subsequent challenge to the Timor Gap Treaty by East Timor
during the UNTAET period, as will be discussed in Section 5.2e below. The answer
has legal, economic, and political dimensions.

In the first instance, Indonesia would have had to argue its case in an
international tribunal: this posed a risk in the event that a favourable outcome was
not forthcoming, which might even entail forfeiture of its agreed 50 per cent share
should the court uphold Australia’s continental shelf claim. Further, as suggested by
Galbraith (2001, 3), Portugal would likely use the forum of the ICJ to raise the
illegality of Indonesia’s annexation of East Timor. Campbell (2000, 63) also points
out that Indonesia was traditionally reluctant to resort to any form of third party
international dispute settlement and, indeed, did not recognise the jurisdiction of the
ICJ. Economic expediency also came into play: Stepan (1990, 6) cites Indonesia’s
realisation that it was preferable to have an agreement that allowed some
exploitation rather than no agreement and no petroleum activity whatsoever.
Finally, and arguably most importantly, Indonesia obtained de jure and subsequently
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formal recognition of its sovereignty over East Timor from Australia: Antunes
(2003, 11) describes this as “realpolitik in its purest form.”194

5.2e Australian - UNTAET Negotiations and the Timor Sea Arrangement
Ratification of the Timor Gap Treaty and the subsequent release of PSCs initiated a
decade of extensive exploration and development activity, as well as several
political developments. As acknowledged by Phillips Petroleum (Godlove 2000,
138), who were particularly active in the ZOC, the Treaty ‘fostered substantial
investment’, while more enthusiastic accounts describe an ‘exploration boom’
(NTG., Oil and Gas 2003, par. 6). The major discoveries during this period are
described in Section 5.1d above; however, to briefly recap, these included the ElangKakatua oil fields and, adjacent to the ZOC, the Laminaria-Corallina oil field which
came into production during 1998-1999. Bayu Undan constituted a significant gascondensate discovery in 1994, while appraisal drilling on the Sunrise-Troubadour
fields also recommenced from the mid-1990s. These gas-condensate discoveries
were in mid-2003 reported as comprising 20 Tcf across the whole Bonaparte Basin,
equivalent to “the (Northern) Territory’s annual gas requirements for over 2,500
years” (NTG., Oil and Gas 2003, par. 13).

Bayu Undan held the best immediate development prospects, principally
because of the field’s commercial volume and favourable ratio of condensate to dry
gas.

In addition, the field was located wholly within the ZOC as opposed to

straddling its boundary, as with Greater Sunrise. Investment in Bayu Undan during
this period entailed the drilling of ten exploration and appraisal wells, preliminary
engineering studies, preparation of development plans, and gas marketing
investigations (Godlove 2000, 141-144).

As the first likely commercial gas

development in the Timor Gap, Bayu Undan was also a hallmark, “reversing almost
30 years of delay since discovery of the first large gas fields” (Godlove 2000, 142).

194

On this point Galbraith (2001, 3) maintains that Australia was the only country to ever recognise
the incorporation of East Timor into Indonesia, although this author has been unable to verify this
statement.
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Development work during this period was also undertaken on Greater
Sunrise. The Loxtan Shoals-1 well drilled in 1995 was the first of several appraisal
wells that confirmed the field’s extent, and which subsequently underpinned plans
announced in May 1997 by the Woodside - Shell Development Australia
consortium, the Northern Australia Gas Venture (NAGV), for a dual LNG-domestic
gas development which would include additional supply from the adjacent Evans
Shoal gas field (Sinclair Knight Merz 2001, 1.1). This plan was subsequently
undermined when a March 1999 study showed that while technically feasible, there
was a dearth of market opportunities due to the effects of the Asian economic crisis.
However, by late-1999 the prospect of a domestic gas-only project was being
considered following promising discussions with prospective customers in the
Northern Territory and in east coast markets (Sinclair Knight Merz 2001, 1.2).

It was at this juncture, however, that Indonesian President Suharto was
deposed by a mass uprising, followed in August 1999 by the affirmative
independence vote in East Timor.

This latter advent created uncertainty for

operations in the Timor Gap on two counts. Firstly, the status of PSC terms under
the Timor Gap Treaty became unclear since Indonesia, as a signatory, was no longer
the recognised authority in East Timor. Secondly, there was confusion about which
authority would represent East Timor – which would not attain full independence
until May 2002 – in negotiations to secure a new treaty and, moreover, what new
terms might be imposed (Aus., Senate 2000, 65).

The representation issue, at least, was addressed under UN Security Council
resolution 1272 which, in establishing UNTAET, also allowed for that body to
“conclude such international agreements with states and international organisations
as may be necessary for the carrying out (of its) functions” (Aus., Senate 2000, 65)
in consultation with the East Timorese people.

Following the independence referendum the Australian Government initiated
a series of talks and workshops designed to ensure the smooth transition of the
Timor Gap Treaty, a goal supported by both government and industry stakeholders
(Aus., Senate 2000, 61-61). Phillips Petroleum and Woodside expressed support in

220

Chapter Five: Greater Sunrise Case Study

relation to their respective plans for Bayu Undan and Greater Sunrise, stressing the
commercial requirement for continuation of the same terms, while the government
participants were motivated by national interest resource development imperatives
(Campbell 2000, 67). Thus, in October 1999, immediately following the initiation
of UNTAET, Phillips announced that it would proceed with phase one of the Bayu
Undan project, having also received a letter from East Timor agreeing to honour the
Timor Gap Treaty arrangements.195

However, formulating the terms of the Timor Gap Treaty into a new legal
agreement posed a challenge. Both the UNTAET and East Timorese representatives
made it clear they considered the Treaty with Indonesia to be illegal and,
accordingly, would not accede to it: a new treaty would have to be negotiated.196
The interim solution was an Exchange of Notes between Australia and UNTAET in
February 2000 which, while being independent of the Timor Gap Treaty,
incorporated its terms (Aus., Exchange of Notes 2000).

Triggs (2000, 103)

describes this twofold achievement as being both creative and practical. However,
the interim nature of the Exchange of Notes was made explicit in its Part 7, which
stated that nothing contained within the Exchange would prejudice the positions of
either government in regard to their adherence to the terms of the Timor Gap Treaty
or boundary delimitation after East Timor’s independence.

Negotiations between UNTAET and Australia for a new treaty commenced
in October 2000. On the matter of maritime boundary delimitation the two parties
stood opposed. Australia’s position was that this topic was not up for discussion –
its entitlement stood according to the terms of the Timor Gap Treaty – and that
revenue sharing was to be the main agenda (Aus., Senate 2000, 71). Conversely,
UNTAET refused to be bound by the ZOC lines of demarcation. Peter Galbraith,
195

The letter of intent from East Timor was signed by Xanana Gusmao, José Ramos Horta, and Mari
Alkatiri, and was subsequently reneged on, adding to problems in concluding negotiations. Please
see footnote 200 for discussion.
196
In this respect, Mari Alkatiri stated in November 1999, “we still consider the Timor Gap Treaty an
illegal treaty. This is a point of principle. We are not going to be a successor to an illegal treaty”
(Aus., Senate 2000, 69). This stance was backed by customary international law which allows newly
formed states to begin with a ‘clean slate’ in regard to previous treaty obligations. Restated in legal
terminology, “the tabula rasa rule allowed East Timor to repudiate in toto the Timor Gap Treaty
(Antunes, 2003, 24).
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East Timor’s co-head negotiator and high-profile US diplomat, delivered this
message to Australia’s peak petroleum body, the Australian Petroleum Production
and Exploration Association (APPEA) in a controversial April 2001 speech.
Galbraith argued that both the ZOC’s lateral and frontal lines were inconsistent with
international law (Galbraith 2001, 3-4). Moreover, Galbraith used this key forum to
make explicit East Timor’s negotiating tack, stating that “the Timorese people are a
patient people, and, when it comes to their rights, a very determined people,” and
“(i)n the future it may be possible to pipe gas to East Timor, thus (attaining) the
downstream benefits” (Galbraith 2001, 5).

Although these positions were seemingly intractable, Galbraith left room to
manoeuvre in publically stating “if there is not going to be a maritime delimitation
East Timor … should have the same (PSC and tax revenue) benefit as if there were a
maritime delimitation … under international law” (Aus., Senate 2000, 71). Further,
in regard to the future fiscal and regulatory frameworks governing the Timor Gap,
Galbraith had guaranteed that these would be ‘no more onerous’ than those in place
under the Timor Gap Treaty (Galbraith 2001, 2). The first point – although not the
second – was subsequently given effect in the Timor Sea Arrangement attached as
part of an MOU signed in July 2001, which superseded the earlier Exchange of
Notes (Aus., Memorandum 2001).

It is instructive at this point to briefly discuss some key aspects of the Timor
Sea Arrangement, as this document became the precursor to the Timor Sea Treaty,
signed on 20th May 2002, which “for all practical purposes is no more than a revised
version of the former” (Antunes 2003, 14). The main points of the Arrangement are
outlined below:197
•

the retention of the ZOC Area A boundary lines, this area remaining without
prejudice to any future delimitation;198

197

For a more thorough overview and discussion on the Timor Sea Arrangement see Triggs (2002,
42-43), and Brazil (2001).
198
Area A subsequently became the Joint Petroleum Development Area (JPDA) under the Timor Sea
Treaty. The establishment of a joint development arrangement gave effect to UNCLOS III Article 83
which “requires States with opposite coasts to make every effort to enter into provisional
arrangements of a practical nature pending agreement on a final delimitation” (Brazil 2001, 133).
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•

a redistribution of upstream JPDA revenue from the previous 50-50 split to 9010 per cent in East Timor’s favour;

•

a new three tiered joint administration comprising a Designated Authority, a
Joint Commission, and a Ministerial Council giving East Timor a strong role;

•

Greater Sunrise to be unitised on the basis of 20 per cent attributed to the JPDA
and 80 per cent to adjacent Australian waters;

•

acknowledgement that the Arrangement was suitable for adoption as an
agreement upon East Timor’s independence, pending a final delimitation of the
seabed.

Reaction to the Timor Sea Arrangement was twofold. On the one hand it
was heralded as a ‘win-win situation’ in that it facilitated ongoing exploration and
development in the Timor Gap, while circumventing the difficulty of resolving
permanent maritime delimitation (Brazil 2001, 135). Conversely, the Arrangement
drew criticism on grounds that Australia had made too great a concession. This
argument was primarily based upon both the JPDA revenue split and the power
balance of the administrative structure being weighed in East Timor’s favour.
Triggs (2002) argued that the Arrangement “sails as close to full East Timorese
sovereignty over the disputed seabed as it is possible to get without conceding the
point entirely” (Triggs 2002, 42-43), and that such concessions might jeopardise the
legal strength of Australia’s continental shelf claim.

On balance, assessment of the Timor Sea Arrangement as being an
acceptable compromise in the interests of future stability (Triggs 2002, 43) appears
accurate. Several events conspired to bring about the compromise nature of the
Arrangement, which effectively constitute a further concession to realpolitik.
Firstly, it was negotiated under constraint of time, namely the objective to have an
accord ready to enter into force by the date of East Timor’s independence on 20th
May 2002. Moreover, the accord needed to secure the continuation of petroleum
activities in the Timor Gap on terms no more onerous than those in the Timor Gap
Treaty; indeed, securing such an agreement was considered a bellwether for the
credibility of both Australia and East Timor as host governments by petroleum
companies operating in the Timor Gap (Godlove 2000, 145; Antunes 2003, 16).
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In regard to the purportedly generous revenue split, Australia’s stance is
explained on moral grounds – upon independence East Timor would also attain
status as the poorest country in Asia – and also as self interest. That is, East Timor’s
budget self-sufficiency would ameliorate its larger neighbour’s foreign aid
commitment: the revenue would in theory foster local economic development and,
therefore, regional stability. In addition – and more contentiously – the revenue
share arguably created leverage for concluding a treaty that ensured the lion’s share
of Greater Sunrise for Australia.

Another possible influencing factor was the

tenacious negotiating skill of Peter Galbraith – described by one analyst as
‘Australia’s béte noire’ (Dodd 2002a, 13) – which was credited with shifting
Australia’s concession from an initial offer of 80 per cent to the agreed 90 per cent
revenue split. Finally, the Arrangement further curbed the likelihood of an ICJ
challenge and the attendant risk of an unfavourable outcome for both countries.199

However, as a compromise solution the Timor Sea Arrangement left
technical details pertaining to both Bayu Undan and Greater Sunrise unresolved. In
particular, there remained uncertainty in regard to taxation liability for both fields.
Under the Timor Sea Arrangement 90 per cent of the JPDA would now fall under
the capricious taxation jurisdiction of East Timor. In the case of Greater Sunrise the
percentage of the reservoir that would fall within the JPDA remained uncertain in
the absence of unitisation apportionment. In regard to Bayu Undan, assurances from
East Timorese representatives that eventual treaty terms would be ‘no more onerous’
than those under the Timor Gap Treaty became questionable after several contrary
statements (Triggs 2002, 46).200 In addition, the matter of how gas exported from

199

In regard to this observation, it should be noted that PetroTimor had filed its claim in the
Australian Federal Court in August 2001 seeking to annul the Timor Gap Treaty, and then in March
2002 visited East Timor to argue against signing the Timor Sea Treaty – which essentially maintained
the terms of the Timor Sea Arrangement – and offered to fund an ICJ challenge. Three days later
Australia withdrew from the jurisdiction of the ICJ and the International Tribunal for the Law of the
Sea (ITLOS). Refer Section 5.2c above.
200
Triggs (2002, 46) discusses two compounding aspects of taxation affecting the JPDA. The
increased 90 per cent liability to East Timor’s taxation regime is mentioned above. The ‘no more
onerous’ assurance was given in a letter signed by Xanana Gusmã, José Ramos Horta, and Mari
Alkatiri (Aus., Senate 2000, 4.24). However, East Timor then refused to conclude an agreement to
avoid double taxation, instead indicating their intention to claw back the 127 per cent depreciation
arrangement negotiated under the Timor Gap Treaty. Triggs cites the disquiet arising from East
Timor’s posturing on the taxation issue as causing the deferral of phase two of the Bayu Undan
project, being the pipeline to Darwin for processing natural gas into LNG, while Dodd (2002a, 13)

224

Chapter Five: Greater Sunrise Case Study

the JPDA would be treated in terms of both point and method of valuation remained
unresolved (Godlove 2000, 148).

Accordingly, the Australian Government came under pressure from the JV
partners to resolve these matters prior to the May 2002 signing of the Timor Sea
Treaty. East Timor did not share this sense of urgency, arguing instead that these
matters need not be settled in advance and, furthermore, should be negotiated with a
post-independence East Timor (Wilson 2002o, 21). Arising doubt about whether the
Timor Sea Treaty would be signed by independence day exerted further pressure on
both governments to deliver some form of agreement, as the Timor Sea
Arrangement would expire upon East Timor attaining nationhood, thereby leaving in
doubt the legal position of the JV companies (Wilson 2002n, 21).

This potential impasse was resolved by way of a further compromise, with
Australia forsaking its insistence on prior resolution of the taxation and unitisation
issues, which were instead dealt with in two side documents. Thus on 20th May
2002 the Timor Sea Treaty was signed along with an Exchange of Notes which,
pending ratification of the Treaty, set out provisional arrangements for petroleum
activity in the JPDA according to the terms of the earlier Timor Gap Treaty (Aus.,
Exchange of Notes 2002). In addition, an MOU undertook to “work expeditiously
and in good faith” (Aus., Memorandum 2002) to both conclude a unitisation
agreement for Greater Sunrise, and to bring the Timor Sea Treaty into force by the
end of that year.

5.2f Australian - East Timorese Negotiations and the Timor Sea Treaty
There were certainly incentives for both governments to work expeditiously towards
these dual goals.201

A significant economic incentive for East Timor was the

apportions the cause of this decision to claims by Peter Galbraith for an additional US$500 million in
taxation from Bayu Undan.
201
Please note that although the unitisation of Greater Sunrise was covered in Annex E of the Timor
Sea Treaty on the basis of a 20.1 per cent - 79.9 per cent split, additional IUA negotiations were
necessary to finalise fiscal and regulatory provisions: as explained by Woodside: “(t)he (Timor Sea
Treaty) … provides only a starting point for the required unitisation and fiscal and regulatory
certainty and stability required for the commercialisation of the Greater Sunrise fields” (Merrick
2003, 13).
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condition in the Exchange of Notes whereby ratification of the Timor Sea Treaty by
both parties was required to realise its 90 per cent share of PSC and company
taxation revenue from JPDA production, which would be backdated to the initial
signing date of 20th May 2002 (Triggs and Bialek 2002, 11). A more immediate
enticement was the revenue from the producing Elang-Kakatua oil field which was
accruing in an escrow account estimated to be worth up to US$4 million (Wilson
2003h, 35). Moreover, ratification would facilitate commencement of Bayu Undan
phase two, estimated to be worth US$3 billion to East Timor over twenty years.
Realisation of these potential economic fruits became even more pressing for the
Alkatiri-led FRETILIN government following violent protests during December
2002 against his government’s failure to improve general living conditions.202

There was also a commercial imperative to achieve timely Treaty ratification, as the
contractual sales agreement for Bayu Undan LNG gas required that ratification
occur by 10th March 2003 in order to guarantee supply for the Japanese buyers.
(Wilson 2003a, 02). This point was repeatedly stressed by Phillips Petroleum, who
were reportedly threatening to withdraw from phase two altogether in the absence of
timely ratification (Aust Govt Aims 2002, par. 2).

Yet Treaty ratification was complicated by the contradictory goals of the two
governments in regard to boundary delimitation.

Prime Minister Alkatiri had

announced in his maiden speech to parliament “with the ink barely dry on the treaty
… a readiness to use all means, including international courts, to change seabed
boundaries” (Greenlees, 2002c, 06).203 This stance was subsequently reinforced in
August 2002 when East Timor passed legislation claiming a 200 M EEZ, retroactive
to 20th May 2002. Australia, conversely, continued to refuse to include boundary
discussion in negotiations; Foreign Minster Alexander Downer stated that this would
202

The student-led riots of December 2002, centred around Dili, just seven months after
independence unleashed widespread burning and looting, with eighteen people reported shot, three of
then fatally. The violence was reported to be rooted in frustration at the lack of improvement in the
country’s poor economic, political and social conditions under Alkatiri’s FRETILIN government, as
exemplified by the burning of three properties owned by the Prime Minister (Barker 2002a, 54;
Toohey and Kerin 2002, 9).
203
Although Australia had withdrawn from the jurisdiction of the ICJ and ITLOS in March 2002, just
two months prior to the signing of the Timor Sea Treaty, there were legal grounds for East Timor to
challenge the validity of Australia’s withdrawal. For legal discussion on the prospects for such a
challenge see Triggs and Bialek (2002, 35-39).

226

Chapter Five: Greater Sunrise Case Study

risk unravelling the 1971 and 1972 treaties with Indonesia and, simply, that “we are
not in the game of renegotiating them” (Greenlees 2002a, 12).

Of particular concern to both Australia and the JV companies was East
Timor’s claim to outward realignment of both the eastern and western lateral JPDA
boundary lines which could potentially encompass Greater Sunrise and the Buffalo
and Laminaria-Corallina fields, respectively. International legal entitlement to this
claim had been articulated in several opinions, most notably in the 2000 Lowe,
Carleton, and Ward report commissioned by PetroTimor, as discussed above in
Section 5.2c.

However, there also existed several countervailing opinions

maintaining that any such ruling would require the most “optimistic application of
legal criteria.”204

Despite this apparent uncertainty East Timor persevered with its boundary
claim under auspices of both its declared international legal entitlement, and also
moral invocations that highlighted its relative poverty and political disadvantage in a
‘David and Goliath’ struggle (Sands 2002, par. 1; Cleary 2007, 120). Indeed, it has
been argued that the Alkatiri government used the dispute to rally a restive
population behind a nationalist cause in the face of rapidly declining popularity
(Cleary 2007, 77; Timor Sea Treaty Needed 2002, par. 3).

Australia’s stance,

besides being driven by its reluctance to revisit established boundaries, was
influenced by the JV companies who, wishing to reduce regulatory risk, had insisted
that Greater Sunrise come under that country’s administrative and taxation regime
(Wilson 2002g, 29).
204

The above paraphrase is attributed by Cleary (2007) to Professor Ian Brownlie QC, CBE, “one of
the world’s most distinguished … authorities in the field” Cleary (2007, 64). The claim by East
Timor to equidistant horizontal boundary entitlement is based upon the overlapping claims of both
Australia and East Timor to their 200M EEZ entitlement and is referred to in Section 5.3c above.
Description of the legal arguments pertaining to possible lateral boundary claims are beyond the
scope of this thesis; however, simply stated, they pertain to the fact that the termination points A16
and A17 (refer Figure 36), established in the 1972 Australian-Indonesian Treaty, were arrived at by
extending perpendicular lines from base lines following the general direction of East Timor’s
southern coast. However, it could be argued that if effect was given to geological features at the
eastern and western extremities of East Timor this would have had the effect of ‘pulling’ both of the
boundaries outwards. For more detailed discussion on the lateral boundaries see Cleary (2007, 1213); Antunes (2003, 29-31); Lowe et al (2002, 15-17); Prescott (1999-2000, 80); and especially
Triggs and Bialek (2002, 19-35). Legal arguments that contest the veracity of these claims are
presented in Cleary (2007, 64-65), and Brazil (2003, 6-7), who concludes that the Lowe, Carleton and
Ward report actually claims seabed for East Timor most of which appears to belong to Indonesia.
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Given these high stakes and entrenched positions it was recognised that any
resolution would require compromise and strong political will. Political will was
evident in the readiness to enter into negotiations; however, this positive approach
was not able to be sustained over the ensuing months, a fact made public when a
leaked transcript exposed the ‘belligerent and aggressive’ behaviour of Australian
Foreign Minister Downer during negotiations (Wilson 2002e, 07).205

Notwithstanding these high tensions and complexities the overriding
requirement for compromise prevailed, as exemplified by East Timor’s proposal in
July 2002 that a separate treaty be negotiated which would widen the JPDA to
encompass all of Greater Sunrise – this proposal would supersede East Timor’s
boundary claim in that area and lock in the sharing of Greater Sunrise PSC and
taxation revenue, in exchange for Australia taking security responsibility for East
Timor’s southern coast (Dodd 2002b, 1,14).206

Certainly securing access to a

acceptable share of petroleum revenue had always been prominent in East Timor’s
considerations, as evidenced by public statements to this effect and, indeed, this
subsequently proved to be the motivation for its signing of the Greater Sunrise IUA
in March 2003.
The signing of the Greater Sunrise IUA between Australia and East Timor on 6th
March 2003 coincided with Australia’s ratification of the Timor Sea Treaty – East
Timor having ratified the Treaty earlier in December 2002.207 This advent activated
205

The leaked transcript was published on the Australian media web site www.crikey.com.au on 6th
March 2003, and pertained to a meeting held on 27th November 2002. Mr. Downer was quoted as
stating “(w)e don’t like brinksmanship … (w)e are very tough,” and “(l)et me give you a tutorial in
politics: not a chance” (Carlton 2003, 26). The ensuing media and political accusations of
belligerence and bullying (Wilson 2002e, 07) were, however, arguably unjustified given that such
statements would not be out of place in this type of high-stakes negotiating situation.
206
The deal, proposed by Foreign Minister José Ramos Horta, would entail Australia exercising
jurisdiction over such security aspects as drug smuggling, immigration, maritime surveillance, illegal
fisheries, and piracy (Dodd 2002b, 14); however, Prime Minister Mari Alkatiri promptly denied that
any such deal was being discussed (Timor Divide 2002, 5), indicating possible dissent amongst East
Timor’s negotiators. In addition, the JV companies were reportedly ‘infuriated’ at this suggestion as
Australia’s acceptance might bolster East Timor’s claim to the whole of Greater Sunrise, thereby
creating increased uncertainty over jurisdiction (Wilson and Lyall, 2002, 23).
207
East Timor’s Parliament had ratified the Timor Sea Treaty by a vote of 65 to 14 with no
abstentions on 17th December 2002. This move was said by Prime Minister Alkatiri to show
Canberra and petroleum companies that "we keep our commitments" (East Timor: Parliament 2002,
par.3), in reference to the 20th December deadline stipulated in the MOU. East Timor was, however
arguably equally motivated by the prospect of foregoing revenue from the Bayu Undan phase two
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both the release of the monies held in escrow from Elang-Kakatua and the final
approval for Bayu Undan phase two which was announced by ConocoPhillips in
June 2003.208 Despite the complex bilateral negotiations, commencement of Bayu
Undan phase two set a record for the fastest time that an Australian LNG project had
been brought to development from discovery. Also signed at this time was an
MOU, the terms of which were initially pronounced as being commercial in
confidence (Colebatch 2003, 06); however, which were subsequently widely
reported.

The MOU would provide East Timor with US$1 million for each year that
Greater Sunrise remained out of production, and then US$10 million annually over
an approximately twenty-five year period following commencement of production
(Wilson 2003i, 21).209 This payment represented a revenue transfer from Australia
of up to US$250 million, and would be in addition to revenue that would accrue to
East Timor from its 90 per cent share of the 20.1 per cent of the field located within
the JPDA (Wilson 2003a, 02).

This ‘sweetener’ deal was in some measure

compensation for East Timor’s comparatively smaller share of Greater Sunrise
revenue under the IUA (refer Figure 40).

Finally, Australia in securing agreement on the IUA ensured that its national
legislation would apply to the whole of Greater Sunrise, and that the revenue sharing
arrangements would be quarantined from any possible future maritime boundary

project, which the Treaty would unlock. Australia, however, had not presented the Timor Sea Treaty
to its Parliament in time for it to be debated before the 2002 Christmas recess, and it was therefore
not introduced until February 2003. This act gave some substance to accusations by East Timor
against Australia for stalling ratification as a tactic to secure the signing of the Greater Sunrise IUA
(Baker 2003, 22).
208
The Timor Sea Treaty was formally brought into effect by an Exchange of Notes that occurred on
2nd April 2003. However, final approval for Bayu Undan phase two was not announced until after
passing of The Taxation of Bayu-Undan Contractor’s Act and The Timor Sea Petroleum Development
(Tax Stability) Act by East Timor’s parliament in early-June 2003 (RDTL 2003, par. 2). Presumably
the Bayu Undan JV consortium required the tax stability legislation to pre-empt the possibility of
future changes to taxation, in light of East Timor’s demand for an additional US$500 million taxation
for Bayu Undan, discussed below in Section 5.4c, The Demise of FLNG.
209
The payment amounts were reported as being applicable to the floating LNG development concept
under consideration at that time (see Section 5.5b - 5.5c), and which was subsequently shelved in
late-2004. It is unclear if the payments would have applied to an onshore processing option.
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changes (Wilson 2003f, 29; Brazil 2003, 5).210 This latter condition was reported as
being a requirement of the JV partners who wished to remove the risk of any
subsequent change to the development terms of the IUA (Wilson 2003f, 29). In
addition, a Greater Sunrise Commission comprising one East Timorese and two
Australian nominees would be established. This would effectively give Australia
control over matters concerning exploration and development, as well as for
resolving disputes about development matters.

Summary
The common thread running through the above events is the age-old quest to secure
territory, driven by the ambition to attain access to natural resource wealth. That the
negotiations dating from the early-1970s coincided with a period of innovation in
international maritime law and also growing awareness of the Timor Gap’s resource
wealth added a layer of complexity to talks. During the early period Indonesia,
although aware that unfolding international legal changes would favour it, was
prepared to place on hold the settlement of maritime boundaries as a concession to
its political need to attain recognition of its sovereignty over East Timor.
Conversely the focus of UNTAET, and subsequently an independent East Timor,
was primarily on securing territorial boundaries as a means to realising much needed
wealth – this also being the rationale for PetroTimor’s attempt to secure
concessionary rights.

As the success of East Timor’s quest hinged upon securing favourable
maritime boundaries, this generated considerable legal opinion, court action, and
conjecture as to entitlement. Ultimately, however, this had the opposite affect by
generating further uncertainty and encouraging the different stakeholder groups to
maintain their entrenched positions. Australia had an advantage in this respect, in
that its continental shelf claim pre-dated negotiations; this established a precedent
that also enabled it to eschew contemporary legal forums and potentially
unfavourable outcomes. Portugal was motivated by different imperatives – certainly
210

Article 27 (3) of the IUA allows for a permanent delimitation; however, it also states that “(a)ny
new agreement shall ensure that petroleum activities entered into under the terms of this Agreement
shall continue under terms equivalent to those in place under this agreement.” For a brief discussion
on this aspect of the IUA see Brazil (2003, 4-6).
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evidence of any overarching pecuniary motivation is not apparent. A more likely
explanation is that the country was desirous to salvage something of its dubious
colonial legacy in order to regain stature within the international community.

In short, several stakeholder groups were active during this period of
negotiations, which occurred as the international rules of engagement were
changing. These circumstances created uncertainty – the opposite requirement of
the resource companies. Thus, to unlock of the resource wealth of the Timor Gap
required political compromise. It was ultimately by this means that the commercial
potential of Bayu Undan was realised, while arrangements for exploitation of
Greater Sunrise were also progressed. Finalisation of the Greater Sunrise IUA
would, however, involve additional complexities and a further three years of
negotiation and compromise.

5.3 International Unitisation Agreement Negotiations for Greater
Sunrise

Introduction
With the Timor Sea Treaty endorsed, Bayu Undan phase two approved, and terms
for Greater Sunrise apparently locked in, it seemed as if bilateral negotiations had at
last achieved the legal and fiscal certainty required to progress resource development
in the Timor Gap: only ratification of the IUA remained. However, East Timor was
desirous to settle maritime boundaries – especially as they affected Greater Sunrise –
prior to any ratification, as was allowed for under the terms of the IUA.

It is this negotiating period that is assessed below. East Timor realised that it
could use ratification of the IUA as leverage to gain further concessions. However,
Australia would not consider a maritime boundary shift as part of any compromise,
meaning that a creative solution had to be sought. Such a solution took many forms
throughout negotiations, and was complicated by divergent views from both
governments as well as other stakeholder groups.
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Additional pressure to the negotiation environment came from the concerted
media campaign by East Timor in unison, if not always in accord, with partisan
stakeholder groups.

The unfolding media campaign was intended to influence

national political debate in Australia, while added pressure was placed on both the
governments by the JV consortium to secure their preferred negotiating outcome.
Both the media campaign and a selective sample of stakeholder groups are described
below, and an attempt made at assessing the effectiveness of tactics used.

Due to this complex negotiating environment the supplementary IUA
negotiations took a further three years, during which time development work on
Greater Sunrise actually ceased. This latter advent provided motivation for the
negotiating parties to arrive at a consensus, which was given effect in the Treaty on
Certain Maritime Arrangements in the Timor Sea (CMATS), signed in January 2006
as an adjunct treaty to the IUA. Of note, however, was that the CMATS treaty left
the provisional maritime boundary intact: in this regard Triggs and Bialek (2002)
identify the reality “that no issue strikes so profoundly at the heart of a nation’s
sovereignty as threats to its territory or non-renewable resources” Triggs and Bialek
(2002, 2).

5.3a Overview of the Major Issues Pertaining to the IUA Negotiations
Having signed the IUA, East Timor now found itself in a position where it could use
the threat of delayed ratification to convince Australia to enter boundary
negotiations. Boundary delimitation was allowed for under the IUA’s Article 2
‘without prejudice’ clause, and reinforced in its Preamble which had been hard won
according to Cleary (2007, 80), who was involved in talks for that country.211 The
crucial wording is presented below:

211

It was argued at the time by Gillian Triggs, director of the University of Melbourne’s Institute for
Comparative and International Law, that Australia was strategically unwise to ratify the Timor Sea
Treaty in 2002 without first completing arrangements for Greater Sunrise (Wilson 2004h, 11). Mari
Alkatiri, in threatening to delay IUA ratification pending Australian agreement to enter into boundary
negotiations, stated that “Dili has learned the hardball ‘lesson’ from Canberra,” in reference to
Australia’s delay in ratifying the Timor Sea Treaty while it sought East Timor’s assent to the IUA in
May 2003 (East Timor: Tax Bill 2003, par. 6).
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Noting that Timor-Leste and Australia have, at the date of this agreement,
made maritime claims, and not yet delimited their maritime boundaries,
including in an area of the Timor Sea where Greater Sunrise lies (emphasis
in original) (Aus., Agreement 2003, par. 2).
However, it was the opinion of Foreign Minister Downer that “legal arrangements
are already in place to ensure that the benefits from the development of Timor Sea
petroleum resources will flow to both countries” (Australia and East Timor Begin
2003, par 5). Australia did commence informal ‘scoping’ talks in November 2003;
however, it refused to commit to a scheduled timetable throughout the entire
negotiating period.

The impasse over a negotiating timetable was one of three persistent features that
characterised negotiations, the other two being dissent from East Timor about
Australia’s continued collection of revenue from fields in the disputed areas outside
the JPDA, and repeated calls for independent arbitration. A brief overview of each
of these issues is presented immediately below in order to provide a background for
the following analysis of prominent stakeholder groups involved in negotiations.

In regard to a negotiating timetable, East Timor was proposing regular
meetings and finalisation within three to five years, whereas Australia emphasised
that historically the average for completion of such negotiations was thirty years and
that it anticipated “long and intricate talks” (Wilson 2003j, 18). Thus, it was not
until November 2003 – eight months after signing the IUA – that Canberra and Dili
met for the first session of informal talks to discuss the negotiating process;
although, not any timetable (Wilson 2003c, 18) (see Table 14). Six months later the
first substantive round of formal talks took place in Dili, which was followed by
three further rounds that finished without resolution in October 2004. It was during
this last round that East Timor introduced the requirement that any solution
incorporate a guarantee that an LNG processing plant be located in that country.
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Formal
Talks

Table 14.
Milestones During Timor Sea Treaty / IUA Negotiations
Date
Location
Comment
2002
20 May, 2002
18 Dec., 2002

Dili
Dili

Timor Sea Treaty signed.
East Timor ratify Timor Sea Treaty.

Table 14. Treaty Negotiation Milestones
2003
06 March, 2003 Canberra Australia ratify Timor Sea Treaty, bringing it into force.
Australia-East Timor sign IUA.
Dili
12 Nov., 2003 Canberra First scoping meeting / Australian agenda is to discuss
negotiation process, not timetable.

1.
2.
3.
4.

2004
29 March, 2004
19-22 April, 2004
08 June, 2004
12 Aug., 2004
12-22 Sep., 2004
27-Sep., 2004
25-27 Oct., 2004

Canberra
Dili
Canberra
___

Darwin
Dili
___

Australia ratify IUA.
First substantive formal talks / inconclusive.
Recourse to ‘creative solution’ first reported.
‘In principle’ settlement announced (did not eventuate).
Talks inconclusive.
Australia offer 50-50 revenue share / talks inconclusive.
East Timor announces LNG plant as part of creative
solution / talks end in stalemate.

2005
5.
6.
7.
8.

14 Jan., 2005
18 Jan., 2005
7-9 March, 2005
26- Apr., 2005
9-12 May, 2005
14 Nov., 2005
27 Nov., 2005

___

Canberra
Dili
Sydney
Darwin
___
___

Woodside’s withdrawal from Greater Sunrise reported.
Australia invites East Timor to recommence talks.
Talks recommence / remain inconclusive.
Talks inconclusive.
Australia announces agreement imminent / East Timor
more cautious.
East Timor de-links LNG plant from talks.
Agreement reached / not publically announced.

2006
12 Jan., 2006
Apr.-Jun., 2006

26 Jun., 2006

Sydney
Dili

___

CMATS signed.
Outbreak of civil unrest in East Timor / Australian
troops enter on 25th May; however, sporadic violence
continues / CMATS ratification delayed.
Prime Minister Mari Alkatiri resigns amidst
controversial allegations / José Ramos Horta
subsequently installed as interim-PM.

2007
20 Feb, 2007

Dili/
Canberra

Parallel ratification of CMATS by Australia and East
Timor / East Timor ratify IUA.
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In light of this controversial demand and with no further talks scheduled,
Woodside Petroleum in January 2005 announced postponement of work on Greater
Sunrise. Several days later Australia, in a significant reversal of its previous stance
on the urgency for talks, now invited East Timor to resume negotiations (Wilson
2005a, 19). While the Woodside decision no doubt played a part in prompting both
governments back to the negotiating table, Cleary (2007) also suggests that this
move by Australia “reduced the leverage from East Timor’s public campaign”
Cleary (2007, 207), which is discussed in Section 5.3b below. In addition, Cleary
(2007, 202-203) points out that Foreign Minister José Ramos Horta was concerned
about the importance of maintaining good bilateral relations with Australia in the
interests of East Timor’s well-being and security, having stated that “East Timor’s
vital strategic interests must be anchored in a close relationship with our two closest
and giant neighbours.”

However, the reinvigorated negotiations in March 2005 remained
unproductive until East Timor in November 2005 de-linked the location of an LNG
plant from any settlement (Wilson 2005e, 28). Agreement, although not publically
announced, was reached later that same month, and CMATS was signed on 12th
January, 2006.

Another major issue that came to prominence around the time that East
Timor made its demand for an LNG processing plant – and which likely also
contributed to the loss of appetite by the Greater Sunrise JV partners for pursuing
development in the disputed zone – was that of Australia’s collection of revenue
from the Laminaria-Corallina and Buffalo fields.212 Woodside was also the operator
of the Laminaria-Corallina field located outside of the western JPDA boundary
(refer Figure 37), and which had been producing since 1999. Following the October
212

The joint venture partners in Laminaria-Corallina were Woodside (operator) (50 %), BHP
Petroleum (25%), and Shell Development Australia (25%). Laminaria-Corallina, the first petroleum
development in the Timor Gap area, processed its oil aboard the floating production storage and off
take vessel (FPSO), Northern Endeavour. The field had been Australia’s largest oil producer, with
peak production reaching 180,000 barrels a day; however, by late-2004 it was producing 40,000
barrels a day due to natural decline. Also linked to the Northern Endeavour was the smaller Buffalo
oil field, originally owned by BHP and then sold to Nexen Petroleum in 2001. Buffalo also
commenced production in 1999 and ceased production in December 2004 having reached peak
production of 20,000 barrels of oil per day (Wilson 2004c, 29).
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2004 collapse in negotiations East Timor formally staked is claim for US$2.6 billion
against the Australian Government, this amount being for Australia’s appropriation
of production revenue up to that point. In addition, a US$6 billion claim was made
against the respective JV companies (Wilson 2004d, 08). At that time the field,
although in natural decline, was realising approximately US$1 million a day (Wilson
2004c, 29).

The prospect of compensation had been raised previously at the time of
signing the Exchange of Notes in March 2000, by Mari Alkatiri and Peter Galbraith,
in the context of a request to cease production from the disputed fields while
negotiations about transition of the Timor Gap Treaty terms proceed (Wilson 2004c,
29). Other calls during the ensuing period were also made to quarantine revenue
from the disputed fields in an escrow account, pending final boundary delimitation
(TSJC 2005, par. 2). Australia had consistently dismissed any such measure which
might implicitly recognise East Timor’s lateral boundary claims. Indeed, Australia
in April 2003, just weeks after signing the IUA, had reinforced its sovereign
jurisdiction in disputed waters adjacent to Greater Sunrise with the release of several
exploration permits (TSO 2003, par. 5).213

East Timor’s latest call for compensation was clearly an ambit claim
intended to highlight the inadequacy of the US$3 million compensatory amount that
had been offered by Australia during the recently collapsed October negotiation
round, to offset East Timor’s smaller Greater Sunrise revenue take (Wilson 2004d,
08). In effect, East Timor’s tack highlighted just how fraught negotiations had
become.

The third major feature evident during negotiations was consistent calls from
East Timor and various partisan stakeholder groups for mediation. A concrete
manifestation of these calls came in July 2004 during a speech by José Ramos Horta,
who called on neighbouring New Zealand as ‘a suitably neutral country’ to mediate.
Although immediately backed by the Australian Democrats party, this call was
213

The Australian Federal Government had one year earlier, in April 2002, released nine exploration
permits off the Northern Territory coast, several being adjacent to Greater Sunrise (41 Offshore 2002,
04).
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tactfully rejected by New Zealand and dismissed by Foreign Minister Downer as “a
joke” (Fed: Downer Says 2004, par. 1). Ramos Horta subsequently, in November
2004, proposed seeking a non-binding advisor opinion from the ICJ by way of the
UN General Assembly (Australia, East Timor 2004, par. 19): this proposal was
subsequently withdrawn following the recommencement of negotiations in March
2005. These calls were also likely a negotiating tactic, in this case intended to
highlight Australia’s unreasonableness in withdrawing from international arbitration
back in March 2002.

5.3b East Timor’s Campaign
From the period of signing the IUA in March 2003 East Timor is credited with
conducting a largely successful international campaign, “turning its weakness into a
soft power plus” (Kelly 2004, 30). This strategy was acknowledged by Foreign
Minister Ramos Horta at the time of threatening to take Australia before the UN
General Assembly (Wilson 2005a, 19), and again two months later when he invoked
former South African president Nelson Mandela and “other international
personalities to support East Timor’s case” (Wilson 2005a, 19). In regard to this
tactic, Cleary (2007) observes that:
East Timor had only one avenue to secure justice: the court of public
opinion. Its simple and tenacious appeal to foreign governments,
international institutions and the media was the only recourse that this tiny
nation of less than one million people had (Cleary 2007, xxix).
Notwithstanding East Timor’s success in rallying support behind its cause, there did
exist dissent about strategy both within its political ranks, and between the
government and partisan interest groups.

Dissent amongst East Timor’s political ranks was most evident in consistent
calls from José Ramos Horta insisting that colleagues tone down their public diatribe
against Australia.

For instance, following the first inconclusive round of

negotiations in April 2004 President Xanana Gusmao, in a Portuguese newspaper
interview, condemned Australia’s ‘disgraceful’ behaviour, ‘dirty tactics’ and its
attempt to ‘steal from us’ (East Timor President 2004, pars. 3-5): in response,
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Ramos Horta publically described the interview as ‘outrageous’, stating that “I do
not believe in demagogic statements whipping up people’s sentiments in relation to
Australia” (Lloyd 2004, 11). Further, Ramos Horta pointed out that East Timor
“would not even be free to make all these diatribes” if it were not for Australia’s
lead role in the InterFET force that had quelled the post-independence referendum
violence in 1999 (Lloyd 2004, 11).

Similarly, later that year in August 2004, Ramos Horta appealed “to the
entire population of Timor-Leste not to lose its patience with negotiations,” citing a
boundary dispute between the Russian Federation and Norway which at that time
remained unresolved after fifty years (Timor-Leste Cannot Lose 2004, par. 2);
although, just two months later following the October 2004 breakdown in
negotiations Ramos Horta declared himself “thoroughly disillusioned”, and accused
Australia of “unacceptable blackmail” (Banham 2004, 8).

In regard to East Timor’s relationship with the various stakeholder groups
that were the grassroots voice of the campaign, the East Timorese negotiators were
willing to distance themselves when politically expedient. A salient example of this
occurred as the October 2004 round of negotiations got underway and protesters
assembled outside the Dili Hotel venue. In response to a question about why the
negotiators did not appear in solidarity beside the protesters – as had occurred during
the first round – negotiation head Mari Alkatiri maintained that “‘a climate of
confrontation’ was not productive as the time had come to try finding solutions”
(East Timor: No Breakthrough 2004, par. 9).214

The above examples illustrate how various and often conflicting strategies
were employed by different stakeholder groups, albeit in pursuit of the same end,
namely ‘justice’ for East Timor. However, even the concept of justice varied, as
manifest by criticism from some partisan stakeholder groups about the final outcome
of Greater Sunrise negotiations, the CMATS treaty, which it was argued traded
sovereignty for revenue.

Notwithstanding these differences in strategy and

214

A further example of East Timor distancing itself from an interest group occurred in early-2005 in
regard to a series of television advertisements in Australia targeting the Australian Government – this
instance is discussed below in Section 5.3c.
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objectives, it is apparent that the many partisan stakeholder groups were jointly
successful in focusing the public spotlight on East Timor’s cause, as will now be
examined.

5.3c Interest Groups, Political Parties, and the Media
It is at this point worthwhile examining in greater depth the diverse stakeholder
alignments that were involved in lobbying on the issue of the Greater Sunrise IUA,
the tactics employed to influence public opinion and exert pressure on elite decision
makers, and to undertake some assessment of the effectiveness of those tactics. This
is a particularly useful period during which to conduct this investigation for two
reasons. Firstly, while various stakeholder groups had been active in lobbying over
rights in the Timor Gap since the commencement of negotiations between Australia
and Indonesia in 1971, it was during the IUA negotiation period that the largest
number of stakeholder groups lobbied most concertedly and therefore had the
highest profile. Secondly, it was also during this period that Greater Sunrise came to
exemplify the link between maritime boundary entitlement and resource wealth in
the Timor Gap, and for this reason became the central focus for stakeholder groups.

An interest group, broadly defined, encompasses “an association of
individuals or organisations which attempts to influence government and public
policy without seriously seeking election to parliament” (Warhurst 2006, 327).
Warhurst (2006, 328-329) also notes that these groups can be categorised in several
ways which are not necessarily mutually exclusive. The groups assessed below are
collectively characterised according to “the nature of the interests that they claim to
represent,” being the associated matters of maritime boundary delimitation and
resource ownership in the Timor Gap.215

Some of these groups were purposely formed to lobby for their preferred
outcome from the IUA negotiations, while others became engaged as part of a
215

Warhurst (2006, 329) posits three possible means of categorisation, being firstly the category
applied above – the nature of the interests that the stakeholder groups represent; whether groups
function closely to one another or a political party; and the level at which groups operate – local,
state, national, or international.
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broader ethos, such as the religious organisations who had a human rights and
equality philosophy. Both these types of groups accord with Warhurt’s (2006, 329)
sub-categorisation of ‘promotional groups’ – those that exist to promote particular
ideas and causes.216 In addition, the resource companies – who engaged in their own
lobbying according to a development agenda – occupy a second sub-category, that
of sectional groups. In fact, the JV companies occupy a distinct group within that
category, namely producer groups, recognised because of their integration into the
production side of the economy (Warhurst 2006, 329).

It should be noted, however, that the JV companies do not precisely fit the
above definition which is more accurately applied to industry representative groups,
which for the petroleum industry is the APPEA. However, the APPEA’s political
lobbying is generally concentrated at the aggregate level of “facilitat(ing) safe,
environmentally responsible, socially responsible and profitable oil and gas
exploration, development and production.”217 Accordingly, the organisation would
not normally lobby on behalf of a particular project; although, it might cite a project
in the context of wider concerns about government policy.218 The point to make is
that for the purpose of this discussion the Greater Sunrise JV partners are
categorised as producer groups on the basis of their active lobbying in regard to the
IUA negotiations.

216

Warhurst (2006, 329) cites groups that have both been in existence for a long time, such as the
Royal Society for the Prevention of Cruelty to Animals (RSPCA), and more contemporary groups
such as those that arose from the ‘new social movements’ of the 1960s and which include the
environmental, women’s, and Aboriginal rights movements. The common criterion is their formation
to promote particular ideas and causes. Thus, it is the common focus on the outcome of IUA
negotiations that enables the groups assessed above to be classified as promotional groups, whether
of contemporary or historical formation.
217
The above quote and further information about APPEA is available on their web site at
http://www.appea.com.au/.
218
For instance, when the Greater Sunrise Unitisation Agreement Implementation Bill (2004) was
referred to the Australian Senate Economics Legislation Committee for consideration – a process
which could be expected to take over twelve months – the following comment from then-APPEA
Executive Director, Barry Jones, was reported in the print media: “(t)he Northern Territory
government and all major parties in Canberra are calling for more development of Australia’s gas
resources. Parliamentary delay helps no one” (Howarth 2004c, 21).
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Promotional Groups
The first stakeholder grouping from this category considered below are the Non
Government Organisations (NGOs).219

There were in late 2004 over 300 East

Timor-based NGOs listed, a number that had grown exponentially as part of the
international humanitarian response to the destruction following the 1999
independence referendum (Hunt 2004, par. 1-2, 16).

Of this group, one of the most high profile lobbying on the matter of the IUA
were Láo Hamutuk.220 Established in 2000, Láo Hamutuk states amongst its key
objectives “to monitor, analyse and provide information on the development of
Timor Leste,” and to “increase communication and understanding between the
people of Timor-Leste and international institutions and donors.” Láo Hamutuk
appear well organised, conduct sound and accurate – if subjective – research, and
have established comprehensive communication channels which include a website, a
regular bulletin published in both electronic and hardcopy form, and a radio
programme.

Láo Hamutuk also conduct public meetings, forward policy

submissions on issues affecting East Timor, and have a resource centre and library.
These sources combined make the organisation a valuable repository of information
and analysis on issues pertaining to the Timor Gap.

During the IUA negotiating period Láo Hamutuk were prominent in
disseminating information and analysis on key issues, as well as lobbying both the
Australian and East Timorese governments. This latter pursuit entailed submissions
imploring both governments to settle the maritime boundary according to the
international law interpretation favouring East Timor, as opposed to pursuing an
interim arrangement. Following the signing of CMATS Láo Hamutuk undertook to
continually work towards boundary resolution, even beyond the commencement of
Greater Sunrise development.

219

Warhurst (2006) explains that in pluralist societies governments in some cases may favour and
encourage – such as by providing funding – interest groups “as the most efficient means to discuss
policy with a representative sample of key interests” Warhurst (2006, 328). The degree of
government - NGOs linkage is not assessed in the above examples.
220
For information on Láo Hamutuk visit their web site at: http://www.laohamutuk.org/.
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While it is not apparent if Láo Hamutuk organised or participated in public
protests, the organisation did arrange at least one public information forum
immediately prior to the ratification of CMATS. Attended by more than 50 people
from local NGOs, universities, the national parliament, local media, foreign
diplomats, and other promotional groups, the forum urged a review of CMATS and
greater dissemination of information amongst “every part of Timor-Leste society”
(Public Meeting 2007, 14). This presentation and analytical probing of IUA issues
also occurred in various issues of the Láo Hamutuk Bulletin, and was arguably the
NGO’s greatest influence on public opinion.221

This assertion is supported by

numerous citations of Láo Hamutuk research in secondary publications, an abridged
list of which appear on the organisation’s web site.

Láo Hamutuk were also part of a coalition of East Timor-based NGOs, the
Independent Information Centre for the Timor Sea (CIITT).222 Formed in 2002,
CIITT members included fellow promotional groups, clergy, academics, and
civilians, thereby enabling it to claim representation of a significant cross-section of
East Timorese society. CIITT’s primary goal was to “monitor and analyse the
process of determining legal maritime boundaries … in the Timor Sea,” and to
“maintain the borders of East Timor, to optimise the use of natural gas and oil
resources for the prosperity of the East Timorese people” (CIITT 2002, 3). The
coalition’s objective was, as with Láo Hamutuk, to lobby decision makers both
directly and by raising public awareness.

221

While a complete list of the Láo Hamutuk Bulletin, many of which contain analyses of issues
pertaining to the Timor Gap, is available on the organisation’s web site, the April 2006, Vol. 7 (1)
edition contains a useful analysis of the CMATS treaty, including a chronological history leading up
to its signing in January 2006, and is illustrative of the standard of analysis provided by the
organisation.
222
The acronym CIITT is derived from the Indonesian title, Centro Informasaun Independente ba
Tasi Timor. It is difficult to precisely identify the organisations that were part of CIITT as citations
in different public documents vary and, indeed, membership likely changed during the period being
examined. There also exist cross-membership where organisations belong to more than one coalition,
such as the East Timor NGO Forum. The following compilation of members is taken from a CIITT
Press release of 26th January 2004: Láo Hamutuk; East Timor Study Group (ETSG); Pro-Democratic
Students’ Movement (GMPD); Kdalak Suli Mutu (KSI); East Timorese Union Confederation
(KSLT); Labour Advocacy Institute for East Timor (LAIFET); East Timor NGO Forum; East
Timorese Women’s Communication Forum (Fokupers); Haburas Foundation; and Perkumpulan HAK
(CIIT 2004).
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CIITT’s target audience was the Australian constituency, and the coalition
made considerable use of moral entreaties: “(Australian) civil society has a very,
very important role (to decide) what is the bad thing, what then the right thing,” and
“(CIITT) believe … Australian people are a democratic people” (Australia Accused
2004, par. 10). CIITT forwarded submissions to the Australian Joint Standing
Committee on Treaties (JSCOT) and wrote to the East Timorese government,
respectively, urging non-ratification of the Timor Sea Treaty and the IUA on the
same grounds as Láo Hamutuk, namely that a boundary settlement under the
favourable international legal interpretation was a preferable outcome for East
Timor.223 CIITT also organised press releases and conferences, and engaged in
public protest action such as that undertaken outside the Australian embassy in Dili
during the first round of IUA negotiations in April 2004, where a petition was
presented to the Australian ambassador. CIITT are described as “among the most
vocal of East Timorese civil society groups” (Oxfam 2002, 11).

CIITT’s strategy to reach Australian decision makers by activating civil
society was also applied by several Australian-based interest groups, the most
prominent amongst these being the Timor Sea Justice Campaign (TSJC).

The

Melbourne-based TSJC was formed in January 2004 as “an independent campaign
made up of concerned individuals,” who also believed that “East Timor should
control all of the gas and oil fields it is entitled to under current international law, by
the establishment of permanent maritime boundaries.”224

Although the TSJC did not publish detailed research, the capacity of this well
organised group to expound their cause was considerable. The TSJC hosted its own
web site, an email discussion group, launched petitions, hosted national speaking
tours, submitted letters to the editors of major Australian newspapers, directly
lobbied Australian politicians, and networked with a range of NGOs, including in
223

The purpose of this committee (JSCOT) is to “provide for parliamentary and public scrutiny of
treaty actions in terms of their promotion or obstruction of Australia’s national interest” (Aus.,
JSCOT 2007, 53).
224
The above excerpt from the TSJC web site, which also contains a thorough compilation of
activities undertaken during the now lapsed campaign: http://tsjc.asiapacificjustice.org/. Please also
note that while the TSJC claims that it consisted of ‘concerned individuals’, it in fact liaised closely
with organised groups such as NGOs, churches, and unions, mainly from around the Melbourne,
Australia region (Cleary 2007, 172).
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combined protest action. For example, the TSJC’s launch in Melbourne in April
2004 coincided with the abovementioned protest action in Dili by CIITT, and
included street theatre and speeches. These self proclaimed ‘media stunts’ illustrate
how attuned the TSJC were from the outset to the media as a conduit for their
message.

The TSJC’s strategy was to foment grassroots activism with a view to
generating “widespread community disquiet over the (Australian) government’s
conduct” and to thus place pressure on local politicians, as had been done
successfully in 1999 when Australia entered East Timor as head of the InterFET
force (Cleary 2007, 172).225 Given the TSJC’s media awareness, it was indeed
opportune when its campaign coordinator was contacted in late-2004 by altruist
Australian millionaire businessman, Ian Melrose, who brought to the campaign a
keen awareness of the link between financial resources and capacity to raise public
awareness.226 This juncture marked a distinct ramping up of the campaign via the
print and electronic media, with a proposed spend of AU$6 million over three years
(Lee 2005, 03).

The national television advertisement campaign commenced in September
2004 with a simple entreaty to Prime Minister John Howard to ‘be fair’ to the people
of East Timor.

This entreaty was followed up by a Melrose-commissioned

Newspoll opinion survey the following month which showed that on the matter of
settling the Timor Gap boundary 77 per cent of Australian’s supported ICJ
adjudication, in the event of an impasse. This result was possibly the foundation for
claims that appeared in subsequent full page newspaper advertisements linking

225

For a brief overview of the public lobbying that preceded the InterFET intervention to quell East
Timor’s post-independence referendum violence see, Cleary (2007, 164-165).
226
For a succinct overview of Ian Melrose, his motivation for aligning with the TSJC, and his
contribution to the campaign see, Cleary (2007, 169-175). Ian Melrose’s belief in the efficacy of
financial resources in the campaign was stated with reference to another pro-East Timor campaign
being conducted by former Australian World War II veteran soldiers; Melrose claimed, “it doesn’t
matter what your position is, if you haven’t got the money you can’t run TV ads, you can’t create
public awareness” (Probyn 2006, par. 16).
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equitable median and lateral boundary line solutions with “the views of the people of
Australia.”227

The television advertisement campaign became increasingly harsh in its
criticism of Australia. A second round of advertisements accused Prime Minister
Howard of stealing millions of dollars from East Timor, while a third round in
March 2005 lambasted Australia for “stealing from a third world country” and
emblazoned the word ‘stolen’ across a picture of Australia’s Parliament House.

This hard-hitting Melrose-funded component of the TSJC campaign was
effective insofar as reaction from the Australian Government can be taken as a
gauge. Immediately after the launch of the television campaign – on the cusp of the
October 2004 Australian federal election – Foreign Minister Alexander Downer
arranged a meeting with Ian Melrose where withdrawal of the advertisements was
discussed, albeit to no avail (Cleary 2007, 171). Subsequently, in January 2005, an
unnamed senior official from within Australia’s negotiation team publically labelled
the advertisements as “deceptive and misleading” in relation to the resource revenue
figures allegedly appropriated by Australia (Wilson 2005c, 19). The same source
alleged that East Timorese officials “seemed genuinely embarrassed” by the
campaign.

East Timor did subsequently distance itself from the campaign, as did several
other interest groups who had been portrayed as being part of a coalition backing the
advertisements.228 This latter group, included World Vision, the Uniting Church,
and Oxfam, who all released disclaimer statements.

Oxfam, for instance,

emphasised that “it’s unhelpful to be associated with a campaign targeting the
Prime Minister” (Lee and Banham 2005, 5). This example highlights how rifts
between the various interest groups occurred, despite sharing a common cause.

227

To view the TSJC Open Letter, dated 7th March, 2005, along with several other advertisements
that
appeared
in
various
Australian
newspapers
visit
the
following
link
http://tsjc.asiapacificjustice.org/tvcs.htm.
228
Cleary (2007) reports that another set of inaccurate figures, in this case the understating of East
Timor’s child mortality rates, “enabled the East Timorese government to distance itself from the
advertisements” Cleary (2007, 173).
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While the TSJC campaign definitely attracted public attention, its effect on
the ultimate outcome of negotiations is less readily determined. The TSJC did claim
partial credit for East Timor’s increased PSC and company taxation concession
under CMATS, citing grassroots pressure along with the Melrose-funded television
commercials (Critics Blast 2006, par 9, 12, 14). Similarly, Melrose had earlier
claimed credit for the television campaign prompting the continuation of
negotiations through September-October 2004, after an impasse of six months (Fed:
Ads Attacking 2004, par. 16). However, Warhurst (2006), while noting the strong
link between availability of resources and power to effect political change, also
observes that lobby groups “are inclined to claim success even when their
contribution to the outcome is probably quite small” (Warhurst 2006, 340).

Another perspective from Marsh (2002, 358) ranks several additional factors
besides financial resources as being significant in achieving political outcomes.
These include membership numbers, organisation, and intensity of concern:
certainly the TSJC’s campaign exhibited all of these features, which when
considered in aggregate lend some credence to the stakeholder group’s claim to
success.

Various church groups were another prominent voice supporting East
Timor’s cause, most notably the Catholic Church – unsurprising, given that
approximately 90 per cent of East Timorese observe that faith, a legacy of both the
Portuguese and Indonesian periods.229

One notable contribution from this

stakeholder group was a booklet by Fr Frank Brennan, a prominent Australian Jesuit
lawyer and human rights advocate, published by the Australian Catholic Social
Justice Council (Brennan 2004). This edition, having given the various arguments
broad consideration, conceded that “finalisation of all maritime borders in the Timor
229

During the Portuguese period the state, working with the Catholic Church, sought to establish
control over trading opportunities by, for instance, demarcating religious territories (Crowe 1996, 31,
35). This quest resulted in the conversion of many elites; however, not so many of the broader
population. A large number of subsequent conversions occurred during the Indonesian occupation
period: Crowe (1996, 78-79) maintains that in 1975 the number of conversions was less than a third
of the population, whereas by 1992 over 90 per cent of the population had converted to Catholicism.
This was in part due to the Suharto regime’s requirement that citizens identify with an official
religion, as opposed to maintaining traditional animist beliefs. Thus, Catholicism became the religion
of choice over other official religions as “a rejection of the Indonesian regime and an emerging
Timorese nationalism” (Crowe 1996, 78-79).
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Sea will take longer” and presciently concluded that it would be imprudent to delay
development of Greater Sunrise by not ratifying the IUA, however that East Timor
should receive an increased revenue share (Brennan 2004, 50).

Another church-based contribution came from the Christian Brothers, who
wrote to Prime Minister John Howard and also placed a full page newspaper
advertisement in Australia’s national daily newspaper, The Australian, appealing to
the national sense of ‘a fair go’.230 Those religious groups with more modest
resources made expedient use of alternative media channels, including both in-house
– as with the Catholic Church’s online news forum CathNews – and public fora,
especially by way of letters to the editors of Australian newspapers.231

Still other interest groups held concerns that transcended negotiation
outcomes for either East Timor or Australia. The NGO group Care for West Timor
Foundation (YPTB) had since Indonesia’s withdrawal from East Timor in 1999
actively lobbied for traditional rights to “all the wealth in the Timor Sea” which
included Ashmore Reef (Pasir Island) as well as the Timor Gap (Western Part 2002,
par 2). This campaign concentrated on lobbying the Indonesian government, via
West Timor’s regional government of East Nusa Tengarra – which appeared to
support the cause – to call upon Australia and East Timor to renegotiate all accords
relating to the Timor Sea.

While the Ashmore Reef claim was apparently driven by concern about
traditional fishing rights, the more specious Timor Gap claim was likely motivated
by aspirations to share in the area’s petroleum wealth. Thus, after the IUA was
signed in March 2003, a YPTB working group was established to escalate the
campaign.

This included a statement demanding US$25 million annual

230

Reference to the letter to John Howard and also a copy of the newspaper advertisement which
appeared in the 20th May 2004 edition of The Australian from the following source: Christian
Brothers Leader Writes to PM on Timor Sea Oil. Catholic News (CathNews Online), May 20.
http://www.cathnews.com/news/405/105.php.
231
For instance, see: Connelly, Susan (Sister) 2005. Greed over Timor Oil and Gas Shames Australia
(Letter to Editor). Sydney Morning Herald, May 26: 16. (Sister Connelly signs her letter ‘Mary
McKillop Institute of East Timor Studies, St Marys’); Purcell, Mark. 2004. Mean-Spirited Over
Timor Oil (Letter to Editor). Australian Financial Review, April 19: 68. (Mr. Purcell signs his letter
Executive Director, Archdiocese of Melbourne, Catholic Commission for Justice Development and
Peace).
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compensation from Australia for each year that Timor Gap petroleum revenue was
collected, and letters to the Prime Ministers of Indonesia, Australia, and the
President of East Timor, reiterating calls for tripartite negotiations to renegotiate
maritime boundaries (Fointuna 2003, 5; Australia Urged 2004, par. 1).

These actions by YPTB were regularly reported in Indonesian print media
publications such as the Jakarta Post and Antara. However, widespread popular
support for YPTB’s campaign is not evident; certainly the Indonesian government
had renounced any claim to the Timor Gap following the 1999 independence
referendum. The NGO’s efforts are, however, worth citing in that they exemplify
how a minority interest group can successfully secure at least regional government
level support and media coverage disproportionate to its size.232

Finally, international interest groups also actively lobbied in regard to the
Timor Gap negotiations. One of the highest profile organisations from amongst this
stakeholder grouping were aid and development organisation Oxfam Community
Aid Abroad, who operated at the level of their regional affiliate organisation, Oxfam
Australia. Oxfam functioned at the usual levels, submitting letters to the editors of
Australian newspapers, posting information on its web site, and forwarding
submissions to government committees reviewing treaty arrangements. Oxfam’s
high profile and its considerable resources also enabled it to generate informed
research – albeit leading to predictable conclusions – and to secure broad media
coverage.

Oxfam representatives penned articles that appeared in various Australian
newspapers including the Sydney Morning Herald, Melbourne Herald Sun, and the
Canberra Times, and in May 2004 – the second anniversary of East Timor's
independence – presented a report (Oxfam 2004) that conflated East Timor’s

232

The comment about the absence of Indonesian government support on this issue is based on both
the absence of support for the protestations of the East Nusa Tengarra government, and the following
report wherein the secretary to Indonesia’s Foreign Minister states that “Indonesia no longer has any
right to the oil in the Timor Gap following the independence of East Timor” (Indonesia Has Slight
2002, par. 4, 6).
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precarious economic and social situation with Australia’s negotiating stance.233 The
report received coverage in Australia’s main daily newspapers, and prompted a
refutation from Australia’s Department of Foreign Affairs and Trade (DFAT).234

Another prominent international interest group that formed in 1991
specifically to “support genuine self-determination and human rights for the people
of East Timor” was the US domiciled East Timor Action Network (ETAN).235 Selfdescribed as a ‘US-based grassroots organisation’, ETAN’s primary focus has been
to raise public awareness and to influence US foreign policy in the region.
Activities have included national speaking tours, protests outside Australia’s
embassy in Washington DC, and the direct lobbying of US Congressional members.
The organisation hosts a comprehensive web site and an email list which is arguably
the most heavily subscribed and active such forum dedicated to East Timor issues.
ETAN has also acted as coordinator for various global interest groups, as saliently
demonstrated by an ETAN-initiated letter to Australian Prime Minister John Howard
in November 2003 signed by 100 NGOs and interest groups from 18 countries.236

In regard to ascertaining ETAN’s political effectiveness in the US, claims by
the organisation – such as its key role in having 1991 Congressional legislation

233

References to the newspaper reports referred to above are; Hewett, Andrew. 2003. Mind the Timor
Gap. Herald Sun, December 26: 18; Hewett, Andrew. 2005. Oil and Gas are Vital to East Timor’s
Long Term Viability. Canberra Times, March 09: 5; Ensor, James. 2003. Coalition Stretches
Credibility with Australia’s Elastic Borders. Sydney Morning Herald, November 27: 13.
234
The DFAT’s refutation was by way of a letter to Oxfam, dated 4th June 2004, from Bill Paterson,
First Assistant Secretary, South and South-East Asia Division, Department of Foreign Affairs and
Trade. Mr. Paterson argued that the Oxfam report “lack(ed) balance and credibility”, appeared “to
adopt in full and uncritically East Timor’s position and ambit claims”, and was “genuinely unhelpful
to the process in train between Australia and East Timor to negotiate a permanent maritime
boundary”
(Paterson,
Bill.,
Letter
to
Oxfam,
July
04,
2004.
http://www.oxfam.org.au/campaigns/easttimor/dfatreplytoreport.pdf).
235
For more information on ETAN see their web site, http://www.etan.org/. ETAN was established
following the November 1991 shooting by Indonesian troops of many – by one account up to 400 –
mainly student protestors who were demonstrating against Indonesian occupation outside the Santa
Cruz cemetery in Dili, East Timor. This tragic event is often referred to as ‘the Santa Cruz massacre’.
236
The letter, dated 7th November 2003, maintains that its signatories are “troubled by (the Howard)
government’s callous disregard for East Timor’s sovereignty and rights,” and makes the familiar
entreaties for a median maritime boundary according to purported international legal entitlement, a
return to ICJ and ITLOS arbitration, and for the establishment of a firm negotiating timetable. Both
the letter and the non-committal response from the Australian Department of the Prime Minister and
Cabinet
are
available
from
ETAN’s
web
site
via
the
following
link:
http://www.etan.org/news/2003a/11ltr.htm#letter.
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passed to limit US military assistance for Indonesia – are difficult to verify.237 It is,
however, reported that ETAN “exercises strong lobbying power in Washington”
(Callick 2004b, 10) and the stakeholder group certainly kept the East Timor issue in
the political spotlight.

For instance, ETAN claim that they were influential in motivating a March
2004 letter to John Howard signed by 53 members of US Congress urging “a fair,
permanent maritime boundary and an equitable sharing of oil and gas resources.”238
Dispatched just prior to the first scheduled formal round of negotiations in late-April
2004, the letter was reported in several Australian newspapers and was the subject of
an interview several days later on Australia’s ABC Radio with the petition’s
initiator, US Democrat Senator Barney Frank. Frank, while acknowledging that
East Timor “really exists probably because the Australians were so willing to be
helpful,” highlighted the “inherent disparity in … power” and therefore the
imperative for concerned members of Congress to apply political pressure: “(t)he
only impediments are political” (United States Congress 2004, par. 1, 15).

Political pressure was indeed brought to bear in July 2004 during a US
House of Representatives debate on concluding a free trade agreement with
Australia. Australia’s handling of the Timor Gap issue was raised during debate, and
the hope was expressed that Australia “will employ the same diligence and
dedication in resolving a dispute over maritime boundaries with its neighbour, East
Timor, as it did in completing the FTA” (ETAN 2004, par. 1).239 While the free

237

This claim appears on ETAN’s web site under the link entitled ‘About ETAN’,
http://etan.org/etan/default.htm.
238
It was subsequently reported that the letter was due to US Congress being “marshalled by leading
leftist Noam Chomsky” (Callick 2004b, 10), who is also described as ETAN’s principal fundraiser.
A copy of the Congressional letter is available on the ETAN website at:
http://www.etan.org/news/2004/03houseltr.htm.
239
Of interest, the US political lobbying of Australia continued when in March 2005 seventeen
members of both US chambers of Congress sent a follow-up letter urging Australia to “move quickly
and seriously to establish a fair, permanent maritime boundary with Timor-Leste,” and suggesting
that the suspension of work on Greater Sunrise, which had been announced in January 2005, would
“ease pressure from oil companies for a quick fix”. It is notable that the proportionate number of
signatories was small, representing 6 per cent and 2.5 per cent of the Senate and House of
Representatives respectively, and certainly with less numbers than in the March 2004 letter. This
indicates that concern had decreased as the negotiating process unfolded. The full text of the March
2005 Congressional letter can be sourced from the ETAN web site at:
http://www.etan.org/news/2005/03autral.htm#letter.
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trade agreement passed with dissent from only one of the petitioning Congressmen,
this incident reflects how well coordinated interest group lobbying is capable of
elevating an issue to the geopolitical level, with possible strategic ramifications.

Also of interest, on a theoretical level, was ETAN’s use of different
organisational tactics.

The group’s abovementioned coordination of the

international coalition of NGOs accords with Warhurst’s (2006, 329) observation
about the level of a group’s organisation determining their access to different levels
of government. That is, groups can form and operate at different levels – local,
state, national, and international – which will have practical significance in terms of
their effectiveness in reaching decision makers. This is a useful consideration when
assessing stakeholder group effectiveness. On another level, ETAN’s independent
lobbying of Congressmen and grassroots street protests corroborate Marsh’s (2002)
observation that “intensity of concern would seem to be as significant as financial
resources in political action” (Marsh 2002, 258): in 2003 ETAN operated on an
annual budget of just $US100 thousand.

Sectional Groups
The Greater Sunrise JV consortium partners certainly possessed budgetary resources
that surpassed those of the government of East Timor, and rivalled those of the
Australian Government, as is typical of large petroleum industry players.

In

addition, Australia’s major petroleum companies are reported to “collectively spend
seven-figure sums each year keeping alongside the Federal Government and the
bureaucracy (Wilson 2008b, 32).” This situation gives rise to a symmetrical power
dynamic within the corporate - government nexus.

In this regard Warhurst (2006) maintains that “powerful well-resourced
(producer groups) are generally very experienced and comfortable in dealing as
insiders with government” Warhurst (2006, 329). Accordingly, the JV partners
operated largely at government level, their consistent message being the paramount
commercial requirement for legal and fiscal certainty as a prerequisite to
commencing development of Greater Sunrise. This had been the refrain of the Bayu
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Undan JV consortium since Australia and UNTAET commenced negotiations to
continue the terms of the Timor Gap Treaty in late-1999. However, since bilateral
ratification of the Timor Sea Treaty in March 2003 and commencement of
condensate recovery from Bayu Undan in February 2004 – conveniently located
wholly within the JPDA – focus shifted to the outstanding issue of the Greater
Sunrise IUA.

Australia, mindful of the above commercial imperative, was first to ratify the
IUA in March 2004. The Greater Sunrise JV consortium, led by operator Woodside
Petroleum, immediately set about lobbying East Timor to follow suit. The JV
consortium’s message was unchanged, namely the requirement for legal and fiscal
certainty to enable both development to proceed and potential foundation customers
to be secured (Wilson 2004n, 21). In June 2004 Woodside’s entreaties were lent
urgency with the setting of a deadline: IUA ratification before December 2004
would be required to enable commencement of detailed project design work in time
to capture Asian markets before 2010 – the next market window would apparently
not occur until after 2015 (Dyer 2004a, 04).

However, aspirations for a prompt political resolution were thwarted when in
July 2004 opposition Australian Labor party leader, Mark Latham, announced that
should his party be elected in federal elections due in October they would
recommence negotiations with East Timor. Labor’s “unexpected disavowal of a
(previously affirmed) bipartisan approach” (Pearson 2004, 18) prompted Australian
Foreign Minister Alexander Downer to announce the possible suspension of the next
round of talks, scheduled for September 2004, until after the election on the rationale
that Latham’s undertaking had prejudiced the negotiations (Kelly 2004, 30). At this
juncture Prime Minister Howard also visited Woodside’s Karratha headquarters,
apparently to reassure the company that negotiations were on track (Shanahan and
Wilson 2004, 01).

Woodside, in response, stressed that “it is up to the two

governments to resolve the border dispute”; however, the company reiterated the
December ratification deadline, which was also delivered to East Timor in person
during a visit by CEO Don Voelte (Lewis 2004, 01).
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In short, the furore generated by Mark Latham’s announcement had
reinforced the urgency to conclude negotiations within the company imposed
deadline. Thus, following a meeting between the foreign ministers of both countries
a ‘major breakthrough’ in the form of an in principle framework for settlement was
announced in August 2004 (Allard 2004, 02). The framework was subsequently
reported as “being worth an extra AU$3 billion or so to East Timor,” while that
country would withdraw its maritime boundary claims: this in principle agreement
would also enable Australia to “take responsibility for security and resource
protection, including fisheries, in the Timor Sea” (Reaching Out 2004, 12).240 In
addition, an intensive series of meetings would commence the following month.

However, this optimism proved false, as two ensuing negotiation rounds in
September both ended inconclusively, with only the assurance that a ‘creative
solution’ was being pursued (Wilson 2004k, 21). East Timor’s concept of a creative
solution was revealed during the subsequent October round of negotiations, namely
the requirement that the Woodside-led consortium commit to locating an LNG
processing plant in that country, or provide contrary evidence showing this option
was not commercially viable. (Wilson 2004a, 37).

Prime Minister Alkatiri’s rationale for this claim was threefold:
•

this made economic and commercial sense, specifically because the distance to
East Timor is approximately half the distance to Darwin;

•

capture of downstream economic benefits for East Timor241;

•

moral overtures, namely that to not process Greater Sunrise gas in East Timor
“would be denying our people the benefits … to which they are entitled, or a
new form of exploitation” (Alkatiri 2006, 55).

This announcement was reported as causing the breakdown in the October
negotiations and elicited claims from Australia that East Timor had “shifted the goal
240

Note that the issue of Australia taking responsibility for maritime regional security in exchange for
a withdrawal of East Timor’s boundary claim had earlier been proposed by East Timor’s Foreign
Minister José Ramos Horta in July 2002 as part of negotiations leading up to the signing of the IUA.
This is discussed in Section 5.2f.
241
East Timor’s expectations of value-added benefits from onshore gas were quantified by Energy
Minister, José Teixeira, as being “cheaper energy from clean fuel … the fertiliser plant, the methanol
plant, the ammonia plant, it’s all those other things you can do from this” (Pathoni 2007, par. 15).
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posts,” and “wanted if not all, certainly the lion’s share of … resources” outside the
JPDA (Wilson 2004a, 37).

Australia reiterated its non-interventionist stance,

maintaining that any such decision should be based on technical and commercial
grounds (Callick 2004a, 8).242 This also remained the position of the Woodside-led
JV consortium. While piping gas to East Timor was an option under consideration,
it was only one of three development proposals that would be decided according to
commercial feasibility.243

In fact, there was considerable disagreement between the JV partners at that
time over these various options, fomented by partner Shell Australia’s strong desire
to utilise groundbreaking floating LNG (FLNG) technology, a matter discussed in
more detail in Section 5.4c below. Accordingly, no commitment to a development
plan was forthcoming. Instead, Woodside reiterated the end-of-year deadline for
IUA ratification (Wilson 2004g, 19). When no further talks were scheduled the
consortium made good its ultimatum and announced in January 2005 that employees
working on Greater Sunrise had been reassigned and project funding discontinued
(Wilson 2005d, 17).

Although active work on Greater Sunrise had ceased, Woodside stressed that
the project remained viable, and that future progress “depend(ed) on the
governments of East Timor and Australia reaching agreement” (Australia’s
Woodside 2005, par. 2) – in other words that a political solution held the key to
resurrecting the project.

The company continued to work with the respective

governments towards this end. For instance, in June 2005 Woodside CEO, Don
Voelte, was reported to have visited East Timor to reaffirm the company’s belief in
Darwin LNG as being the only commercially viable option (Wilson 2005b, 29).
These discussions conceivably influenced East Timor’s announcement shortly
afterwards in November 2005 that it was de-linking the LNG plant location from

242

Prime Minister John Howard had first taken this stance in March 2002 in regard to a plea from the
Northern Territory Government to intervene ‘in the national interest’ in the Greater Sunrise JV
partners’ decision to process gas aboard an offshore floating LNG (FLNG) platform (No PM Support
2002, 06). Discussion on the FLNG proposal is undertaken in Section 5.4c.
243
The three development proposals under consideration at that time were FLNG, piping gas to East
Timor, and piping gas to a Darwin site near the ConocoPhillips LNG plant under construction
(Wilson 2004a, 37).
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negotiations (Wilson 2005e, 28), heralding the immediate resumption of talks after a
six month impasse. The CMATS treaty was signed in January 2006.

It is apparent that the Woodside-led consortium worked throughout this
period directly with and, indeed, were often sought out by, the respective
governments. This close liaison with the elite stratum of decision-making accords
with Warhurst’s assessment, introduced above, of producer groups occupying a
position of relative power. To reiterate, this is due to their comparative wealth,
ownership of technology, and organisational – including risk taking – capacity or,
restated, their capacity to affect national development. In this instance, the working
relationship between the JV partners, represented by Woodside, and the respective
governments moderated the requirement to appeal to popular public opinion as a
means to achieve preferred negotiation outcomes. This is contrary to the strategy
employed by the promotional groups, who depended upon public opinion as a
conduit to elite decision makers. These divergent approaches exemplify the power
disparity between the two stakeholder groups, as measured by their respective
capacities to achieve their preferred outcomes.

Media Channels
The use of letters to the editors of major newspapers by promotional groups as a
lobbying mechanism is mentioned above. However, in a pluralist society the print
and electronic media are not the preserve of any one stakeholder group, and
therefore provide a forum for a balanced exposition of views.

The print media provided a useful forum for explicating issues affecting the
IUA negotiations, with articles appearing in a broad array of national and global
editions, the latter including Time Magazine, Far Eastern Economic Review,
Christian Science Monitor, Wall Street Journal, and the Washington Times.244
244

For instance, see: Kremmer, Janaki. 2004. East Timor, Australia Fight for Riches Beneath the
Sea. Washington Times, August 27: A17; Dusevic, Tom. 2004. Hands Off my Petroleum! Time South
Pacific, May 10: 42-45; Mapes, Timothy, and Patricia Barta. 2004. For East Timor, Energy Riches
Lie Just Out of Reach. Wall Street Journal, June 10: 01; Mcbeth, John. 2004. Canberra’s Sea of
Troubles. Far Eastern Economic Review. July 08: 07; Robinson, Carolyn. 2004. Oil Windfall Heads
for East Timor. Christian Science Monitor, August 03: par. 16.
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While the above articles presented generally balanced reviews, other print media
editions presented deliberately subjective coverage: for instance, pro-East Timor
articles appeared in the Guardian, the Green Left Weekly and in various editorial and
opinion columns, such as the editorial that appeared in the South China Morning
Post lambasting Australia for being a ‘big bully’ and for its ‘greed and
intransigence’.245

Rejoinders to particular viewpoints also appeared regularly, further
fomenting public debate.

For instance, Australian Foreign Affairs Minister,

Alexander Downer, availed himself of the opportunity to respond to perceived
inaccuracies that appeared in the Wall Street Journal; an Australian newspaper
columnist vehemently countered the “crude attempt at moral blackmail” by “GreensLeft propaganda”; and the editorial column of The Australian published opinion
under headers such as ‘Saying No to Dili’s Demand for More’, ‘The Message
Finally Gets Through’ and, after the signing of CMATS, ‘East Timor’s Tough Talk
Delivers Nothing’.246 It is apparent that the objectivity of articles varied according
to the degree to which the respective publications embraced particular political
leanings; however, their cumulative effect was to foment public debate.

The electronic media within Australia, both radio and television, also
afforded an opportunity for a cross-section of stakeholders to have their points of
view heard. Interestingly, key figures from the East Timorese side, while having
limited access to this medium in their own country, made expedient use of
Australia’s electronic media to reach the Australian population. For instance, two
notable interviews screened on the free-to-air SBS television current affairs
245

For instance, see: Fickling, David. 2004. Timorese Fury at ‘Immoral Oil Grab’. Guardian, April
19: 02; Lamb, Jon. 2005. Howard's Attempted Bribery to Steal Timor Oil. Green Left Online, March
16. http://www.greenleft.org.au/2005/619/35169; Richardson, Michael. 2004. More Than a Matter of
Boundaries. South China Morning Post, June 18. 17; Australia Bars the Way to East Timor's Future.
2004. South China Morning Post, August 05. Original newspaper article posted to East Timor Action
Network (ETAN) web site: page number not provided. http://www.etan.org/et2004/august/0107/05austrl.htm.
246
Downer, Alexander. 2004. Australia's Sovereign Rights (Letter to Editor). Wall Street Journal,
June 25. Original letter to editor posted to East Timor Action Network (ETAN) website: page number
not provided. http://www.etan.org/et2004/june/22/25austrl.htm; Wood, Alan. 2004. Another State of
Mismanagement in the Making. Australian, August 10: 13; Saying No to Dili’s Demand for More.
2000. Australian, April 20: 12; Wilson, Nigel. 2004i. The Message Finally Gets Through. Australian,
August 12: 04; East Timor’s Tough Talk Delivers Nothing. 2005. Australian, January 17: 08.
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programme, Dateline, in 2003 and 2004. In a September 2003 interview Prime
Minister Alkatiri proclaimed “independence means sovereignty over all our
resources,” implying that Australia were denying East Timor their independence
(Timor’s Prime Minister 2003). More damningly, in April 2004 both Alkatiri and
President Xanana Gusmao denounced Australia for ‘theft’ (The Timor Gap 2004).

While the above utterances were made in the context of panels heavily
weighted with members sympathetic to East Timor, some balance to the debate was
restored shortly afterwards by José Ramos Horta in a one-on-one interview which
took place on ABC Television chat show Enough Rope in May 2004: Ramos Horta,
while reiterating East Timor’s claim under international law, conceded that
Alexander Downer was acting as “the Foreign Minister of Australia and his first
obligation is to protect, to defend Australia's interests … to try to get the best
possible deal for Australia” (Interview: José Ramos Horta 2004).

Radio in general canvassed a more balanced selection of views, most notably
in a series of interviews that aired on national ABC Radio over the almost three year
period of the negotiations. For instance, a January 2004 interview featured differing
analysis from Melbourne law professor, Gillian Triggs, whose views on Australia’s
rights to a continental shelf boundary were well published, and Peter Phipps of the
NGO Globalism Institute, who insisted on an equidistant boundary settlement before
Timor Gap resources became depleted (Interview: Gillian Triggs 2004). Similarly
after the signing of CMATS in January 2006 both Alexander Downer and José
Ramos Horta were interviewed, wherein it was generally agreed that the Treaty was
“fair and just”, notwithstanding East Timor’s “sovereign claims to a maritime
boundary” (Australia and East Timor 2006).

It should also be noted, however, that where a cross section of views were
not sought then this medium could also be a means of communicating very partial
views, as occurred after the October 2004 breakdown of IUA negotiations when
Ramos Horta, while expressing his “great respect and affection for Australia”
proclaimed “(w)e cannot accept blackmail,” and that Australia’s stance risked it
being seen by the rest of the world as “a rich, powerful country bullying … one of
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the poorest countries in the world” (Australia, East Timor 2004). Moreover, Ramos
Horta reiterated East Timor’s stance that without a just resolution his country could
“do without the immediate resources … wait a few more years” which, given the
county’s pressing economic needs, further exemplifies how political goals came to
override rational economic imperatives in the debate.

In contrast, East Timor’s ability to disseminate information amongst its
wider population was limited, due to several factors. Most notable amongst these
were the country’s low adult literacy rate of below 50 per cent, complicated by “the
use of multiple languages and the limited reach (and generally low quality) of print
and broadcast media” (Brady and Timberman 2006, 19).247 Thus, communication
about IUA issues – especially to outlying districts – became largely the domain of
NGOs who, for example, ran briefing seminars. The East Timorese Government did
appoint a “‘one-man public-relations band’ who traversed the precarious roads with
a portable projector, a small generator in the event of a power outages, and a
government produced video” (Robinson 2004, par. 16).

For the above reasons widespread popular activism in East Timor about
Timor Gap issues was not evident. This situation also brings into question the
degree to which the East Timorese government represented the views of an informed
citizenry in negotiations, especially in light of a reported “tendency on the part of
many government officials to engage in top-down information campaigns” (Brady
and Timberman 2006, 19).

Certainly Cleary (2007) is critical of the Alkatiri

government’s contempt for the Constitution’s commitment to freedom of the press
and, to the degree that information was disseminated, of manipulation of the Timor
Gap dispute to rally the population behind a nationalist cause to give “oxygen to an
asphyxiated political leader” Cleary (2007, 73, 77).

247

East Timor, upon gaining independence in 2002, adopted two official languages. Tetum is the
most widely spoken of some 16 indigenous languages, while Portuguese is the primary official
language within government, although is only spoken by approximately 10 per cent of the population.
Also widely spoken are Indonesian and some English.
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Political Debate in Australia
The East Timorese negotiation team generally presented a cohesive case during talks
with Australia, reflecting an apparent political consensus.248 Conversely, Australia’s
federated political system, in place since 1901, had an established two party system
along with two minor parties which lent itself to more robust national political
debate. The two minor parties, the left-leaning Greens and the Democrats, were
largely united in opposition to most aspects of the negotiation stance taken by the
ruling conservative Liberal-National coalition party under the leadership of Prime
Minister John Howard. The opposition centrist Labor party also tended to publically
denounce the Liberal coalitions’ stance, while supporting it through the
parliamentary process.249

These respective stances were exemplified during parliamentary debate over
IUA ratification. An attempt by the Howard government to move the Greater
Sunrise Unitisation Agreement Implementation Bill through both houses of
Parliament on 10th March 2004 – having only introduced it the previous day – was
publically denounced by Greens Member of Parliament (MP) Michael Organ as
“grossly improper misuse of … the House (Greens 2004d, par. 4). In the Senate
upper house Labor blocked the legislation, which was sent back to the Economics
Legislation Committee for review. When the endorsed Bill reappeared two weeks
later a total of three amendments were raised by the Greens and Democrats;
however, these were all defeated with Labor opposition support.250
248

This situation was exacerbated due to the FRETILIN Party holding an almost 2/3 majority (55
seats of 88) in East Timor’s unicameral parliament during the period of negotiations, with the
remaining seats fragmented amongst twelve minor parties. However, it should be noted that several
of the minor parties (Timorese Association of Social Democrats, Association of Timorese Heroes,
and Democratic Party) were reported in the East Timorese media in March 2004, at the time of
Australia’s ratification of the IUA, as expressing their unwillingness to ratify the accord (Members of
National Parliament 2004). These same parties, along with the Social Democratic Party, were also
reported as expressing their cautiousness about ratifying the CMATS treaty without thorough scrutiny
at the time of signing in January 2006 (Opposition Parties 2006, 1, 15).
249
For instance, Labor’s Shadow Resources Minister, Joel Fitzgibbon, is quoted as wanting to “see
these bills passed so that the development of Sunrise can occur in the ‘national interest’” (Cleary
2007, 169).
250
One amendment came from the Democrats and recommended placing any revenue from Greater
Sunrise in an escrow account until settlement of the maritime boundaries, while the other two Greens’
amendments would have allowed the IUA to lapse if a permanent boundary was not decided by 31st
December 2006, and stipulated ICJ arbitration in the event that the same time proviso was not
achieved (Australia Parliament 2004, par. 9, 10).
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The East Timorese Prime Minister, Mari Alkatiri, voiced his concern about
Labor’s unexpected support for the IUA Bill several days prior to its actual passage
(RDTL 2004, par. 1). This was in response to an ambiguous announcement from
Labor shadow resources minister, Joel Fitzgibbon, that his party – while still
‘outraged’ at the Howard Government’s ‘bullying’ tactics – were “happy to pass the
Bill” (Wilson 2004m, 19) since Woodside had agreed to include a local industry
participation plan for the Greater Sunrise project. Following several days of debate
the Bill was passed with Labor’s support by a vote of 49 to 11.251

This

circumstance, along with the terms of the IUA itself, invoked intense protest from
East Timor and a variety of stakeholder groups; accusations against Australia
included breach of international law, contempt for democracy, and familiar
accusations of bullying (Wilson 2004m, 19).

In the period following Australia’s ratification of the IUA, which also
marked the re-initiation of negotiations with East Timor, both the Greens and
Democrats steadfastly called upon the Howard government to negotiate in ‘good
faith’ towards achieving a boundary settlement.

This essentially entailed

implementing the previously defeated legislative amendments, namely referral of the
dispute to the ICJ; placing royalties from the producing Laminaria-Corallina fields
in an escrow account until dispute settlement; and calls for regular monthly – as
opposed to the loosely scheduled six-monthly – meetings (Greens 2004c, par. 4).
However, hope of achieving any of these objectives rested upon leveraging support
from Labor. To this end Greens’ Senator Bob Brown announced during an April
2004 visit with Prime Minister Alkatiri that his party would be campaigning on the
Timor Gap issue during the forthcoming October federal election, and challenged
Labor to do likewise (Greens 2004a, par. 5; Greens 2004c, par. 7).

Labor leader Mark Latham’s subsequent July 2004 announcement that his
party would restart negotiations if elected was immediately welcomed by the Greens
(Greens 2004b, par. 1). Implicit in this announcement was a better deal for East
251

The Greater Sunrise Unitisation Agreement Implementation Bill (2004) was presented to the
House of Representatives on the 9th March 2004, and was passed on 10th March 2007, then – subject
to an affirmative report from the Joint Standing Committee on Treaties (JSCOT) – was passed in the
Senate upper house on 29th March 2004.
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Timor, given that Labor’s National Conference had just passed a non-binding
resolution to “negotiate in good faith … in full accordance with international law
and all its applications” (Cleary 2007, 134).

While the influence of the minor parties on Latham’s announcement is not
able to be objectively determined, it has been argued that Labor’s changed stance
was a pitch towards winning the second preferences of Greens voters in the
forthcoming election (Cleary 2007, 134; Pearson 2004, 18).252 In any event, Foreign
Minister Downer’s rejoinder that this stance would place negotiations in jeopardy
and was therefore “damaging to the national interest” (Shanahan & Wilson 2004,
01) placed Labor on the defensive.

The ‘national interest’ – an imprecise concept and therefore expedient
political term – had previously been used in 2001 by Treasurer Peter Costello to
block a AU$10 billion takeover bid for Australian domiciled Woodside by
shareholding multinational company Royal Dutch/Shell.253

On this occasion

Downer quantified the national interest in terms of the inducement that Latham’s
announcement gave to East Timor to hold out for a more favourable deal under
Labor. Implicit in Downer’s use of the term was the potential for a disadvantageous
shift in the maritime boundary that might result in loss of joint control over Greater
Sunrise.

Mark Latham’s statement soon generated clarification from within Labor
ranks. Several days later Latham himself publically emphasised the part of his
statement that had called for good faith negotiations; he did not, however, repeat the
call for a restart of the talks (Lewis 2004, 01).

Similarly, Shadow Resources

252

In support of this argument Pearson (2004, 18) cites an earlier report where Green’s leader Bob
Brown is quoted as saying that the Timor Gap issue would be key in deciding on any voting
preference deal with Labor. Pearson further argues that Latham made this statement as a concession
to Labor’s ‘ultra-left’ in the face of the party’s pending acceptance of an Australia - US Free Trade
Agreement.
253
Shell would under the takeover gain control of over 90 per cent of 60 per cent of Australia’s
uncommitted gas resources; however, the company also had multiple competing LNG gas interests in
the Asia-Pacific region, raising the spectre that the Australian reserves might not be a development
priority. In addition, Woodside-led ventures were at that point responsible for 75 per cent of
Australia’s new oil discoveries, whereas Shell had a publically stated strategy of reducing its
commitment to Australian oil exploration (Gordon 2001, 13).
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Minister Joel Fitzgibbon clarified that Labor would “offer the East Timorese a more
generous share of … royalties,” however “would not consider moving the
boundaries of the JPDA” (Taylor 2004, 4).

Labor’s commitment to a more ‘generous offer’ was subsequently conveyed
to East Timor in person by the party’s former Foreign Affairs spokesman, Laurie
Brereton. However, the unquantified offer reportedly met the following response:
“we’re not asking for generosity – we just want what’s fair” (Cleary 2007, 135) –
presumably an enlarged maritime boundary. Labor, shunned at home for what was
being labelled in the media as a foreign policy blunder and unable to appease East
Timor, several days later accepted an offer from Alexander Downer for a
confidential DFAT briefing on the status of the negotiations, thus indicating a
willingness to return to a bipartisan approach.

The other key political-level stakeholder group with a keen interest in the
outcome of IUA negotiations was the Northern Territory Labor Government led by
Chief Minister Clare Martin. Martin had in August 2001 led the party to its first
election win after twenty-six years in opposition to the Country Liberal Party (CLP),
having campaigned largely on the issue of local development (Jaensch 2002, 162;
Worthington 1999, par. 8).254 Labor subsequently presided over the initiation of the
DLNG project in 2005, which coincided with the commencement of the party’s
second term – also won on a campaign of promoting the party’s economic growth
credentials (Childs 2005, par. 9).

Landing gas from Greater Sunrise in Darwin – and the prospect of at least a
tranche being available for value-added development – had been a key issue for
Martin since at least 2002 when the JV consortium first mooted plans for the FLNG
project. The FLNG proposal is discussed below in Section 5.4b - 5.5c; however,
briefly, the Martin government’s response had been to invoke the national interest as
the basis for a campaign lobbying both the JV consortium and the Australian Federal
Government to have gas delivered onshore to Darwin.
254

The first fully elected Legislative Assembly for the Northern Territory – won by the Country
Liberal Party – occurred in 1974, with self-government occurring in 1978. For a political history of
this period see, Heatley (1990).
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With the FLNG proposal looking increasingly unlikely by mid-2004, Chief
Minister Martin concentrated on encouraging the two governments to bring talks to
an expeditious conclusion. To this end Martin suggested in June 2004 that the
Australian Federal Government offer East Timor a one-off increased revenue share
from Greater Sunrise which would allow development to proceed, while the
maritime boundary could be negotiated as a separate issue (Wilson 2004f, 22).

This call, which was repeated over the ensuing months, elicited mixed
reactions. On the one hand, Prime Minister Alkatiri immediately welcomed it as a
template for the ‘creative solution’ that had been called for following the first round
of inconclusive talks in April (Howarth 2004a, 6; Wilson 2004f, 22). Conversely,
the reaction of Northern Territory opposition CLP ministers mirrored that of their
federal-level colleagues to Mark Latham’s earlier declaration, namely that Martin’s
call would embolden the East Timorese negotiators to hold out for a better deal and
thus delay the project (Dyer 2004a, 04; Energy Company’s 2004, par. 8). In the
event, Clare Martin showed foresight, as the CMATS treaty signed in January 2006
– discussed immediately below – effectively adopted a version of her suggestion.

Martin’s immediate call upon the signing of CMATS was for Woodside to
reactivate Greater Sunrise, suspended since January 2005, for processing in Darwin.
(Wilson 2006h, 01).

However, the Northern Territory Government still faced

competition from East Timor for location of the processing plant, despite East Timor
having de-linked the issue from the IUA negotiations several months earlier. Prime
Minister Alkatiri renewed these calls via a column in Australia’s main financial
daily newspaper, the Australian Financial Review, arguing that “from an economic
and commercial standpoint … a pipeline to East Timor is a perfectly credible
alternative” (Alkatiri 2006, 55). This argument remained, however, at variance with
Woodside’s assessment which conceded the technical but not the commercial
feasibility of the East Timor option (Wilson 2007i, 31).

263

Chapter Five: Greater Sunrise Case Study

5.3d Treaty on Certain Maritime Arrangements in the Timor Sea
The idea that a ‘creative solution’ was required was first expressed publically by
both José Ramos Horta and Mari Alkatiri after the first round of inconclusive
negotiations in April 2004. As with the term ‘national interest’, ‘creative solution’
was an imprecise expression that in consequence acquired a number of
interpretations during negotiations. Prime Minister Alkatiri’s interpretation initially
entailed something “that would ensure East Timor received its fair share of project
revenue” (Howarth 2004a, 6).

This suggestion was given substance during a meeting in August 2004
between Ramos Horta and Alexander Downer where the prospect of East Timor
receiving a greater revenue share and agreeing to forego permanent maritime
boundary settlement was first mooted.255 However, this suggestion was not able to
be consolidated during three subsequent negotiating rounds in September and
October 2004. It was also during the last October round that East Timor articulated
its version of a creative solution, namely a guarantee that an LNG processing plant
would be located in that country. This demand in fact stymied any solution until it
was withdrawn from negotiations just over twelve months later.

Two months following the retraction of the demand for an LNG plant, in
January 2006, the CMATS treaty was signed. The key features of CMATS were
similar to those discussed between Downer and Alkatiri back in August 2004, being
namely a moratorium on settlement of permanent maritime boundary for the fifty
year duration of the treaty, and a new fifty-fifty distribution of revenue (Aus. Treaty
2007, Article 4.1, 5.1).

CMATS also incorporated both the Timor Sea Treaty

(2002), and the IUA – which had been ratified by Australia, but not East Timor,
back in March 2004. East Timor’s increased revenue share would be by means of a
top-up payment from Australia’s already unitised 79.9 per cent portion of Greater
Sunrise (Aus., Treaty 2007, Article 5.9).

255

This tentative agreement is discussed above in Section 5.3c, Sectional Groups; briefly it entailed
around AU$3 billion in payments to East Timor over the life of the Greater Sunrise project.
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CMATS is also notable in that its preamble, as with the IUA, makes clear
that maritime boundaries have not yet been delimited; however, specific reference to
Greater Sunrise is conspicuously absent.

Instead, the preamble emphasises the

importance of promoting investment and long-term development in both countries,
indicating an acceptance that Greater Sunrise should be exploited jointly if its
revenue potential is to be realised. This point is given emphasis in Articles 2a and
2b of CMATS, which respectively state that a development plan for Greater Sunrise
must by approved by the Sunrise Commission within six years if the Treaty is to
remain in effect, and that production must commence within ten years. The key
elements of CMATS are briefly outlined below:
•

the treaty is without prejudice to future delimitation by either country of their
respective maritime boundaries (Article 2);

•

either party are able to continue petroleum activities in areas where legislation
governing those activities was in place prior to 20 May 2002, being the date the
IUA was signed (Article 4.2). This article effectively accepts Australia’s
jurisdiction over formerly disputed petroleum activities outside of the JPDA;

•

water column rights including fishery resources are divided either side of the
southern edge of the JPDA, being the approximate line of equidistance between
East Timor and Australia (Article 8);

•

a new authority, the Maritime Commission (one appointee from each country) is
created to consult on issues affecting the JPDA, including the environment and
security of petroleum facilities and infrastructure (Article 9). Jurisdiction over
exploration activities and the exploitation of Greater Sunrise – including a
development plan – are retained by the Sunrise Commission (two Australian,
one East Timorese appointees) created under Article 9.2 of the IUA.
Following the signing of CMATS Foreign Minister Ramos Horta voiced

sentiments also being expressed by both governments and many stakeholder groups
– including Ian Melrose who had funded the television campaign (Wilson 2006h,
01) – in describing it as “a fair and just deal for the two sides” and a “win-win
solution” (Australia, E Timor 2006, par. 12,13). However Woodside were more
cautious, stating that the company had yet to assess the content of the Treaty –
which still required ratification – and that the JV consortium’s processing preference
remained the Darwin pipeline option (Woodside Happy 2006, par. 6, 13).
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Other stakeholder groups were also less than enthusiastic, essentially on
grounds that the maritime boundary moratorium was denying East Timor its
sovereign rights to Greater Sunrise and surrounding fields, which would be depleted
within the fifty year treaty timeframe; moreover, this outcome was allegedly a result
of Australian ‘treachery’ and ‘bullying’ (TSJC 2006, par. 4, 7). Interestingly, the
argument about erosion of sovereignty was directly at odds with Prime Minister
Alkatiri’s assessment, who maintained that the deal would in fact strengthen East
Timor’s sovereignty because Greater Sunrise revenue would “increase East Timor’s
independence from its two larger neighbours, Australia and Indonesia” (East Timor:
Oil Deal 2006, par. 9).

A final noteworthy criticism of CMATS was its deference to the interests of
international oil companies and the Australian Government. This criticism was
based on the treaty “provid(ing) the fiscal and legal stability demanded by Woodside
Petroleum to quickly develop the Greater Sunrise project” (Timor-Leste’s 50 Year
2007, 11).

In addition, because Australia retained the balance of power in

determining the development option for Greater Sunrise through the Sunrise
Commission, this diminished the likelihood of the East Timor pipeline option.
Certainly the JV partners had earlier, in December 2002, prior to the signing of the
IUA, been reported to have insisted that “administrative control of the Sunrise and
Troubadour reservoirs come under Australia’s resource administration and taxation
regime” (Wilson 2002g, 29).

This insistence is understandable when the following factors are considered.
East Timor had during the 2001-02 Timor Sea Treaty negotiations attempted to
invoke new fiscal terms that would have been more onerous than those contained in
the earlier Timor Gap Treaty, despite earlier assurances to the contrary – this advent
is discussed in Section 5.2e. In regard to deciding on a development option for
Greater Sunrise, Australia’s stated preference was that the JV companies retain
autonomy over this decision.

In addition, there was alignment between the

Australian Government and the JV consortium about the desirability of developing
Greater Sunrise as soon as practicable, lest it be overtaken by either competing
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regional gas projects or alternative energy sources.256 A further consideration is East
Timor’s comparatively high sovereign risk profile, which would likely have steered
the JV companies’ preference towards greater Australian jurisdiction (Le Lievre
2007, 90-93).

For East Timor the significance of CMATS is indubitable from the
perspective of both the increased revenue share attained and the increased likelihood
of the project progressing. Indeed, some analysts have argued that Australia was
over-generous in its concessions “to a degree of fault on the part of the Government
of Australia” (Forbes 2007, 10).257

A conservative estimate of the additional

revenue flow for East Timor under the terms of CMATS, as compared to those of an
unamended IUA, is US$8 billion over the life of the project.258 In addition, as
pointed out by Cleary (2007, 235) securing a percentage revenue increase as
opposed to a flat dollar rate will allow additional upside revenue to be realised from
Greater Sunrise in the event of an increase in recoverable reserves.

Cleary (2007) also points out that East Timor, in the six years since the
February 2000 signing of the Exchange of Notes, had leveraged an additional almost
40 per cent in revenue share from the Timor Gap (see Table 15). This must be
considered a very good outcome, especially in light of conflicting legal opinion on
maritime boundary entitlement, a point acknowledged by Foreign Minister Ramos
Horta (Australia and East Timor 2006, par. 12).

256

This latter possibility was emphasised by Australia’s Energy Minister, Ian Macfarlane, in a highly
publicised speech to an industry conference in June 2007, where in response to calls for government
development incentives he stated that, “buyers of Australian energy such as LNG have other options.
If the industry does not respond then buyers will look at sourcing supplies from elsewhere, and may
even look to alternative energy sources altogether such as nuclear (Macfarlane 2007a, par. 13).
257
This assertion by Forbes (2007) has also been applied to the earlier Timor Gap Treaty (1989) with
Indonesia, and the Timor Sea Treaty (2002) with East Timor. For instance, Cleary (2007, 141) cites a
poll conducted by the Australian Liberal-National coalition government which showed that the
“‘majority’ of Australians believed that the government had been ‘generous’ to East Timor,” in
regard to concessions it was offering in IUA negotiations.
258
While publically quoted figures at the time varied from between US$4 billion and US$11 billion,
the US$8 billion figure appears reasonable based on the following assumptions from Cleary (2007,
235): 2006 crude oil price at US$55 per barrel; forward price after 2030 of US$44 per barrel,
indexed at 2.5 per cent per annum.
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Table 15.
East Timor’s Change in Share of JPDA Resources: 2000 – 2006
Table 15. East Timor's JPDA Revenue Share

Year / Treaty Details
2000
Exchange of Notes distributes JPDA
resources 50-50 (Greater Sunrise apportioned
80.1%-20.9 % in Australia’s favour).
2002
Timor Sea Treaty allocates JPDA resources
90%-10% in East Timor’s favour (Greater
Sunrise apportionment remains 80.1%20.9%).
2006
CMATS re-allocates Greater Sunrise revenue
50–50.

East Timor’s Resource Share
Percentage
*Revenue
Basis
(Project Lifetime)

22 per cent

US$8.4 billion

41 per cent

US$16 billion

60 per cent

US$24 billion

*Dollar amounts are projected only, including Bayu Undan plus Greater Sunrise

Having finally achieved a creative solution acceptable to all the directly
affected stakeholder groups, ratification of CMATS took a further year. This final
delay was largely due to an outbreak of civil unrest that occurred in East Timor in
April - May of 2006, shortly after signing, and which ultimately required the
deployment of Australian troops – at East Timor’s request – to restore order.259 This
period of civil unrest culminated in the resignation of Prime Minister Alkatiri amidst
allegations of complicity in the illegal arming of civilians with security-force
weapons (UN 2006, 51). In the event, ratification of CMATS by East Timor’s
parliament occurred on 20th February 2007 under the interim Prime Ministership of
José Ramos Horta; although, the process drew criticism for occurring behind closed
doors without public consultation amongst an ill-informed population

(Timor-

Leste’s 2007, 10).

Australia’s parallel ratification of CMATS also occurred in controversial
circumstances, as had been the case with the IUA. This was due to Foreign Minister
Downer invoking Australia’s National Interest Exemption which circumvented the
review process normally conducted by the Joint Standing Committee on Treaties
259

For several articles examining the April - May 2006 unrest see Shoesmith (2007). For a succinct
summary of the many complex causes of the unrest see Le Lievre (2007, 94-95).
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(JSCOT).260 The stated reason for this procedural shortcut was that Downer had
been approached by East Timor who had expressed the wish to conclude bilateral
ratification prior to forthcoming elections – scheduled to occur sometime within the
next few months – as it was “uncertain when an opportunity would arise after (that)
period” (Downer 2007b, par. 6).

This sense of urgency may in part have been prompted by threats from Mari
Alkatiri soon after his forced resignation that the FRETILIN party would use its
parliamentary majority to block passage of CMATS (Kerin 2006, 6; Cleary 2007,
253, 265). Indeed, in anticipation of this possibility Prime Minister Howard had
visited interim Prime Minister Ramos Horta soon after his swearing in to seek an
assurance that ratification would occur. In retrospect, given the already volatile
political climate in East Timor, it appears expedient that prompt ratification of
CMATS was sought rather than risking the uncertain outcome of the forthcoming
election. CMATS was brought into force by an Exchange of Notes between the two
governments on 23rd February 2007.

Summary
East Timor, as a new state, was desirous to secure favourable maritime boundary
delimitation as well as having great need to realise maximum revenue from the
natural resources in the Timor Gap. A best case scenario would achieve the former
goal as a means to realising the latter. However, Australia’s resolute stance on the
boundary issue, the loss of recourse to any international arbitration body, and the
capricious legal merit of East Timor’s claim, meant that more pragmatic options had
to be considered.

Thus, revenue maximisation by either securing an LNG

260

As explained in footnote 223 above, the purpose of this committee (JSCOT) is to provide for
parliamentary and public scrutiny of treaty actions in terms of their promotion or obstruction of
Australia’s national interest. However, the government retains the right to invoke the National
Interest Exemption (NIE) in exceptional cases where Australia’s national interests require
safeguarding “be they commercial, strategic or foreign policy interests” (Ibid., 48). As at June 2007
the NIE had been used six times. In its retrospective analysis JSCOT was critical of the
government’s use of the NIE, stating that its necessity had not been adequately explained and, indeed,
that it should not have been invoked (Ibid., 51). As CMATS had already been ratified by both
governments, JSCOT were unable to make a recommendation; however did retrospectively support
ratification on the grounds that it would provide the certainty required by the JV consortium for
development of Greater Sunrise, which would be economically advantageous to both countries (Ibid.,
54).
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processing plant or from a direct wealth transfer became alternative negotiating
positions.

All of the above outcomes appeared achievable at the commencement of
negotiations, especially given that East Timor was able to use its ratification of the
IUA as leverage. In addition, East Timor’s appeals for a negotiating timetable,
arbitration, and compensation for revenue collected by Australia in the disputed
area, all resonated amongst a broad grassroots support base. Thus, in unison with
these stakeholder groups, East Timor managed to orchestrate a widespread media
campaign – largely by use of Australia’s well developed media network – to access
what Cleary (2007, xxix) describes as ‘the court of public opinion’.

However, it should be noted that different stakeholder groups utilised this
medium to varying degrees. For instance, while the JV companies, who had access
to elite decision makers, did not need to fully exploit this medium, the promotional
groups utilised the media as their particular financial and organisational resources
allowed. An objective assessment of how effective such lobbying mechanisms were
in influencing negotiation outcomes is more methodologically fraught.

It is

nevertheless apparent that where there existed a convergence of financial means,
enthusiasm, and grassroots activism – as with the TSJC campaign – then public
debate was certainly fomented, and opinion likely influenced. This is a healthy
process in any pluralist democracy; although, not a recipe for quickly attaining the
certainty required by the JV companies for an investment decision in the vicinity of
AU$6 billion.

The requirement to attain the certainty that an agreement would realise was
recognised by the main political parties in Australia. Despite protestations from the
opposition Labor party – who held the key to pressuring any change in the ruling
Liberal-National coalition’s negotiating stance – there was in fact bipartisan support
for national interest negotiating outcomes.

At the Northern Territory regional level of government there also existed
bipartisan support; although, focus was on whatever outcome would realise Greater
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Sunrise’s potential to contribute to local development. This parochialism – albeit
largely framed in terms of the national interest – is understandable when the
inherent weaknesses in the Northern Territory economy, as discussed in Section 4.5
are considered.

The divergent views from either side of the Timor Trough about ideal
negotiation outcomes ensured that the discussions dragged out. Just how elusive
agreement was became apparent when East Timor included the demand for an LNG
plant during the fourth round of negotiations. It is argued above that this stipulation
was a major catalyst for Woodside’s announcement to withdraw its project team
from Greater Sunrise.

However, Woodside continued to work with both

governments towards progressing the project, exemplifying how all of these
stakeholder groups had a mutual interest in realising Greater Sunrise’s resource
wealth. This fact also illustrates the paramount requirement to achieve political
solutions as a prerequisite to commercial undertaking, where a market fails to
deliver a good or service.

In the event, the only acceptable creative solution proved not to be
groundbreaking, but a version of an earlier suggestion for a trade-off between
boundary entitlement and revenue transfer. This result was generally – although not
unanimously – accepted as the best outcome that East Timor could expect under the
circumstances, and was certainly successful if judged by the criteria of re-activation
of the Greater Sunrise project.

5.4 The Development and Marketing of Greater Sunrise Gas

Introduction
The following section commences with an overview of the four Greater Sunrise JV
partners;

Woodside

Petroleum,

Shell

ConocoPhillips, and Osaka Gas Australia.

Development

Australia

(SDA),

The section analyses the strategic

directions of these companies and Greater Sunrise’s potential to contribute to their
respective goals. Although Greater Sunrise is identified as having the potential to
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contribute to the companies’ LNG-led growth strategies, challenges to project
development are also evident.

One key challenge is the floating LNG (FLNG) concept, a radical plan for
processing gas announced by Shell in August 2001. While the prototype technology
for FLNG is of interest in itself, its application to the Greater Sunrise reserve poses
advantages and disadvantages which must be weighed by the JV project partners,
who are required to agree on a development process. This procedure is complicated
by several factors that include internal company politics, the apportionment of risk
for this unproven technology, as well as commercial rewards and the related matter
of which export markets LNG should be sold into.

In fact, Shell’s FLNG proposal was one of six development proposals
considered by the Greater Sunrise JV consortium up until project postponement in
January 2005.

Each of these proposals encountered strenuous lobbying by

Australia’s Northern Territory Government to ensure a project component that
would deliver a tranche of domestic gas for regional economic development. While
the Northern Territory Government did convince the JV partners to review potential
domestic customers for Greater Sunrise gas, this market proved as capricious as the
global LNG markets.

Finally, the Australia - East Timor treaty negotiations that were unfolding
during this period are considered in regard to their impact on the JV partners’
reckoning.

In particular, the signing of the Timor Sea Treaty in May 2002

facilitated commencement of the Bayu Undan-supplied Darwin LNG (DLNG)
processing plant and the likelihood of having Greater Sunrise gas processed onshore.
However, the inability to finalise the Greater Sunrise IUA eventually saw the JV
partners exit the project altogether.

5.4a Greater Sunrise: Corporate Stakeholders Introduced
There are four joint venture (JV) partners in the Greater Sunrise project (see Table
16), each owning disparate shares in the four licences that cover the resource (refer
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Figure 33). The below section introduces each of the stakeholder companies then
provides a brief outline of their history, composition, and forward strategies.

Table 16.
Greater Sunrise Joint Venture Partners: Operational Overview.
As at September 2007

Table 16. Greater Sunrise Joint Venture Partners
†

Equity

Market Capitalisation
(US$ billion)

Staff†

Head Office

Woodside Petroleum

33.44 %

35¶

3,000

Perth,
Australia

Shell Development
Australia

26.56 %

194

108,000

The Hague,
Netherlands

ConocoPhillips

30.0 %

138

38,500

Houston,
Texas

Osaka Gas

10.0 %

910

16,000

Osaka, Japan

Company

Sources: Company Web Sites.
†
Parent companies
¶
AUD converted at rate of A$1.00 = US$0.92, as at October 2007

Woodside Energy
Woodside Energy holds the largest single stake in Greater Sunrise with 33.44 per
cent equity, and is project operator.261

Claims that Woodside is an Australian

company are justified insofar as the company was incorporated and listed on the
Melbourne stock exchange in 1954, currently has its head office in Perth and,
indeed, takes its name from a small Victorian town in the south Gippsland region

261

In regard to the role of project operator it should be noted that there exist several models – in the
case of Greater Sunrise the single operator model applies. The relationship between the JV partners
within a project is governed by a Joint Operating Agreement (JOA) which regulates such matters as
participating interests, ownership, JV partner rights and obligations, appointment of Operator,
removal of Operator, Operator rights and obligations, JV partner meetings, voting procedures,
budgets, transfer of participating interests, default, and confidentiality. The Operator must have the
required expertise to oversee developments, as responsibilities are considerable. These include
undertaking petroleum operations, keeping title to permits/fields/projects in good standing, and
representing the JV partnership opposite host governments. The key rewards for assuming these
responsibilities are not pecuniary, as project costs and revenues are apportioned according to each
partner’s participating interest. The two key benefits are the maximisation of chance of project
success, and access to future business opportunities due to enhancement of the Operator’s expertise
and credentials. Lee Marshall (Commercial Advisor, Woodside Energy), email correspondence to
author, November 21, 2007.
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where it commenced exploration operations (Atherton 2005, 7).262 The company is
Australia’s largest publically traded oil and gas company with a market
capitalisation of AU$38 billion as at October 2007.

Woodside’s activities are

focused on exploration and development projects, and the company also conducts its
own marketing and research. Woodside’s core earnings come from its interest in a
series of gas fields located in the Carnarvon Basin, part of a structure known as the
North West Shelf (NWS), located off the coast of Western Australia.

Woodside is also operator of this project, known as the North West Shelf
Venture (NWSV), which has underpinned the company’s substantial growth over
several decades.263 Permits were initially obtained to explore 367,000 sq km of the
uncharted North West Shelf in 1963. The NWSV partnership was subsequently
formed with the Burmah Oil Company of Australia (BOCAL) and Shell
Development Australia, in order to secure necessary financial and technical backing.
In 1968 the Legendre oil field was discovered, followed by discovery of the Angel
and North Rankin gas-condensate fields in 1971.

However, the relatively small potential Western Australian domestic gas
market meant that commercialisation of NWS reserves required that most of the gas
be processed as export LNG (Atherton 2004, 21). This plan was at variance with the
nationalist energy policy of the Whitlam Labor government who, having been
elected in 1972, proposed purchasing NWS gas at the wellhead and assuming
downstream distribution. The project was, however, successfully resurrected in
1977 following the removal of the Whitlam government in a double dissolution
election in 1975.

The commercialisation of NWS gas was subsequently

underpinned by bipartisan government policy and financial assistance at both

262

For a thorough overview of Woodside Petroleum’s history over fifty years to 2004 see: Atherton
(2004). The above overview of Woodside Petroleum comes from the company’s web site at
http://www.woodside.com.au/, unless otherwise cited.
263
The joint venture arrangement for the North West Shelf Venture (NWSV) is divided into three
production components; domestic gas, in which Woodside holds a 50 per cent stake; export LNG, in
which six partners hold equal shares; and oil and condensate, in which the same equal division of
equity applies.
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Federal and State levels, which included a State Agreement for the reservation of
gas for domestic use (Atherton 2004, 21; ACIL Tasman 2006, 2-4).264

The NWSV has since been restructured with Woodside as operator amongst
six equal share JV partners. The project has invested over AU$20 billion in onshore
and offshore infrastructure, and in 2007 accounted for more than 40 per cent of
Australia’s petroleum production.

Production includes domestic gas, LPG,

condensate, and crude oil, along with LNG which is exported mainly to Japan,
China and Korea, and also to the US and Europe.

The secure cash flow from the NWSV enabled Woodside to take on
exploration risk in other offshore projects around Australia, namely in Western
Australia (Browse Basin), South Australia (Otway Basin, Bight Basin), and in the
Timor Sea (Bonaparte Basin). As at July 2007 the company had development
commitments for various Australian projects amounting to over AU$17 billion, the
most significant of these being its 90 per cent owned Pluto gas field on the NWS
with approved funding of up to AU$11.2 billion. From around 2000 Woodside also
began to build a portfolio of overseas interests in both the Gulf of Mexico and Africa
as part of a strategy to replace existing output with new discoveries (Gottliebsen
2006, 39).

However, in September 2007 Woodside sold its assets in offshore Mauritania
at an estimated loss of US$200m on book value (Hall 2007, 64), having encountered
production problems in its Chinguetti field, a military coup, and becoming
embroiled in an ongoing international corruption investigation (Wilson 2007k, 24).
The African projects had been part of a strategy to apportion a small part of
Woodside’s portfolio to high-risk high-reward ventures which might help achieve its
aspiration to increase market capitalisation fourfold in eight years (Gottliebsen 2006,
39). Woodside’s waning faith in its African ventures as a fast track to achieving this
goal was evident in an accompanying declaration that the company wished to
concentrate on its Western Australian gas export business. This renewed focus on
264

Discussion on the government - industry collaboration that underpinned the NWSV is presented in
Section 4.4b.
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LNG-led growth from comparatively low-risk and proven regional reserves bodes
well for Greater Sunrise’s future development prospects.

Shell Development Australia
Shell Development Australia (SDA) holds a 26.56 per cent stake in the Greater
Sunrise project, and also has a 34 per cent cross shareholding in Woodside
Petroleum. Shell Development Australia is a subsidiary of RoyalDutch/Shell Plc, a
multinational energy company operating in over 130 countries.265 The separate
companies Royal Dutch and Shell Transport and Trading formally merged in 2004,
having operated under a partnership arrangement since 1907, and are headquartered
in The Hague, Netherlands.

The Royal Dutch/Shell group of companies operate vertically integrated
global businesses in exploration, production, refining, storage, marketing,
distribution and retail product sales, including in Australia. Shell Development
Australia is responsible for upstream exploration and development as well as
petroleum commercialisation operations. The company has been active in onshore
and offshore exploration since receiving its first exploration concession in 1939.
However, SDA’s exploration activity peaked during the 1980s, with activity in the
ensuing period being largely restricted to its interest in Woodside (Wilson 2007h,
17).

However, in early-2004 the US Securities and Exchange Commission
exposed parent company Royal Dutch/Shell’s over reporting of proven global
reserves – a key measure of a company’s performance and longer term value –
resulting in a downward reserves estimate of thirteen per cent (Cummins et al 2004,
49). This advent prompted the parent company to reassess its strategic direction,
whereupon it was decided that growth in the Asia-Pacific LNG market would be a
key future opportunity requiring renewed focus on regional exploration and
development (Wilson 2007h, 17).
265

A history of the development of the Royal Dutch/Shell group and contemporary company interests
is available on the company website at http://www.shell.com/home/content/aboutshell-en. An
informative history of the Royal Dutch - Shell merger is presented in Yergin (1992 122-128).
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Shell Development Australia’s subsequent procurement of exploration
permits, concentrated in offshore Western Australia, includes a 100 per cent interest
in a Browse Basin permit and a 25 per cent share in a Carnarvon Basin block. The
company also has shares in several proven reserves, including as one-sixth partner in
the NWSV; a 25 per cent interest in the 40 Tcf Gorgon prospect; a 50 per cent
interest in the 6.6 Tcf Evans Shoal prospect; along with its almost 27 per cent share
in Greater Sunrise.

It is notable that SDA’s technical expertise in Australia is recognised by
Woodside as a key factor in their exploration success; indeed, Woodside
acknowledge the ‘profound effect’ the multinational organisation has had on
company development (Atherton 2004, 7; Wilson 2007h, 17).

However, this

acknowledgement belies a history of unsuccessful takeover bids by Shell, and
ongoing speculation about the larger partner’s covetous intentions. In 1985, just as
the NWSV were about to secure finance for the LNG phase of the project, Shell and
BHP made an unsolicited joint takeover bid for Woodside which resulted in the
companies increasing their holdings to 40 per cent each. However five years later,
in 1990, BHP reduced its holding to 10 per cent, and then in 1994 divested itself of
these remaining shares. Shell also reduced its shareholding at this time from 40 per
cent to its current 34.3 per cent.

Then in early-2000 Shell proposed that the two companies merge their
upstream assets and that Shell increase its shareholding to 60 per cent, an offer
rejected by Woodside’s board as not being in the best interests of shareholders.
Later, in November of that year, Shell launched a hostile takeover bid; however, this
bid was vetoed by Treasurer Peter Costello in April 2001, after assessment by
Australia’s Foreign Investments Review Board, on national interest grounds.266

While rapprochement between the two companies was subsequently reached,
industry speculation about Shell’s takeover ambitions was reinvigorated following
the company’s 2006 relinquishment of control of the US$22 billion Sakhalin-II gas
266

For a brief overview of the Royal/Dutch Shell takeover bid, see previous footnote 253.
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project in Russia under pressure from the Kremlin (Ostrovsky and Buckley 2006,
33; Trounson and Murdoch 2007, 19). Loss of the Sakhalin-II venture increased the
likelihood of a renewed takeover bid because Woodside’s suite of Australian
projects are located in a comparatively low sovereign risk environment and within
proximity to the same Asia-Pacific markets that Sakhalin-II would have supplied. In
regard to prospects for Greater Sunrise under this scenario, the same suspicion that
blocked the 2001 takeover bid – that Shell might decide to prioritise producing
assets over development of marginal projects – remains (Hall 2007, 64).

ConocoPhillips
ConocoPhillips are a 30 per cent shareholder in Greater Sunrise, and have an
operational structure similar to that of Royal/Dutch Shell, in that they are a vertically
integrated global energy company with operations in over 40 countries; although,
the company’s Australian interests are largely confined to exploration and
development.267 Headquartered in Houston, Texas, the company was created by a
merger in 2002 between the two companies Conoco and Phillips 66, whose roots
date back to 1875 and 1905, respectively. ConocoPhillips had a market capitalisation
of US$138 billion as at October 2007.

The company’s Australian interests are primarily in the Bonaparte and
Browse Basins, along with a 50 per cent interest in the Athena gas field in the
Carnarvon Basin which is processed under agreement by the NWSV. Athena is also
the only one of ConocoPhillips’ interests in which the company is not the operator.
ConocoPhillips have a strong presence in the JPDA as 57.4 per cent stakeholder in
PSC 03-12, which hosts the Bayu Undan field (refer Figure 33), and as operator and
56.7 per cent stakeholder in the DLNG plant supplied by Bayu Undan. In addition,
the company was operator of the Elang-Kakatua oil field until field depletion in mid2007. Since 2005 ConocoPhillips has undertaken seismic appraisal and exploration
drilling work in permit areas NT/P 61 and NT/P69 to the east of the JPDA, with
discovery of the Caldita-1 and Barossa-1 wells occurring mid-2005 and mid-2006,
respectively.
267

A history of the development of ConocoPhillips and contemporary company interests is available
on the company website at http://www.conocophillips.com/index.htm.
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This exploration activity, along with the mid-2006 purchase and farm-in
agreements for petroleum acreage in the south-west Bonaparte and the Browse
Basins, respectively, are part of company efforts to secure gas supply for an
expansion of the DLNG plant, which has environmental approval to process an
additional 6.4 MTPA of LNG. The processing of additional LNG in the region is
part of a wider strategy that, as with Shell, aims to supply the growing Asia-Pacific
market. However, the Caldita-Barossa prospect is not considered a likely contender
to supply a DLNG expansion, primarily because of its high CO2 levels, at around 15
per cent, and associated sequestration costs. Thus, as at November 2007 Greater
Sunrise remains the most viable contender to supply feedstock gas for a DLNG
expansion.268

The DLNG plant uses ConocoPhillips’ proprietary Optimised Cascade LNG
Process technology which the company first used in its Kenai, Alaska, plant in 1969.
The optimised cascade technology is one of four main competing technologies that
have been developed since the early-1970s. While all of the LNG technologies are
based on the same process whereby gas is cooled and liquefied by heat exchange
with a separate refrigerant, the other three technologies – one of which is owned by
JV partner Shell – use a mixed refrigerant liquefaction process (Nexant 2007, 2-3).
The mixed refrigerant technologies dominated the market until the mid-1990s when
ConocoPhillips, in collaboration with Bechtel Corporation as construction
contractor, undertook an aggressive effort to update and licence their Optimised
Cascade technology to other companies.

Since that period the ConocoPhillips

technology has re-emerged as a viable competing technology, with licences as at
November 2007 issued to operators in Trinidad, Egypt, Equatorial Guinea, Angola,
and Nigeria. The DLNG plant, commissioned in January 2006, is only the second
internal company application of the technology.

ConocoPhillips’ ownership and keen promotion of this technology has,
however, placed it at odds with JV consortium partners in both the Bayu Undan and
Greater Sunrise projects in the past. In 1999 BHP sold its share of the Bayu Undan
268

In regard to sequestering Caldita-Barossa’s CO2 some industry analysts have suggested that this
could be achieved commercially by piping the gas to DLNG via the Bayu Undan infrastructure where
CO2 could be stripped and pumped into the depleting reservoir (Bell 2007b, 31).
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project after disagreement about processing technology, while similar debate
threatened to stall Greater Sunrise from late-2001, as discussed in Section 5.4c
below.269

Osaka Gas Australia
Osaka Gas Australia is the smallest partner in the Sunrise venture, with a 10 per cent
holding. Parent company Osaka Gas is based in Osaka, Japan, and commenced
business operations in 1905.270 The company’s core business is LNG procurement
and regassification for distribution in the Kansai region, Japan’s second largest
economic area.

Osaka Gas is Japan’s second largest supplier of natural gas,

accounting for approximately 30 per cent of total gas sales volume to over 6.8
million customers. In 2006 the company’s LNG imports accounted for over 5 per
cent of world traded volume, or 7 MTPA.

Osaka Gas has interests in horizontally integrated assets throughout the gas
supply chain, including equity in upstream gas projects, LNG transportation vessels,
receiving terminals, transmission and distribution pipelines, and sales and instillation
of gas appliances. Osaka Gas is part of the Osaka Group which has interests in a
range of non-energy businesses that include real estate leasing, restaurant
management, computer software development, security services, chemicals
manufacturing, and engineering services.

Osaka Gas Australia’s market

capitalisation as at October 2007 was US$9 billion.

From around 2002 Osaka Gas in Japan undertook to develop a second core
business, that of power generation, to complement its existing strength in natural gas
procurement and distribution. This strategy was developed in response to energy
sector deregulation that commenced in 1995 and which essentially removed barriers
to entry between sectors. As at 2007 Osaka Gas operated seven natural gas power
plants with total generation capacity of over 450 MW, along with one coal-fired
269

In regard to BHP’s exiting from the Bayu Undan project, Clearly (2007) claims that “Phillips had
wanted to charge a hefty premium for using its technology to process the gas” Clearly (2007, 45).
270
A history of the development of Osaka Gas and contemporary company interests is available on
the company website at http://www.osakagas.co.jp/indexe.html. All of the above information on
Osaka Gas is from this source, with specific company documents cited individually.
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plant and two wind farms, in the Kansai region. The company’s largest power
generation venture, a 1,100 MW combined cycle gas turbine (CCGT) plant being
built at its Semboku LNG receiving terminal, is due for commissioning in 2009.
This increased generation capacity along with forecast growth in industrial and
commercial natural gas demand of an average 1.3 per cent each year to 2012 will
require increasing supplies of imported LNG.

In order to secure these LNG supplies and in light of tight gas supplydemand projections Osaka Gas are “proactively entering upstream businesses …
including participation in LNG projects” (Osaka Gas 2007a, 12).271

Australia,

which in 2006 accounted for approximately 15 per cent, or 1.04 MTPA, of Osaka
Gas’ LNG supply – primarily from the NWSV – is a core part of this strategy.

Osaka Gas Australia has had a presence in the Timor Sea since 2002 when
the company purchased 10 per cent stakes in both Greater Sunrise and permit
NT/P48. Permit NT/P48 contains the 6.6 Tcf Evans Shoal field operated by Shell,
who hold a 50 per cent share. Interests outside the Timor Sea include the late-2007
acquisition of a 15 per cent interest in a Browse Basin prospect that contains the
proven Crux gas-condensate field, and which is projected to commence liquids
projection in 2010. Osaka Gas has also been active in regional gas procurement,
having signed a Heads of Agreement (HOA) in late-2005 for supply from the 40 Tcf
Gorgon field in the NWS, and in late-2006 signing a HOA for additional LNG
volumes from the NWSV.

In regard to Osaka Gas Australia’s interest in Greater Sunrise, the company
is considered a natural customer for processed LNG and, indeed, under a proposed
2002 development option did commit to take its 10 per cent share of the project in
LNG, plus a further 0.5 MTPA (Howarth 2002a, 60). In Osaka Gas’ 2007 Annual
Report company President Hirofumi Shibano states that commercialisation of the
Greater Sunrise project is a priority (Osaka Gas Group 2007a, 12).

271

Osaka Gas are also increasing their participation throughout the LNG supply chain, such is in
LNG shipping transportation, which the company anticipate will hedge commodity risks as well as
capture various profit opportunities (Osaka Gas Group 2007b, Ppt. Slide 29).

281

Chapter Five: Greater Sunrise Case Study

5.4b The Floating LNG (FLNG) Development Concept
The above analysis reveals that the JV partners all share the common goal of
bringing Greater Sunrise to commercialisation as soon as practicable for supply of
LNG to the Asia-Pacific market. Investment in exploration, appraisal, technical and
commercial feasibility work on Greater Sunrise representing a sunk cost of AU$250
million provides further motivation to achieve this end. However, consensus about
proceeding with a project must be complemented by agreement on a development
concept, and the associated matter of which markets to target.272 A resource project
will usually present several development and marketing options, thus presenting a
challenge to achieving consensus. The floating LNG (FLNG) development option
exemplifies this point, and is now considered.

The FLNG concept is described as a “synergy of three well established
technologies” (SDA 2002, 2), namely a variation of the conventional floating
production, storage and offloading (FPSO) vessel used for oil projects; LNG shuttle
tanker shipping; and LNG processing plant design. While FLNG technology had as
at November 2007 never been utilised offshore, the concept dates to the instillation
of an LNG plant on a river barge in southern Louisiana, US, in 1951 (Shell’s
Floating 2002, par. 2). Evolving technology in the ensuing half century has brought
about the efficiency and miniaturisation necessary for an offshore FLNG facility. In
2001 Shell initiated FLNG research and development for two projects – in the Timor
Sea and in the Kuda field in offshore Namibia, south-west Africa – which the
following year proceeded to detailed engineering and design phase (Faber et al 2002,
3).

The Shell design involved a moored vessel similar in size to an FPSO
equipped with LNG processing equipment utilising Shell’s proprietary Dual Mixed
Refrigerant (DMR) LNG process. Natural gas would be pumped aboard the moored
vessel via flowlines and flexible risers from an unmanned wellhead jacket, which
would draw gas from several subsea wells. Offloading would be by a standard LNG

272

Under the Greater Sunrise JV arrangement a development plan must gain the assent of all partners
(Howarth 2002b, 14).
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side-by-side vessel which, given the Timor Sea’s relatively benign weather
conditions, would theoretically provide reliable year-round access.

The FLNG concept had both advantages and disadvantages. The primary
advantage was reduced cost arising from the single floating facility’s incorporation
of production, gas liquefaction, LNG storage, and offloading facilities.

This

configuration removed the requirement for a subsea pipeline to shore, including
ongoing maintenance and compression requirements. The FLNG concept would
also function with one less wellhead platform, and did not require a deepwater port
and associated costs. These advantages meant that FLNG technology was suited to
commercialisation of remote offshore gas fields and, as with Greater Sunrise, fields
isolated from established pipeline and processing infrastructure. In addition, the
ability to redeploy an FLNG facility when a field became depleted would encourage
commercialisation of similar fields in the region.

Shell’s DMR process also promised several advantages in regard to cost,
safety, and the environment. The technology reduced necessary equipment by 30
per cent. In addition, the DMR process would generate its own refrigerants offshore
thereby eliminating the requirement for an initial fill and then replenishment of
costly propane produced onshore and transported to the FLNG facility. Eliminating
the use of propane and butane was also considered a safety feature, as was the use of
electric compressor drivers as opposed to standard gas turbine direct drive
compressors, and the fact that gas treatment equipment would be located at the bow
of the vessel whereas crew accommodation would be at the stern. The DMR process
would also reduce CO2 and NOx (nitrous oxide) emissions by 29 per cent and 83 per
cent, respectively, over the 35 year life of the project compared to the onshore LNG
option, giving it superior environmental credentials (Howarth 2002c, 23).273

The main disadvantage of FLNG was the risk involved in embracing an
unproven technology; although, as pointed out by leading industry construction
contractor Halliburton, the first-mover advantage for development of the technology
273

The reduced greenhouse gas emissions were also considered a potential cost saving, as at the time
the Australian Government were considering introducing a AU$7 - AU$13 dollar per ton surcharge
(Sunrise Developers 2003, 6).
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would be considerable (Hextall 2002, 58). Other considerations were the absence of
economies of scale that would otherwise be available from a brownfield expansion
of an established onshore plant, and the costs involved in maintaining offshore
facilities including a vessel measuring approximately 70 metres wide by 400 metres
long. Of course, processing of gas offshore also meant that both the Australian
Commonwealth and Northern Territory Governments stood to lose company
taxation and potential value-added income, respectively.

This matter was of

particular concern to the latter government who lobbied extensively against the
FLNG proposal, as discussed below.

5.4c Marketing Challenges
Shell’s FLNG proposal in August 2001 was not initially embraced by the other JV
partners.

Although assent from Woodside and Osaka Gas was subsequently

obtained, ConocoPhillips steadfastly opposed the plan. The FLNG proposal marked
the beginning of a period of inability to agree on either means of development or
target markets, due to numerous reasons which are now explored.

Early Marketing Arrangements
The FLNG proposal was in fact the fourth development proposal for Greater Sunrise
up to that point.

Initially, in May 1997, Woodside and Shell had formed the

Northern Australian Gas Venture (NAGV) partnership with the intention of jointly
developing Sunrise and the then-Shell operated adjoining Evans Shoal gas field
(Sinclair Knight Merz 2001, 1.1). The marketing strategy was twofold: to sell
natural gas within domestic Australia (domgas), and to also develop an onshore
LNG (OLNG) plant for export to Asian markets, with Darwin as a hub for both
enterprises. However, this strategy suffered a setback with the onset of the Asian
Crisis in mid-1997, which began with a currency crisis in Thailand and then quickly
spread throughout the region.

In March 1999 an LNG plant Feasibility Study

concluded that while the onshore LNG project was technically feasible, its success
depended upon capture of still-recovering markets and project economics.
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In April 1999 Phillips Petroleum become a participant in the joint venture
when it purchased a parcel of interests in the Timor Sea from BHP that included a
13.61 per cent holding in the Greater Sunrise permits (Howarth 1999, 19). BHP had
divested itself of these interests in part due to disagreement with Phillips over how
to process gas from Bayu Undan: BHP favoured a then-radical offshore – either
fixed of floating – platform, while Phillips favoured a conventional onshore
processing plant using its Optimised Cascade technology, which it would be able to
charge the JV partners a premium for (Cleary, 2007, 45). These machinations were
a harbinger of the dissent over development that subsequently occurred between
Phillips and the other Greater Sunrise JV partners.

With the LNG proposal on hold, the NAGV turned its attention to domestic
markets, and in late-1999 initiated a joint study with infrastructure provider, Duke
Energy International, to ascertain the feasibility of building a pipeline to the
Moomba gas supply hub in central Australia, gateway to the south-eastern
Australian markets (Woodside 1999, 23). By early-2000 the NAGV had secured a
domestic foundation customer, Methanex Corporation, for supply of 100 PJ/a gas to
be used as feedstock for a proposed large-scale synthesis gas generation plant
(Woodside 2000b, 19). This agreement, along with prospective discussions with the
Northern Territory Power and Water Corporation and alumina refiner, Nabalco,
would underpin a domestic-only gas processing plant in Darwin.

Another

significant domestic marketing effort at this time was the NAGV’s establishment of
a presence in Queensland in the quest to supply a planned power station in
Townsville, as well as mining company Mount Isa Mines (Sinclair Knight Merz
2001, 1.2).

The Greater Sunrise project was further progressed in mid-2000 when
Woodside divested 10 per cent of its interests to Osaka Gas in line with its strategy
to introduce new partners to improve commercialisation prospects: Osaka Gas
possessed gas distribution and marketing networks in Japan, and was a potential
customer in its own right (Woodside 2000b, 20). This move signified that the LNG
option remained open; however, domestic gas remained a key focus with a jointly
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commissioned Centre for International Economics report quantifying national
benefits from such a development released in October 2000.274

The Woodside-Phillips Agreement
In November 2000 Woodside announced it had reached in-principle agreement (the
Agreement) with Phillips to jointly develop Sunrise and Bayu Undan, this time for
production of both domestic gas and OLNG, with LNG destined for Asian and
potentially US markets.

This proposal would pipe gas via a common subsea

pipeline to Darwin, and “combine the early gas delivery potential of … Bayu Undan
… with the large reserve base of Greater Sunrise” to supply export markets over the
longer term (Woodside 2000b, 20). The Agreement would enable economies of
scale from shared infrastructure to be realised. Woodside also announced that it
would be further diluting its Greater Sunrise equity to give Phillips a 30 per cent
stake in the project. The rationale for this strategy was to both reduce project risk
and to spread development costs; however, it is also conceivable that Woodside may
have wanted to balance the influence of the JV partners in regard to development
decisions, given that Shell had just made the first of its two unsuccessful takeover
offers.

The LNG component of the joint development proposal gained impetus with
a March 2001 letter of intent (LOI) – considered a bankable document in the
petroleum industry – to supply EL Paso Energy, the third largest natural gas
producer in the US, with 4.8 MTPA LNG over twenty years (Wilson 2001a, 31).
The marketing focus of the JV partners’ further shifted towards LNG as “a lack of
critical market mass in the vicinity of Darwin and the costs associated with
supplying more remote customers” (Sinclair Knight Merz 2001, 1.2) became
apparent throughout 2001.

In late-2001, however, the seeds or the imminent demise of the Agreement
were sown, as potential domestic gas and LNG foundation customers threatened to
274

The report, funded by Woodside, Shell, Methanex, and the Northern Territory Government, used a
AU$4.7 billion scenario that would pipe gas to Queensland’s MIM and into south-eastern markets. A
Woodside media release to the Australian Stock Exchange (Woodside 2000a) provides details of the
report’s main findings.
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withdraw from their sales commitments due to project uncertainty arising from two
events. One factor was the increasingly belligerent stance being taken by East
Timor over the terms of the Timor Sea Treaty under negotiation. Peter Galbraith
had in April 2000 delivered his controversial speech to the APPEA forum in which
he made clear East Timor’s willingness to hold out for a boundary settlement, and
which also raised the prospect of gas being piped to that country. East Timor was
also vacillating over the taxation terms that would apply to the Timor Sea Treaty,
which for a period caused the deferral of Bayu Undan phase two.275 The second
factor that contributed to project uncertainly, and which is now discussed, was
ongoing dissent amongst the Greater Sunrise JV partners over a development option.

Shell’s FLNG Proposal
Shell’s August 2001 FLNG proposal did not immediately gain support from fellow
JV partners. It was reported that Woodside viewed the plan, coming so soon after
Shell’s divisive and ultimately unsuccessful takeover bid, as an attempt to
undermine the Agreement with Phillips Petroleum (Bartholomeusz 2002, 48).
Besides these internal politics, the commercial structure of Shell’s proposal was
considered unsatisfactory. Shell would purchase all of Sunrise LNG at the wellhead
on commercial terms for sale into the US west coast market via a purpose-built
receiving terminal on Baja California, effectively taking all of the market risk for
100 per cent of the reward.

However, Shell’s plan to tap into the potentially lucrative US west coast gas
market placed it in direct competition with Phillips, who largely for this reason
opposed the FLNG proposal (Frith 2002, 20; Wilson 2002l, 21). To explain, the
resurrection of the Bayu Undan project following the signing of the Timor Sea
Treaty came too late for El Paso, who had already withdrawn from its supply
contract under the Woodside-Phillips Agreement. This led to Phillips, as operator of
Bayu Undan, to enter sales agreements in March 2002 with Japanese companies
Tokyo Gas and Tokyo Electric Power. Therefore, Phillips would now be exporting

275

The taxation issue is discussed in Section 5.2e, with specific details provided in footnote 200
above.
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Timor Sea LNG gas into the Japanese market, while under the FLNG plan Shell
would be able to establish a competitive position in the US west coast market.

A further competitive consideration for Phillips may have been that
proprietary rights for the new FLNG technology would have been owned by Shell,
whereas Phillips had since the mid-1990s been working to increase the licensing of
its own Optimised Cascade technology. Finally, the prospect of foregoing cost
savings from the sharing of infrastructure – such as from a brownfield expansion of
the planned Darwin LNG plant – also likely featured in Phillips’ reckoning (Frith
2002, 20).

The issue of corporate structure for FLNG was resolved, for Woodside and
Osaka Gas at least, in November 2001 with a new proposal that would give the other
JV partners equity in 49 per cent of the project, proportionate to their Greater
Sunrise percentage shares, with Shell underwriting technical risks and also
purchasing 4.5 MTPA of LNG. Acceptance of this proposal by both Woodside and
Osaka Gas was publically announced in March and April 2002, respectively. In
addition, Osaka Gas would purchase a further 0.5 MTPA of LNG – having already
agreed to take its 10 per cent share of the project in LNG – as a ‘sign of faith’ in the
project, and in so doing further underwriting forward LNG sales (Howarth 2002a,
60). It is likely that Osaka Gas’ desire to secure LNG for domestic Japanese sales,
from whatever production means, was a prime motivation for the company’s
acquiescence.

A final deciding factor for Woodside and Osaka Gas was project cost. Due
to the reduced infrastructure requirements for FLNG the project promised a 40 per
cent saving over the onshore option, being the difference between AU$4.1 billion
and AU$6.8 billion (Wilson 2001b, 31). It was also suggested that Woodside’s shift
in support for FLNG went some way towards rapprochement with Shell in light of
the political fracas between the two partners at the time (Wilson 2002k, 22).
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Phillips’ Domestic Gas Announcement
With the acquiescence of Woodside and Osaka Gas the processing of Greater
Sunrise gas using FLNG for export to the US market became the most likely
development scenario. However, in mid-April 2002 Phillips announced that its
preference was to pursue a domestic gas-only processing option based in Darwin:
Phillips also claimed that they were in “preliminary discussions with prospective
customers … to buy quantities of (domestic) gas equal to the known reserves of …
Greater Sunrise” (Wilson 2002d, 18).

Phillips’ declaration elicited the headline, “Timor Sea Somersault Leaves
Industry Gobsmacked” in Australia’s national daily newspaper, The Australian
(Frith 2002, 20). This headline typified the wider media coverage of Phillips’
independent stance, which generated additional uncertainty about the Greater
Sunrise project going ahead. This perception was further fuelled when Woodside
suggested that the JV partners might proceed with front end engineering and design
(FEED) without Phillips, even though under the JV agreement all partners had to
support any final development decision (Wilson 2002l, 21).

Phillips rationale was that the domestic gas option would be “less risk to the
co-venturers (and) create greater benefits for all parties involved” (Howarth 2002b,
14). This latter reference was essentially to the Northern Territory Government
who, having seen Methanex depart to Western Australia and the comparatively
secure gas supply of the NWS in late-2001, had embarked on a concerted campaign
to secure the development of Greater Sunrise in Darwin. As discussed above in
Section 5.3c, the Northern Territory Labor Government had come to power just
seven months earlier under the leadership of Clare Martin after twenty-six years in
opposition, having campaigned largely on the issue of local development. Indeed,
one of the failings of the previous Country Liberal Party government had been
identified as its inability to advance development of Timor Sea gas resources
(Jaensch 2002, 162).276

276

It should be noted, however, that the Country Liberal Party (CLP) had committed some effort to
advancing development of Greater Sunrise. The CLP Chief Minister during that period, Dennis
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The Renewed Pursuit of Domestic Gas Customers
The Northern Territory Government’s strategy to secure Greater Sunrise gas
processing in Darwin was threefold (Northern Territory 2002b, 6-7). Firstly, ‘hearts
and minds’ had to be won, which entailed convincing the JV partners and
Australians that the natural resource belonged to Australia and that therefore it
should be developed locally, in the national interest. Secondly, the economic case
for local processing had to be established; that is, the economic benefits that would
accrue to Australia from local rather than offshore processing had to be quantified.
Finally, the commercial case for onshore processing – namely that a sufficient
customer base existed – had to be proved, contrary to the most recent assessment by
the Greater Sunrise JV consortium.

Greater Sunrise’s contribution to the national interest was quantified by the
Northern Territory Government as being:
•

Local employment and fiscal benefits from new gas-based manufacturing
industries;

•

New mineral processing opportunities;

•

Benefit to Australia from delivering gas into the national grid, thereby ensuring
competitive energy prices and lessening future reliance on imported oil;

•

Federal Government PRRT/PSC tax take enhanced;

•

Environmental benefits from cleaner burning gas.

Chief Minister Martin argued that these important national interest benefits ought to
be considered as part of a strategic energy approach codified in a national energy
policy (Northern Territory 2002a, 8). In short, Martin was arguing against reliance
on “market based polices (that) do not capture wider benefits to the nation and
(therefore) represent a type of market failure” (Northern Territory 2002a, 8).

Chief Minister Martin maintained that a balance between national interest
and the commercial interests of petroleum companies was achievable; in support of
Burke, gives a summation of his party’s efforts in the following publication: (Northern Territory
2002b, 2-6).
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this argument she cited comparative national energy policies from developed
countries including the US, Canada, and England, that appeared in Northern
Territory Government commissioned research (Northern Territory 2002a, 8). This
position was backed by a June 2002 submission to the Council of Australian
Governments (COAG) Energy Market Review which had been initiated as a result of
an earlier 2001 COAG communiqué that highlighted the important role for gas in
any national energy policy (Aus., COAG 2001, par. 1).277 While support from
fellow COAG ministers for landing Greater Sunrise gas in Darwin was forthcoming,
this was qualified by stating that “gas found within Australia’s marine jurisdiction
should be developed onshore, provided it was commercially viable (Loizou 2002a,
2).

A plea to the Federal Government to “take action within its existing policy
framework” (NTG 2002a, iii) and dissuade the JV partners from pursuing the FLNG
proposal had initially been put to Prime Minister, John Howard, in mid-February
2002. This case was backed by figures showing that the “net economic benefits
from exploitation of the community’s gas resources in the Timor Sea will not be
achieved by FLNG” (NTG 2002a, 18).

Two previous cases of major

Commonwealth Government intervention in petroleum projects in the national
interest were cited in support, namely assistance for the NWS LNG project –
estimated to be worth around AU$3.6 billion – along with the 2001 blocking of
Shell’s takeover bid for Woodside (NTG 2002a, iii).

The Prime Minister’s

peremptory response was that, “it was not the Government’s role to intervene in
commercial decisions” (No PM Support 2002, 06).

The Northern Territory Government’s national interest case was bolstered by
two reports that included supporting economic figures: in March 2002 a report by
economics consultancy firm ACIL Consulting was released, followed one month

277

The Council of Australian Governments, established in 1992, is Australia’s peak
intergovernmental forum and comprises the Prime Minister (Chair), the six State Premiers, two
Territory Chief Ministers and the President of the Australian Local Government Association
(ALGA). The role of COAG is to “initiate, develop and monitor the implementation of policy
reforms that are of national significance and which require cooperative action by Australian
Governments.” This quote and further information on COAG is available on the forum’s web site at,
http://www.coag.gov.au/.
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later by another report from the Centre for International Economics (ACIL
Consulting 2002; INTED 2002).278 This latter report was commissioned by a local
business think-tank, the Institute of Northern Territory Economic Development
(INTED), exemplifying both the broad support that existed for ensuring onshore
delivery of Greater Sunrise gas, and the level of coordination between the public and
private sectors. The analogous conclusions in these reports became the basis for
ongoing lobbying of the Federal Government by the Northern Territory Government
for provision of commercial incentives – the prospect of direct intervention having
been quashed – that were available through the government investment agency,
Invest Australia.279

Invest Australia are able to grant Major Project Facilitation (MPF) status to
projects deemed to be in Australia’s national interest. In essence, this provision
offers assistance with approvals, generally streamlines the bureaucratic process, and
is also able to provide project finance up to the value of, on average, AU$200
million. It was this amount that Clare Martin reportedly suggested in a follow up
meeting with Prime Minister Howard in April 2002, Greater Sunrise having already
being granted MPF status in July 2000 (Loizou 2002a, 02). The AU$200 million
would go towards laying a wider diameter pipeline to Darwin, the planned Bayu
Undan pipeline at 26 inches being too narrow to accommodate any additional gas
volume from Greater Sunrise. However, any finance would be contingent upon
Invest Australia testing the JV partner’s figures which showed an AU$2 billion
dollar differential between FLNG and piping gas to shore (Smith 2002a, 04).

Over the next several months Clare Martin and senior government officials
travelled extensively across Australia presenting the Northern Territory’s case for
onshore development to both Federal and State ministers. Martin, a long-time on-air
journalist with the ABC Radio prior to taking the helm of Labor, successfully
generated considerable national media attention in this quest.280 Clare Martin’s
278

These reports are discussed in Section 5.1c.
Invest Australia is the Commonwealth Government’s point-of-contact for investment inquiries
from international companies considering locating or expanding in Australia. For information on
Invest Australia visit the agency’s website at, http://www.investaustralia.gov.au/.
280
For a description of Martin’s campaign and extensive travel during the first half of 2002 see,
Northern Territory (2002b, 1-2).
279
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visits to fellow Labor premiers – Australia’s six States and two Territories all
having Labour leaders at that time – was essentially to translate earlier support from
COAG ministers into customer supply commitments.

COAG support was largely based on the prospect of increased competition
that delivery of Greater Sunrise gas would bring to south-eastern markets, this
prospect having long been seen as the “holy grail in national development” (Myer
2002, 08). For this same reason support was also forthcoming from several industry
bodies that included the Australian Industry Group and Australia’s gas retailer peak
group, the Australian Gas Association.

Labor’s campaign was equally concerted back in the Northern Territory.
Provision of much of the information disseminated throughout the campaign fell to
the Office of Territory Development (OTD). Working within the Department of the
Chief Minister, the OTD had been established in November 2001 to drive economic
growth in the Territory. One of the OTD’s key roles was major project facilitation,
and under its Director of Petroleum Developments it was active in representing the
Territory government on Timor Gap treaty issues and in facilitation of both the Bayu
Undan and Greater Sunrise projects.

As the FLNG issue unfolded the OTD launched a dedicated website that was
kept updated with fact sheets, maps, media releases, speeches, and reports such as
the ACIL Consulting (2002) report. The ODT was also instrumental in producing a
series of glossy brochures that were mailed to Territory homes. The first of these,
the Timor Sea Update (April 2002), focused on the local economic benefits from
processing of both Bayu Undan and Greater Sunrise gas. The Timor Sea Update
was dispatched at a cost of AU$23,000 (Hinde 2002, 04), and subsequent Fact
Sheets posted during May and July of 2002 – more concerned with dispelling arising
environmental concerns about locating an LNG plant in Darwin harbor –
presumably accrued similar costs. The wooing of environmental hearts and minds
was also pursued by use of a full page advertisement in the Northern Territory News
(NTG 2002c, 19).
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Another feature of the campaign strategy was the formation in April 2002 of
Team NT, a coalition of public and private sector representatives that included
bipartisan support from opposition CLP leader, Dennis Burke, and business, union,
and community leaders. The willingness of these disparate groups to coalesce
around the Greater Sunrise issue again exemplifies its importance to the future
development of the Northern Territory.

This collaborative effort was used to

leverage media attention by means of full page open letters in Australia’s two main
daily newspapers, The Australian and the Australian Financial Review on 30th April,
2002 (NTG & Team NT 2002, 25).

These open letters, signed by Team NT

members and costing AU$44,000, were addressed to Woodside shareholders who
were urged to lobby the company to “play a nation-building role in Australia’s north
in the interests of shareholders and all Australians” (Mission to Capture 2002, 09).

Interestingly, the Greater Sunrise JV partners also invoked the national
interest in support of their preferred project outcome, FLNG. The argument was
presented that export revenues in excess of AU$35 billion and PRRT/PSC and
company taxation revenue of AU$8 billion for both Australia and East Timor would
be realised by the FLNG project as the only commercially viable option (Loizou
2002b, 06). In addition, Woodside argued that the FLNG proposal, which had
secured tentative US sales agreements with Shell Eastern, would give Australian
LNG exporters entry to this market, thereby diversifying their customer base and
positioning them to secure future lucrative long-term contracts (Wilson 2002l, 21).

Similarly Shell put the case that FLNG’s lower emissions – 29 per cent less
CO2 and 83 per cent less NOx – were “a shining example of sustainable
development in action” (Howarth 2002c, 23). Shell also highlighted the risk “to
people, property, and the environment” (Smith 2002c, 9) if an LNG plant was
located at Middle Arm in Darwin Harbour – the eventual site of DLNG. The
importance that Shell placed on lobbying for FLNG is illustrated by the company’s
appointment of a new CEO, Tim Warren, in July 2002, reportedly to upgrade its
representation in Australia “at a time when the company (was) heavily involved in
negotiations … to obtain support for its controversial plan for an (FLNG) project”
(Wilson 2002j, 19).
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On the other hand, Phillips also played the national interest card in support of
its contrary preference for onshore processing, professing concern about future longterm supply into the south-eastern markets. The alignment of Phillip’s preference
with that of the Northern Territory Government enabled Clare Martin, in an adept
display of political manoeuvring, to play the JV partners off against each other, with
Phillips being labeled “the only credible partner in the Sunrise project” (Wilson
2002j, 18).

Competition for Domestic Gas Customers
The Northern Territory Government’s national interest campaign must be judged
successful, at least against the criteria of the Greater Sunrise JV consortium’s midMay 2002 announcement that it would re-examine the economics of the domestic
gas option, including a review of potential domestic gas customers. Greater Sunrise
would require confirmed domestic gas sales of between 300 - 350 PJ/a, or
approximately one third of Australia’s gas demand at that time, including a
foundation customer commitment for a significant long-term volume. The enormity
of this task is illustrated by comparative figures from Santos, Australia’s largest
domestic gas supplier, who were then producing around 220 PJ/a gas from the
company’s Cooper Basin fields for supply to south-eastern markets (Wilson, 2002f,
21).

The Cooper Basin was one of several competing suppliers to the southeastern markets, which would be a crucial part of any Greater Sunrise domestic gas
venture. Santos, who since 1954 had held virtual monopoly rights to 73,000 sq/km
of the Cooper Basin, had been forced to relinquish unexplored acreage for
competitive tendering between 1998 and 2000 under South Australian Government
regulations (Milne 2002, 23). This advent, in conjunction with additional acreage
releases, had set off an exploration boom driven by junior companies, who have
traditionally been at the forefront of frontier petroleum exploration. The first of a
wave of ensuing Cooper Basin discoveries occurred in June 2002, and by April 2003
Santos had announced an increase in its own exploration programme to the value of
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around AU$97 million for that year, the company’s largest undertaking for some
years (Santos 2003, 5).

Another advent also bolstered the prospect of Santos expanding its supply
into south-eastern markets. In June 2002 the Queensland Government awarded a
contract to state-owned company Enertrade to build a pipeline from Moranbah to
Townsville. (refer Figure 28) The pipeline would transport coal seam methane
(CSM) gas from Queensland’s Bowen Basin to the Townsville power station, which
would be converted from an aviation kerosene-fueled 150 MW combined cycle
peaking station to a 220 MW gas-fired base-load station (Wilson 2002c, 35). The
Townsville power station gas supply contract was for approximately 20 PJ/a gas
over fifteen years.

The significance of this contract was twofold. Firstly, the contract had been
sought by a competing ExxonMobil-operated venture that proposed to pipe gas from
its 6 Tcf reserve in Papua New Guinea’s (PNG) Southern Highlands to Queensland,
and then further down Australia’s east coast. The Townsville contract would have
provided ExxonMobil with another foundation customer – having already secured a
50 PJ/a commitment from AGL Energy – that would have enabled the PNG pipeline
project to proceed. The setback of this competing project protected the southeastern market share of incumbent suppliers, particularly Santos who had the
additional advantage of market access via the company’s Moomba gas transmission
hub.

Secondly, the Queensland Government in awarding the Enertrade contract
signalled its implicit support for the then-fledgling CSM industry in that state.
Queensland Premier Peter Beattie had in May 2001 announced policy requiring
energy retailers to source at least 13 per cent of their electricity from gas-fired
generation from 2005, primarily as an environmental measure. Queensland’s CSM
industry was an obvious supply source to meet the mandatory target, and would in
the process create endogenous economic growth as well as bolster the state’s budget
with royalty payments. The future of Queensland’s CSM industry was assured in
November 2002 with the Queensland Government’s release of the Coal Seam Gas

296

Chapter Five: Greater Sunrise Case Study

Regime, which codified a legal framework for intending exploration and
development companies.

These circumstances represent a classic case of politics dictating market
trends, and enabled CSM to overcome early hurdles associated with being a largely
unproven technology, and to emerge as a viable alternative to natural gas in
Queensland.281 The ensuing exponential growth of CSM is discussed in Section
4.4a; however, to briefly recap, supply to the Queensland market has since 2002
doubled from around 25 per cent to over 50 per cent in 2006, with Australia-wide
domestic market share projected to increase by a factor of six by 2029-30.

To summarise the difficulties facing the marketing of Greater Sunrise
domestic gas, the customer review was competing for supply contracts with a
reinvigorated Cooper Basin, a growing CSM market, and was in direct competition
with the PNG pipeline project. While the loss of the Townsville power station
contract had been a set-back for the AU$6 billion PNG project, it had been
rejuvenated shortly afterwards by the signing of a state agreement with the PNG
government which established project legal and fiscal certainty (Wilson 2000i, 21).
The PNG pipeline project required a commitment of around 200 PJ/a gas. Notable
high volume customers being canvassed by promoters of both the PNG and Greater
Sunrise projects during this period include the following (NTG 2002b):
•

Alcan (Northern Territory), using gas as an replacement fuel and also for a
mooted expansion of the company’s aluminium smelter located on the Gove
Peninsular (11 PJ/a);

•

Power and Water Authority (Northern Territory), whose contracted gas supply
for generation of most of the Northern Territory’s electricity would be
insufficient to meet demand from 2010 (20 PJ/a);

281

The key uncertainty with CSM in its early days related to cost of extraction and the unknown
volume of commercial reserves. Unlike conventional natural gas, which is essentially methane
molecules trapped in a void space, CSM molecules are absorbed within a coal vein making gas
content difficult to estimate until a stable flow of gas is established. This process involves a large
number of shallow wells – at considerable cost – to extract water which holds the molecules in place
by hydrostatic pressure. The well must then be kept flowing otherwise water will flow back into the
coal bed. In Australia exploitation of a CSM field the size of Moranbah had never been attempted.

Thus the eventual success of the project generated a great deal of confidence in the embryonic industry
(Sykes 2002, 12).
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•

Mount Isa Mines (MIM), (Queensland), for expansion of its Mt Isa and Century
Zinc Mines (24 PJ/a).

In addition, both ventures anticipated construction of a pipeline to the Moomba gas
hub in South Australia and access to the south-eastern market, which was estimated
to have demand for around 140 PJ/a gas (NTG 2002b).

The Northern Territory Government knew that the Greater Sunrise project
needed to secure a key foundation customer if this stiff completion was to be to
overcome. The most likely prospect was French aluminium producer Pechiney, who
had plans for an AU$3.4 billion aluminium smelter and power plant that would be a
foundation project for a proposed Industrial Estate at Glyde Point near Darwin.

In early-November 2002 Pechiney did sign a HOA for 117 PJ/a gas, or
around 40 per cent of the required sales gas for the Greater Sunrise project (Maharaj
2002, 06). This would have been a boon not only for the Northern Territory, but for
the Australian gas industry, as the Pechiney smelter’s innovative use of gas-fired
energy would be a first for the aluminium industry which traditionally uses coalgenerated energy on the basis of cost competitiveness. However, hopes that gasbased sustainable development in the Northern Territory was finally about to occur
were short lived, as just three days later on the 5th November 2002 the JV
consortium announced its findings from the review into development options for
Greater Sunrise (Woodside 2002b).

The Findings of the Greater Sunrise Project Review
The review concluded that neither the proposal for FLNG gas targeting the US
market, nor for Australian domestic gas sales, were commercially viable; although,
existing demand for domestic gas was acknowledged. The review also concluded
that FLNG would be cost competitive for sales targeting the Asia-Pacific region,
with the emerging US west coast market a likely source for additional sales
(Woodside 2002a, 21). That is, prices achievable in the US would essentially be
spot market prices which would be more volatile, and generally less, than those
negotiable under long-term Asian contracts – although higher than Australian
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domestic gas prices by a factor of three. Hence the review’s conclusion that the
greater percentage of FLNG production should be locked into Asian contracts, with
the balance of LNG dispatched as US spot cargoes. With the preliminary FLNG
technical work completed – at a cost of AU$11 million – the next stage of Basis of
Design now hinged upon securing the necessary LNG gas sales agreements.

The demise of the domestic gas option elicited much speculation as to cause.
Under the 2001 Agreement over thirty potential large scale customers had been
canvassed, while most recently, in August 2002, fifteen potential customers had
been asked to sign volume-price agreements, yet to no avail (Loizou 2002c, 02).
Chief Minister Martin, citing anecdotal evidence, complained publically that the
company review had not seriously pursued onshore customers (Smith 2002a, 04). It
was also suggested that potential customers had held off committing to sales
agreements in anticipation of gas prices being cut due to competition between the
Greater Sunrise and Papua New Guinean ventures (Callick 2002, 4).

Although the negotiated prices are not publically available, it is certainly
conceivable that the comparatively high price of Greater Sunrise gas may have been
a factor, the importance of which would have increased proportionately to the
distance of the customer from the reserve. That is, pipeline transportation accrues
costs which are reflected in end-user gas prices. In the first instance, pipelines must
be constructed – a 2000 km Darwin - Moomba pipeline was estimated by Woodside
in mid-2003 to cost around AU$800 million, while a 3,500 km Darwin-MoombaTownsville-Gladstone configuration would cost AU$3.5 billion (Wilson 2007d,
21).282 Secondly, transmission costs rise as pipeline length increase due primarily to
the requirement for extra compression stations (refer Figure 15).

Credence is added to the uncompetitive price thesis when the following
September 2002 Woodside statement is considered:

282

By way of further comparison, Western Australia’s two major pipelines, the Dampier-Bunbury
(1,600 km) and Goldfields Gas (1,380) pipelines, totalling approximately 3,000 km in length, were
estimated in 2007 to have required investment of around AU$3.5 billion in historical terms (Aus.,
AER 2007, 229).
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The prices (on the preliminary sales documents) went out on the
assumption that in order for us to deliver we would have to reduce capital
expenditure costs on the project by 21 per cent (AU$1.24 billion) or
increase the price of gas by up to 40 per cent (Smith 2002b, 02).
The above excerpt was in response to conjecture about a reported cost blowout for
FLNG to AU$6.6 billion, and how this might cause a reassessment of that
processing option in relation to the domestic gas option: Woodside maintained that
the increase in FLNG costs were proportionate to increases for delivering gas
onshore.

A further factor cited by Clare Martin in support of her claim that the JV
consortium had not actively pursued the domestic gas option was that they had never
provided the Federal Government with project figures required for Invest Australia
to ascertain eligibility for financial assistance (Smith 2002d, 04). It is not clear from
reports throughout 2002 exactly what amount or type of subsidy was requested, and
by whom.

Clare Martin’s initial approach to Invest Australia in April 2002

suggested that a figure of ‘up to AU$200 million’ was required to secure a gas
pipeline to shore, while in October 2002, following the escalation of project costs,
the figure quoted was AU$1 billion ($1 b Gas Funds 2002, 07). Taxation relief was
also apparently sought, with Martin reported to have approached Prime Minister
Howard in November 2002 for AU$500 million relief, citing in support similar
assistance for the North West Shelf project (Maharaj 2002, 06).

At around this time it was also reported that Woodside had submitted
briefing papers to the Australian Federal Government in the context of a request for
AU$800 million in ‘incentives’ to make the onshore option viable without having to
increase domgas prices by the 40 per cent figure (Wilson 2002f, 28). In the event,
circumstances overtook the requirement for any incentive; however, it was always
questionable whether a taxpayer subsidy of up to AU$1 billion would have been
forthcoming given the Howard government’s strong ideological preference for
projects to swim or sink on their commercial merits, and the fact that the Bonaparte
Basin harboured other proven gas reserves that might be developed without
assistance.
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Indeed, Power and Water Corporation, one of the Greater Sunrise project’s
original prospective foundation customers, did subsequently in December 2005 sign
an HOA with Italian company ENI for supply of 850 PJ of gas from the Blacktip
field – the entire proven reserve of the undeveloped reservoir – located 330 km
south-west of Darwin (refer Figure 37). Although an earlier HOA for supply of 40
PJ/a of Blacktip gas over twenty years had been signed between Alcan and thenoperator Woodside, that deal collapsed in June 2005, with Alcan citing a 30 per cent
increase in the asking price of gas as the reason (Dyer and Michelmore 2005, 01).
Within 24 hours Alcan had signed another HOA with the PNG Pipeline Project for a
similar supply volume. However, this deal also collapsed following the February
2007 announcement by the PNG pipeline project operators that the project was
being ‘suspended’ due to rising costs eroding project economies (Wilson 2007d, 21).
The expansion to Alcan’s Gove Peninsular refinery did eventuate in late-2004, and
at late-2007 was near completion: while the new dual-fuel plant will be able to run
on either gas or fuel oil, it had not at the time of writing secured a gas supply.

In the case of Pechiney, this brownfield project had retained the option to
locate wherever a cheap and reliable source of gas was confirmed, or where the most
generous commercial incentives were offered. Indeed, Pechiney had canvassed
three Australian state governments besides the Northern Territory in its quest to
secure favourable terms (Wilson 2003e, 18). In the event, due to uncertainty over
security of supply following the Greater Sunrise domestic customer review,
Pechiney informed the Northern Territory Government that it had entered
negotiations with the government of South Africa, who were offering to take project
equity to secure the company as a foundation customer for a planned industrial area
near Port Elizabeth (Wilson 2003e, 18). This advent highlights how states and
territories must compete not only with one another to secure gas-based projects, but
also globally.

To return to the PNG pipeline project, its shelving in February 2007 was due
to several factors which resembled those facing the Greater Sunrise project. These
factors included remoteness from markets, disagreement amongst the joint venture
partners over development plans, and inability to lock in customers due to
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uncertainty about security of supply. These factors, coupled with escalating project
costs – pipeline costs alone were reported to have risen from an original estimate of
AU$3.5 billion to AU$5.5 billion (Wilson 2007d, 21) – meant that, as with Greater
Sunrise, the gap between sales gas prices required to realise commercial project
returns and those that customers in the south-eastern markets were willing to pay
became increasingly wide.

Market analysts had predicted that south-eastern market gas supply contracts
due for renewal early in the decade to replace contracts that would expire around
2006 would be struck at substantially higher prices due to lack of competition
(Wilson 2002a, 19). However, this forecast was proved incorrect when in December
2002 AGL Energy withdrew from its 50 PJ/a gas sales agreement with the PNG
project, ostensibly because of supply insecurity. In fact, the prices that AGL had
been able to negotiate with competing suppliers for around 1,400 PJ/a gas over
fifteen years – valued at AU$4.5 billion, Australia’s largest gas supply deal in over
thirty years – were subsequently reported as being ‘low’ (Wilson 2007d, 21).283

The lower than anticipated south-eastern gas prices were primarily due to
two competitive factors. Firstly, the availability of large volumes of competitively
priced coal, a traditional substitute fuel for electricity generation, looked assured in
light of the Howard government’s steadfast refusal to sign the Kyoto Protocol,
which would have required imposing costs on heavy greenhouse gas emitters.284
Secondly, and paradoxically, the prospect of Greater Sunrise and/or PNG gas
entering this market was instrumental in putting downward price pressure on
regionally produced gas, by one account in the order of 10 - 15 per cent (Clegg
2002, 17). Announced just weeks after the Greater Sunrise domestic gas customer
283

Regional supplies for the AGL contract came from the emergent Queensland CSM sector, along
with South Australia’s Cooper Basin and Victoria’s Bass Straight, traditional suppliers to this market
for over three decades. The approximately 1,400 PJ/a contracts were apportioned as follows: 563
PJ/a from BHP-Billiton/Esso Australia’s Gippsland Basin (Bass Straight) reserves; 505 PJ/a from
Cooper Basin producers; and 350 PJ/a from Origin Energy’s Surat/Bowen Basin CSM tenements
(Wilson 2002a, 19).
284
On this matter the Howard Government’s Energy White Paper, Securing Australia’s Energy
Future (2004), states, “Australia will actively work with other countries in developing an effective
global approach to dealing with the greenhouse challenge but will not impose substantial economic
costs, such as through the introduction of emissions trading, in advance of an effective global
response emerging” (Aus., Department of the Prime Minister 2004, 26).
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review returned its ‘unviable’ verdict, the AGL contract was predicted to lock new
suppliers out of the south-eastern market for at least a decade (Wilson 2002a, 19).

The Demise of FLNG
The November 2002 review of development options for Greater Sunrise had
recommended targeting foundation customers for FLNG in the immediate AsiaPacific region, while also acknowledging that opportunities existed to supply the
emerging US market with spot cargoes. However, as with Australia’s domestic gas
market, entry to both of these markets faced fierce competition. Several additional
factors also conspired to create uncertainty about the likelihood of supplies from an
FLNG project eventuating, as will now be explored.

In early-January 2003 the JV partners established a marketing team to canvas
customers in Japan, South Korea, Taiwan and India, with additional prospects in
Pakistan and Vietnam. South Korea was of particular interest due to an energy
shortage caused in part by tardy government implementation of sector market
reforms (Wilson 2003g, 30). In early-March 2003 it was reported that the Greater
Sunrise marketing team were courting Korea’s Pohang Iron and Steel, the world’s
largest steel company, as a foundation customer in a contract for 1.1 MTPA LNG
over 20 year (Wilson 2003g, 30). However, the contract was awarded later that year
to BP’s Indonesian Tangguh LNG project for a “price (that) was amongst the lowest
paid for a recent international … transaction” (Yunus 2003, par. 3). This scenario
reflected both the high number of competing regional LNG suppliers, and the
general low price and flexible contract conditions that had come to prevail in the
Asia-Pacific market since around 2000, as discussed in Section 5.1c above.

Conversely, the US market was in a rising price environment. This was
largely due to government policy encouraging diversification of energy supply as the
Bush administration’s relations with the world’s swing oil producer, Saudi Arabia,
deteriorated after the September 11th, 2001, terrorist attacks, and also because of the
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US’s support for Israeli in its conflict with Palestinian.285 In specific regard to
natural gas, the US also faced domestic production deficits that had forced prices up
84 per cent over the twelve months to July 2003 (Efstathiou 2003, 17).286 This
situation elicited calls in July 2003 from US Reserve Bank Chairman, Alan
Greenspan, to expand infrastructure for LNG imports in order to steady volatile gas
prices that were threatening the US economy.

Tight US natural gas supply not only generated price volatility, but also
raised the spectre of potential electricity supply failure: this prospect was
dramatically highlighted on 14th August, 2003, shortly after Greenspan’s
imploration. On that day a power blackout shut down major cities across the US
north as well as in parts of southern Canada – New York city lost power for twentynine hours at an estimated cost to the city of US$40 million in lost taxes alone
(Dalton 2003, 13).287 The US’s misfortune was seen in Australia as an opportunity
to enter a hitherto closed market, most notably for both the Greater Sunrise and the
40 Tcf Gorgon gas reservoir located in the Carnarvon Basin.

This perceived

opportunity had also been brought closer to reality due to the falling cost of shipping
across the Pacific, a result of technological advances that had made possible larger
and more efficient LNG transportation vessels, as discussed in Section 4.3a.

However, the historical problem of gaining access to the west coast market
due to the absence of any LNG receiving terminals remained. A series of proposals
for terminals emerged from around this time, including the Shell FLNG proposal
that would use a Baja California, Mexico, site. Utilising Baja California as an entry
285

The historically fragile relationship between the US and Saudi Arabia is described as one of
economic and strategic convenience, largely based on the US’s reliance on Saudi Arabia to fluctuate
oil output in order to keep world oil prices steady. In April 2002 the relationship was described as “at
its worst since the late-1970s(Hartcher 2002, 17),” due to fifteen of the nineteen terrorists aboard the
planes that destroyed the New York World Trade Centre towers being Saudi nationals, and the US’s
continued support for Israel in the wake of escalating violence in the Israeli-Palestinian conflict.
286
This situation was largely due to the increased use of air conditioners across the country, which
began around the late-1990s. During that period hundreds of gas-fired peaking power stations were
also built; however, while electricity utility companies had traditionally been able to purchase natural
gas during summer months when demand and prices were low, for winter use, the advent of air
conditioner-driven summer demand meant that natural gas had become a year round peaking fuel.
This situation was exacerbated during the winter of 2002-2003 due to unusually cold temperatures
(Gold and Ip 2003, 18).
287
The power outage was not actually due to feedstock fuel shortage, but to failure of a power plant
and three transmission powerlines in the Ohio grid.
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point would assist in bypassing many of the regulatory hurdles and anti-LNG
lobbying prevalent in the US west coast state of California.288 It was for these
reasons that Woodside and BHP both announced plans for pioneer-technology
offshore receiving terminals that would transport regassified LNG to shore via
subsea pipelines, in August 2003 and October 2004, respectively.289 However, it
was Shell who gained the first-mover advantage in entering this market – albeit not
supplied from Greater Sunrise FLNG.

In August 2003 Shell announced that it had signed a LOI to supply 2.5
MTPA LNG from the Gorgon project to a terminal being built in Baja California in
which the company held a two-sevenths stake (Wilson 2003b, 29). The 7.5 MPTA
capacity Enegia Costa Azul terminal had that month become the first LNG terminal
in Baja California to receive all of the required approval permits, and would deliver
gas into both the Mexican and US markets. US energy company Sempra Energy,
who would own the terminal, had an arrangement with Shell Eastern that split the
gas supply contracts equally.

Sempra Energy’s 50 per cent capacity was

subsequently contracted to BP’s Tangguh LNG project – the same project that had
beaten the Greater Sunrise bid to supply Korea’s Pohang Iron and Steel.

Just over one year after the Gorgon LOI was signed, in October 2004, Shell
announced a contract for supply of 3.75 MTPA LNG to the Baja California terminal
from the Sakhalin-II project located in Russia’s Far East, another regional project
which at that time was operated by the company (Wilson 2004e, 36). However,
because Sakhalin-II had also contracted to supply Asian customers from 2010, this
left the way open to finalise a subsequent supply contract in 2005 for 2.5 MTPA of
Gorgon LNG – 25 per cent more gas than the earlier LOI – commencing from 2010.
288

James Slutz, US Deputy Assistant Secretary, Office of Oil and Natural Gas, assesses the strong
and well organised anti-LNG sentiment in California as arising from the following concerns;
environment (adverse impacts to air and water quality); safety and security (terrorist attacks);
increased dependence of foreign sources of energy; disequilibrium between risk and reward (all local
risks with no local benefits); and lack of need for additional natural gas (Slutz 2007, Ppt. Slide 17).
289
Woodside’s initial proposal would see it provide US$15 million to a US company, Crystal
Energy, who planned to develop the Clearwater Port terminal, in exchange for preferential rights to
terminal capacity (Wilson 2004l, 19). As at November 2007 the Clearwater Port proposal remained
stalled by regulatory review. Woodside simultaneously, in January 2005, announced plans for a
wholly owned offshore terminal, Oceanway, which is at the time of writing also undergoing
regulatory review. BHP’s proposed offshore terminal, Cabrillo Port, was terminated by Californian
Governor, Arnold Schwarzenegger, in May 2007 on environmental grounds (Wilson 2007a, 01).
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The point to make is that the high US west coast gas price environment was also a
draw for other regional LNG projects competing with Greater Sunrise, and with only
limited physical market access available.

Two further associated factors that undermined the FLNG concept were cost
and technology. Shell had commenced conceptual work on FLNG in late-1996, and
then conducted field application studies for potential project locations throughout
1999 and 2000, which arrived at the Namibia and Timor Sea options.290 Joint FEED
work for both projects commenced in 2001. However, in early-2002 appraisal wells
in the Kuda field began returning disappointing results, and in August 2002 Shell
announced that the field did not contain enough reserves to sustain an LNG export
project, having identified only 1.3 Tcf of a required 5 Tcf gas (Shell Gives Up 2002,
par. 7). It was also at this juncture that the FEED work revealed a cost escalation for
the FLNG technology from an initial estimate of AU$4.1 billion to AU$6.6 billion
(Wilson 2002b, 19). An additional technological factor that began to impact on the
overall project costs at this time was the Greater Sunrise field’s thin and extended
reserves, which were making it difficult to design a commercial extraction system
(Wilson 2002b, 19) (refer Figure 38).

The final significant factor that impacted on the FLNG proposal was the
shifting dynamics of the treaty negotiations between Australian and East Timor.
The period between conclusion of the transitional Timor Sea Arrangement in July
2001 and signing of the Timor Sea Treaty in May 2002 had been one of considerable
commercial uncertainty for the JV consortium. This was due to the way in which
the Timor Sea Arrangement negotiations between UNTAET and Australia had
unfolded.

During this period East Timorese officials had presented a letter to Phillips
Petroleum stating that the new agreement being negotiated would honour the legal
arrangements of the Timor Gap Treaty (1989), and that any new fiscal terms would

290

For an overview of the work done by Shell on FLNG up until 2002 and also of the concept itself,
see (Faber et al 2002).

306

Chapter Five: Greater Sunrise Case Study

be no more onerous.291

It was upon this basis that Phillips in October 1999

proceeded with Bayu Undan phase one condensate extraction, even though the
Timor Sea Arrangement had not been concluded.

However, the Timor Sea Arrangement upon conclusion did not finalise
taxation terms or an arrangement to avoid double taxation: legal analysts (Triggs
2002, 49; Brazil 2001, 135) cautioned that this omission left the JV companies
vulnerable, especially since under the Timor Sea Arrangement East Timor would
now have rights to levy tax on 90 per cent of JPDA production (refer Figure 39).
East Timor, at the behest of negotiation head, Peter Galbraith, did indeed renege on
the earlier letter by claiming US$500 million in additional taxes as well as
attempting to reduce the 127 per cent depreciation on development costs regime
(Dodd 2002a, 13; Cleary 2007, 56-59). Phillips’ reaction to the uncertain fiscal
regime that would apply to Bayu Undan was to defer phase two – the pipeline to
Darwin stage – until after the Timor Sea Treaty – which codified taxation issues –
was signed in May 2002.292

The June 2003 announcement that Bayu Undan phase two was to go ahead
changed the economics of the Greater Sunrise project. That is, the construction of
Darwin LNG (DLNG) would enable economies of scale to be realised from
processing of Greater Sunrise gas via an additional LNG processing train: Darwin
LNG had in June 2002 been granted environmental approval for 10 MTPA
production, while ConocoPhillips would initially only be installing a single 3 MPTA
train. In addition, a 530 km subsea pipeline from Greater Sunrise could benefit from
using much of the route of the 502 km Bayu Undan pipeline to Darwin.293
Following the DLNG decision Shell were reported to be ‘softening’ their insistent
291

The letter signed by Xanana Gusmão, José Ramos Horta, and Mari Alkatiri is discussed in
previous footnote 200. Cleary (2007, 90) points out that the letter became the subject of court action
by US petroleum company PetroTimor (subsidiary of Oceanic Petroleum), in regard to claims that it
had been written as part of acceptance of US$2.5 million in bribes.
292
Taxation features of the Timor Sea Treaty include the following: a new ‘Taxation Code for the
Avoidance of Double Taxation’ (Annex G) was included; the 127 per cent depreciation rate was
continued for exiting contractors – however, a new lower rate was to be devised for future
contractors; and the guaranteed 8 per cent after-tax fixed rate of return to the JV consortium for
onshore gas processing was reduced.
293
Apparently the 26 inch (66 cm) Bayu Undan pipeline, which would be too small to accommodate
the additional Greater Sunrise gas volume, had already been ordered (Wilson 2003d, 20).
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stance regarding FLNG (Smith 2003, 03), and by July 2003 the JV partners were
undertaking feasibility work on the onshore LNG processing option (Wilson 2003d,
20).

Approximately one year later, in June 2004, Woodside was touting Darwin
as a northern gas hub “capable of meeting industrial and domestic demand for the
long-term … supported by multiple (Bonaparte Basin) supply sources” (Dyer 2004b,
07), as part of a domestic gas-LNG development. However, by December 2004
Woodside had withdrawn its project team from Greater Sunrise in the wake of the
drawn out IUA negotiations, while the technical team assessing FLNG had also been
withdrawn.

It is notable that FLNG was resurrected as one of several processing options
following the signing of CMATS. At the time of writing it is not apparent what
technological or cost factors have driven the renewed interest in FLNG.

It is

possible that this may be a realpolitik response to the continued insistence of both
the Northern Territory and East Timorese governments that an LNG plant be located
in their respective jurisdictions. However, if this is the rationale for processing gas
offshore then a fixed offshore platform could be more palatable to both
governments, in that one of the main government criticisms of FLNG has been its
capacity to be moved away from a reserve to more lucrative prospects before
optimum depletion is reached.

5.4d Contemporary Status of Greater Sunrise
Woodside, following its January 2005 official withdrawal from Greater Sunrise,
placed the project back in its development queue; however, work towards project
commercialisation continued.294 This work was immediately stepped up following
the February 2007 ratification of CMATS, with the company announcing that
marketing efforts would resume along with reappraisal drilling utilising new
technology in order to ascertain the scope of an LNG project (Wilson 2007c, 24).
294

For instance, in November 2006 the company told investment analysts that it had secured most
offshore development and onshore environmental approvals for Greater Sunrise (Moore 2006, Ppt.
Slide 3).
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East Timor, having consistently expressed its aspiration to secure an LNG
processing facility, was quick to reinvigorate this claim following ratification of
CMATS. Interim Prime Minister Ramos Horta announced in February 2007 that an
independent team of experts would be meeting to “draw up a forward plan for
Timor-Leste’s onshore options … independently of the Woodside-led joint venture”
(RDTL 2007, par. 2-3). Presumably this work would build on an independent
Kuwaiti-funded feasibility study that had been initiated back in August 2006. This
alternative remains East Timor’s preferred option at the time of writing,
notwithstanding acknowledgment from some East Timorese elites, including Ramos
Horta, about “legitimate concerns on the part of Woodside … about sovereign risk”
and lack of knowledge about “the content of the subsoil between Australia and East
Timor” (Tony Jones Speaks 2006, par. 11,13).

The Northern Territory Government – whose lobbying to have Greater
Sunrise processed onshore had always been on the basis of securing a tranche of gas
for domestic value-added development – diversified its focus to encompass the
downstream potential of several regional gas fields that had surfaced as alternative
development prospects.

The Martin government announced in June 2006 the

formation of a joint working group with the Australian Federal Government to
investigate ways of stimulating investment in downstream gas-based industries.295
This initiative was complemented by two consultants’ reports in early-2007 that
analysed, respectively, potential ‘integrated multi-industry projects’, and potential
value-added benefits of an LNG-domestic gas project over an LNG-only project
(refer Table 13).296

However, the difficulty in attracting downstream industry in light of overseas
competition offering fiscal incentives and cheap guaranteed gas supplies were
295

The joint working group was reported to be receiving support from Federal Resources Minister,
Ian Macfarlane, in part as a response to a discussion paper that had been released by the Western
Australian State Government in February 2006 which mooted policy whereby a percentage quota of
gas from any onshore LNG development be committed for domestic consumption (Wilson 2006e,
23). This suggestion subsequently became policy in October 2006 (WA., Department of the Premier
2006).
296
While the two reports were confidential, their content was discussed in a speech delivered in June
2007 by Brian Cann, Assistant Director, Gas Industries, Department of the Chief Minister, Northern
Territory Government (Cann 2007).
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acknowledged (Cann 2007, 9). Indeed, the Northern Territory Government had
courted numerous downstream industries for over a decade and secured only a
commitment to build a helium plant that would draw from the vent gas stream of
Darwin LNG.297

The lack of commercial incentive to apportion domestic gas from an LNG
project had intensified since around 2003 when the price of world crude oil began to
spike, pulling global LNG prices upward (see Figure 45). This advent would affect
the price required for Northern Territory domestic gas, as the commencement of
Darwin LNG meant that local gas prices would be increasingly linked to world LNG
prices, as had become the case in Western Australia since allocation of domestic gas
reservations under the NWS State Agreement were exhausted (WA: DoIR 2006a, 2;
Christie 2007, 14, 17).298 The difficulty in bridging the gap between supply of
affordable upstream gas feedstock and downstream manufacturing was underscored
in June 2007 when global company Dow Chemicals announced that it would
consider building an AU$3 billion plant in Darwin – “if it could secure a guaranteed
(presumably competitive) supply of gas” (Adlam 2007, 19).

297

Plans for the AU$25 million helium plant were announced by BOC Gases back in March 2005.
The plant, which would employ only nine operational staff, was then mooted for initial production in
2007 (Dyer 2005, 04); however, it was not until September 2007 that an announcement was made for
the commencement of construction to begin in April 2008.
298
Discussion on the government - industry collaboration that underpinned the NWSV is presented in
Section 4.4b Australian Gas Market Characteristics. To briefly recap, under the North West Shelf
State Agreement a fixed amount of gas from each LNG project was set aside (reserved) for domestic
use. Gas reservation under this policy had as at late-2006 been allocated in commercial contracts.
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Figure 45.
Australian Gas Price: International Comparison
(1995 - 2006)
Figure 45. Australian Gas Prices: Comparative International

Source: Borozdin 2007, 31.

Nevertheless Chief Minister Martin remained assiduous in her pursuit of
upstream feedstock gas; although, as mentioned above, Greater Sunrise had been
relegated to only one of several options. That is, while arguments to land Greater
Sunrise gas in Darwin continued, Martin’s campaign to secure downstream
development now targeted gas from additional offshore gas fields spanning an arc
from the Browse Basin south-east of Darwin, to the Abadi field located in
Indonesian waters to the city’s north west.299

The Northern Territory Government’s broadening of scope is due to the
reality that Greater Sunrise is competing with other regional LNG projects which are
further ahead in the development queue: this reality was reinforced in late-2007
when Woodside signed sales agreements underpinning two competing offshore
Western Australia LNG projects. The agreements for gas from Woodside’s Browse

299

Chief Minister Martin met with Woodside, ConocoPhillips and INPEX, the major companies
involved in exploitation of several fields in the Browse Basin, in June 2007, to lobby for gas to be
piped via an approximately 900 km subsea pipeline to Darwin (Wilson 2007e, 22). In addition to
Greater Sunrise being an option for expansion of Darwin LNG, the Caldita and Barossa fields in the
Timor Sea, east of Bayu Undan, had been undergoing appraisal work since late-2006, while the
Abadi field laying north west of Greater Sunrise in Indonesian waters – yet impractically distant from
Indonesian landfall – was also reportedly in Clair Martin’s sights (Wilson 2007e, 22).
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Basin and Pluto (Carnarvon Basin) fields render a development date for Greater
Sunrise less certain.300

However, work on Greater Sunrise is progressing, with the appointment of a
project team based in Dili, East Timor, announced in June 2007. Work is being
undertaken in three key areas (Moore 2007, Ppt. Slides 16-23). Seismic data is
being re-processed to shore up understanding about reserve volume, and to ascertain
what further appraisal work is required. A Fiscal Stability Agreement is being
negotiated with East Timor; an undertaking that arguably reflects past changes to
taxation regime after supposed settlement. Finally, technical and cost aspects of
four LNG processing options are being assessed. These options are a brownfield
expansion of Darwin LNG; a new greenfield site near Darwin; an offshore facility –
either floating or fixed; and the East Timor greenfield option (Bell 2007a, 43). Of
these options, industry analysts consider the brownfield expansion of DLNG to be
the most commercially feasible and lowest risk (Greenwood et al 2007, 24).

Summary
This section commenced by introducing the Greater Sunrise JV partners. The four
companies are found to all have large market capitalisations, project development
experience, and therefore the wherewithal to progress Greater Sunrise to
development stage.

Moreover, these companies are all shown to have growth

strategies that include commercialising offshore Australian natural gas reserves for
LNG export to growing Asia-Pacific markets. While this scenario bodes well for the
development of Greater Sunrise, several previous development plans have been
derailed due to various factors, which are explored.

The FLNG proposal illustrates how risk associated with introduction of a
new technology can hamper a project. That is, despite apparent advantages in cost,
300

The two deals announced in August and September 2007 were, respectively, Sales and Purchase
Agreements with two Japanese companies for 3.75 MTPA LNG over fifteen years from the Pluto
field, which had been approved the previous month, commencing in 2010, and a Key Terms
Agreement with PetroChina for 2-3 MTPA LNG over fifteen to twenty years commencing in 2013,
pending FID and the securing of relevant government approvals (Woodside 2007b; Woodside 2007a
par. 3).
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safety, and the environment, the FLNG proposal required Shell to underwrite
technological risks and to guarantee LNG sales. However, the divergent interests of
other stakeholders in both the internal and external project environments still worked
against the FLNG option. ConocoPhillips was not keen on having rival Shell gain a
first-mover technological or marketing advantage and, following the likelihood of
Darwin LNG proceeding, had a commercial interest in promoting a brownfield
expansion of that plant.

Both the Northern Territory and East Timorese

Governments had diametrically opposed gas-based economic development
aspirations, neither of which accommodated FLNG. This scenario demonstrates the
difficulty in aligning diverse stakeholder interests behind a single development
proposal.

In fact, the FLNG proposal was only one, albeit the most controversial, of six
development proposals considered up to the shelving of Greater Sunrise in
December 2004. The crucial factor that dictated the outcome of each proposal is
shown to be the inability of the JV consortium to secure foundation sales contracts
of sufficient volume to underwrite project development. In the case of the AsiaPacific LNG export market it is found that the high number of regional suppliers
generated a high-competition low-price environment. The US west coast market,
while a high-price environment, was also constrained by a number of competing
suppliers all vying for limited physical market access. The Australian south-eastern
domestic market also faced growing supply competition, which for Greater Sunrise
was compounded by transportation difficulties – both the absence of pipeline
infrastructure and distance – which would be reflected in sales gas prices. In short,
it is found that the market dynamics of both export LNG and domestic gas were not
favourable to Greater Sunrise during the period reviewed.

In addition, the treaty negotiations taking place during the above period
exacerbated the mounting uncertainty shrouding the Greater Sunrise project. East
Timor first changed the taxation terms established in the Timor Gap Treaty, then,
having secured more favourable terms under the Timor Sea Treaty, threatened to
withhold ratification of the adjunct IUA unless maritime boundaries or more
favourable terms were settled. East Timor’s subsequent strategy to insist on locating
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an LNG plant in that country generated an impasse in negotiations, thereby creating
further uncertainty. The effect of this compounded uncertainty was to generate
unacceptable risk for the JV partners, who formally announced their withdrawal
from Greater Sunrise in January 2005.

Finally, despite these set-backs, the strong and growing global demand for
LNG has ensured that development of Greater Sunrise is again being actively
pursued. The remaining questions are which development option the JV consortium
partners will select, and whether a tranche of gas will be made available for
domestic use?

In regard to the latter question, the current high LNG price

environment mitigates against this, suggesting market failure from the perspective of
harnessing Australia’s natural resource endowment in the national interest. This
argument is taken up in the below Section 6.2.

Conclusion
This case study has provided an overview of actors and factors that have impacted
on the Greater Sunrise project. At the broad level of analysis, several themes are
apparent. These include the dynamic and complex nature of the issues involved; the
paramount requirement for certainty in the project environment – and just how
elusive this requirement is in such a dynamic setting; and the interconnectedness
between commercial, economic, and political aspects of the project. In short, the
Greater Sunrise project is shown to have been exposed to multiple actors and factors
that have amounted to unacceptable levels of project risk.

This is the main

contribution of the above case study to this thesis – to identify these key risk areas
which can then be assessed in regard to whether there is scope to manage them
within the public policy framework.

Section 5.1, in describing the petroleum bearing potential of Greater Sunrise
as well as of the wider Timor Gap, highlights how the potential natural resource
wealth of this maritime region has complicated boundary delimitation negotiations
over a number of decades. Also investigated are the geographical location and
geological features of Greater Sunrise. This account sets the scene for discussion in
the following sections about additional factors that have contributed to the legal
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uncertainty over maritime boundary entitlement in the Timor Gap, particularly the
existence of the Timor Trough and arising arguments about whether this constitutes
the edge of Australia’s continental shelf.

A key factor that has contributed to the impasse has been the resolute
negotiation stance of both Australia and East Timor. An investigation into East
Timor’s turbulent history reveals some of the possible motivations for that country’s
tough negotiation stance, which it is argued includes a historically strained
relationship with Australia, the dire need to generate an economic base, and a strong
ideological tendency towards remedying perceived past injustices. Altogether these
factors have inhibited the settlement of legal and fiscal jurisdiction in the region, a
fact shown to have adversely affected both exploration and development projects.
This is an important theme to establish, as it is a key factor that has inhibited the
progress of the Greater Sunrise project.

Section 5.2 firstly describes how international maritime legal conventions
have evolved over centuries, and in particular how settlement of what constitutes a
country’s exploitable continental shelf remains vague. That such matters remain
open to legal argument is shown to be a factor that undermined efficacious
settlement of maritime boundary delimitation in the Timor Gap during the period of
negotiations covering the Timor Gap Treaty (1989), the Timor Sea Arrangement
(2001), and the Timor Sea Treaty (2002). Adding to the legal uncertainty during
this period were various court challenges, albeit unsuccessful, by Portugal,
PetroTimor, as well as East Timor’s José Ramos Horta. An additional effect of the
conflicting legal opinion generated during this period is shown to be the adamancy
of the various stakeholder groups to maintain their respective stances.

Thus, conclusion of the Timor Sea Treaty is shown to have required political
compromise involving a generous 90-10 per cent revenue split in East Timor’s
favour. However, Greater Sunrise, which straddles the JPDA boundary, required
conclusion of a separate IUA, the terms of which are assessed as being weighted
towards Australia as well as the JV companies: this proved to be a matter of
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contention for East Timor, setting in motion a further period of prolonged
negotiations.

Section 5.3 covers the approximately three year period of supplementary
IUA negotiations, which it is established generated interest amongst a large number
of stakeholder groups. East Timor, in loose coalition with these groups, mounted a
concerted media campaign aimed at the Australian public as a means of pressuring
government elites. While it is concluded that different levels of activism by these
various stakeholder groups likely produced differing results, the cumulative effect of
their actions was to politicise the IUA debate, and also to decree its parameters.
That the Australian Government was often compelled to behave reactively during
the campaign suggests that the strategy was successful in moving negotiations
towards what is argued to be a very successful outcome for East Timor, while also
enabling resource development to proceed.

It is also argued that East Timor, having realised that a favourable boundary
delimitation was unattainable, overplayed its hand in demanding the location of an
LNG processing plant as a means to secure value-added resource wealth. This
demand, in the context of the uncertainty already shown to be affecting the project
environment, likely convinced the JV consortium to announce postponement of
work on Greater Sunrise. It is concluded that the CMATS treaty was a pragmatic,
realpolitik solution which addressed previously unacceptable levels of project risk.

Section 5.4 firstly introduces the four JV partners who, it is revealed,
comprise a very well resourced consortium with both the means and incentive to
progress Greater Sunrise to development stage. The section then investigates the
various marketing and development scenarios that have been considered for Greater
Sunrise and reasons why none of these have come to fruition.

Shell’s FLNG

proposal, despite its cost advantage, is shown to have divided the JV partners,
initially in regard to risk apportionment, and then due to inter-company rivalry
between Shell and ConocoPhillips over both market access and technology uptake.
The FLNG proposal is also revealed as being an unacceptable development scenario
to both the Northern Territory and East Timorese Governments due to it denying
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them value-added income – this set in motion further concerted lobbying which
added to project uncertainty.

It is further shown how the uncertainty factor spilled over to the external
project environment in regard to its deleterious effect on securing both domestic gas
and LNG customers. This factor, along with additional market challenges, most
notably from competing suppliers and, in the case of south-eastern domestic gas
markets, commercial price disadvantages, conspired against securing foundation
customers for Greater Sunrise gas.

In short, Section 5.4 reinforces the common thread that runs throughout the
case study, namely that any uncertainty which afflicts a natural resource project is
essentially a manifestation of risk, and that risk works against progressing a project
on many different levels. It is the purpose of the following section to identify key
actors and factors that have presented high risk to the Greater Sunrise project and to
assess where there exists scope to manage them within the public policy framework
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6. ANALYSIS AND DISCUSSION
Introduction
This thesis commenced by reviewing the literature highlighting petroleum sector
issues, and showed these to be both varied and complex. This finding provided the
basis for development of theoretical and analytical frameworks which it is argued
are sufficiently robust to facilitate the task of assessing the Greater Sunrise project
environment. The results from applying the methodology – namely identification of
salient actors and factors within the project environment – are discussed in Section
6.3 below. Actors and factors are arranged in six categories – adopted from the
World Bank model that is the foundation for this methodology – as an aid to
organisational clarity. Each of these six sections concludes with a brief discussion,
along with suggestions for policy development.

However, prior to undertaking the actor and factor assessment, two related
arguments are presented. Firstly, Section 6.1 argues that development of the Greater
Sunrise project is in Australia’s national interest.

This is substantiated with

reference to sustainable development criteria of beneficial environmental, social, and
economic outcomes.

These criteria are considered in the context of Greater

Sunrise’s potential impact at the various local, national, regional, and – in the case of
the environment – global levels. Having established the national interest case, it is
acknowledged that the goal of development will often not align with a petroleum
consortium’s commercial imperatives, suggesting a role for government facilitation.

However, this suggestion is at variance with orthodox neoliberal economic
theory, and therefore requires legitimisation from that same theoretical construct.
This leads to the second argument, presented in Section 6.2, that the nondevelopment of Greater Sunrise constitutes a case of market failure. This case is
argued according to two criteria, namely that the Northern Territory gas market is
incomplete, and has insufficient competition.

A final exploration into how

governments might intervene in a failed market is undertaken, and a caveat applied.
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The final Section 6.4 commences by recapping on the requirement for
certainty in the project environment, and the inherent role for government in
establishing this prerequisite for investment. It is posited that a national energy
policy (NEP) is an internationally utilised means to instil such certainty.

The

absence of an Australian NEP is noted, and contemporary energy policy
mechanisms are described. The historical underpinnings of these mechanisms are
then investigated with reference to several key reports dating from the 1980s, the
period during which security of energy supply rose to national policy prominence.
Finally, the realities of contemporary unfettered global markets are investigated,
which leads to a call for formation of an Australian NEP along with suggestions for
policy development.

6.1 Development of Greater Sunrise Gas: the National Interest Case
This thesis acknowledges that the ‘national interest’ is a relative concept; however,
as pointed out earlier by Wäelde (1999, 17), the term can be defined, particularly
when considered in reference to foreign policy imperatives such as security of
energy supply. The most frequently cited application of the national interest in
Australia’s petroleum sector is the blocking in April 2001 by then-Treasurer Peter
Costello of the Royal Dutch/Shell AU$10 billion takeover bid for Woodside
Petroleum.301

Costello’s overriding of the Foreign Investment Review Board

(FIRB), the statutory body vested with assessing the national interest, highlights how
“Australia’s ‘national interest’ is not codified, allowing the Treasurer to ultimately
decide issues on political grounds” (Wilson, 2008a, 02).302

This observation

reinforces the overarching role of politics within the political-economy nexus, and
also suggests the need to clarify national interest criteria for energy development
and, by extension, certainty.

301

The Treasurer’s intervention in Royal Dutch/Shell’s takeover bid is discussed in section 5.3c
Political Debate in Australia.
302
Wilson also reports that Shell were surprised at the decision, as it was thought that the offer met
FIRB guidelines, the upshot of which was a temporary hiatus in Shell’s interests in Australia (Wilson
(2008a, 02).
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The other major case of petroleum sector government intervention in the
national interest is the underwriting of the NWS venture during the early-1970s by
way of the State Agreement.303 In short, Australia does have a history – spanning
both distant and recent periods – of such intervention. Moreover, both the above
instances involved Liberal governments.

This invites closer scrutiny of Prime

Minister John Howard’s response – that it was not the Government’s role to
intervene in commercial decisions – to interventionist pleas from the Northern
Territory Government.

In the first instance, it is evident that John Howard’s

response was at variance with at least some past precedent. Moreover, it can be
argued that Australian Liberal Party ideological conviction in the efficacy of laissez
faire markets is imbued with a degree of expediency, certainly where there exists a
confluence of powerful sectional groups and parochial political considerations.

The national interest case presented below rests upon the premise that
processing of the Greater Sunrise gas reserve in Australia’s Northern Territory – as
either domestic natural gas, or a combination of domestic and LNG export gas – is a
means of realising national sustainable development.

Sustainable development

holds that development should aim to realise beneficial environmental, social, and
economic outcomes that do not compromise – and indeed, should enhance – the
quality of life of future generations.
Natural gas’ environment credentials are primarily its benign greenhouse gas
emissions compared to those of main competitor fuels, oil and coal. The greatest
opportunity to capture this benefit exists in the two main consuming sectors of
electricity generation, and industry – primarily in resource processing, steel
manufacture and heavy industry. Should Greater Sunrise be processed and exported
as LNG, this benefit would be realised on a global scale, particularly where cargoes
are sold into rapidly industrialising counties like China and India. Similarly, in the
event that Greater Sunrise gas is piped into south-eastern markets, this
environmental advantage would become available to Australia, especially to the
degree that natural gas would supplant coal energy.

303

The State Agreement is discussed in Section 4.4b Western Australia Gas Market.
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However, the greatest potential environmental benefit from Greater Sunrise
gas lies in its use within both the above sectors in Australia’s Northern Territory.
The Northern Territory’s electricity generation has since 1987 been fuelled entirely
by natural gas, prior to which diesel generation was used. However, the Northern
Territory’s sole supply reserve, the Amadeus Basin, is in depletion, and contracted
replacement supply from the offshore Blacktip field still leaves the Northern
Territory vulnerable to supply security from this single source.

Thus, Greater

Sunrise gas has the potential to add to security of supply, as well as allowing for
expansion in demand commensurate with projected long term economic growth
forecasts. In short, a reliable future gas supply would secure the continued use of
this environmentally benign fuel for electricity generation.

In addition, the availability of a plentiful and affordable natural gas supply
would encourage the uptake of this environmentally benign energy source to power
local mining operations, particularly as auxiliary pipeline spurs are built, as with the
ADBP spur servicing the MacArthur River lead-zinc mine. At the time of writing
the Northern Territory is undergoing a resource sector-driven economic expansion.
This is being fuelled by sustained rising global commodity demand and facilitated
by access to the ADrail transport corridor (refer Figure 30), opened in early-2004,
along with supporting export facilities in Darwin.304 Finally, Greater Sunrise gas
has considerable potential as an environmentally friendly feedstock fuel for hitherto
absent value-added resource processing and industrial manufacturing.

The realisation of value-added development for the Northern Territory also
meets the criteria of sustainable economic development. That is, in the absence of
an affordable and reliable energy source, prospective large-scale industrial
development projects will simply relocate to a destination where this precondition
exists, as was the case with Pechiney in 2003. Moreover, it is “a simple truth that
once gas is introduced into a market, it attracts new customers” (Wilson, Nigel.
2002ei, 20) Thus, the non-development of Greater Sunrise represents a lost

304

For a useful overview of growth in export trade attributed to the Alice-to-Darwin rail (Adrail) and
the East Arm Port, as well as regional, current and future growth prospects for the Northern Territory,
see Special Report: NT (2006, SR14-24).
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economic opportunity, as quantified in a number of Northern Territory Governmentcommissioned reports.305

Similarly, processing of Greater Sunrise gas as an LNG-only project, either
onshore or as FLNG, would deliver PSC, PRRT, and company taxation to
Australia’s central government, yet contribute little direct regional economic benefit
to the Northern Territory; notwithstanding some opportunity for supply of goods,
services, and equipment. On this matter the Northern Territory Government has
submitted:
Australia’s reliance on the taxation system to capture maximum benefit
from our nation’s non-renewable gas resources overlooks the strategic
economic development opportunities provided by this finite energy
resource (NTG 2007, 9).
The imperative to leverage economic development from this finite regional resource
is accentuated by the inherent volatility of the Northern Territory economy, as
discussed in Section 4.5. This imperative also highlights how an absence of unity of
purpose between central, state and territory governments can occur in a federal
system, and hints at the requirement for a long term strategic national approach to
hydrocarbon development if national interest benefits are to be attained.

Also discussed in this research are the potential national economic benefits
from Greater Sunrise gas, in the event that it is piped into south-eastern Australian
markets. Indeed, it is posited that the mere prospect of penetration into those
markets would exert downward pricing pressure.

There are also potential economic benefits for East Timor from Greater
Sunrise taxation revenue; East Timor currently relies upon petroleum revenue for
approximately 95 per cent of Total Revenue Budget income, derived almost
exclusively from the Bayu Undan reserve. In a country where over 40 per cent of
the population live below the poverty line, on US55 cents a day, any revenue boost
from Greater Sunrise would enhance the country’s means to address priority areas in
305

These earlier reports are discussed in Section 5.1c, while more recent figures are presented in
Table 13.
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infrastructure, health, education, training, and rural development. To the degree that
Greater Sunrise taxation revenue would contribute to addressing these goals, social
benefits would also materialise in terms of generally enhanced prosperity.
Social stability arising from an enhanced quality of life for the East Timorese
people would help overcome a legacy of political occupation, exploitation, and
economic under-development that includes two periods of major civil unrest since
independence in 2002, and continuing social disquiet. This eventuality would also
have positive social ramifications for Australia, in terms of improved regional
stability. East Timor comprises one of several fragile states to Australia’s north –
comprising an ‘arc of instability’ – which pose a growing risk of non-traditional
security threats.306 In this regard it is notable that the prospect of Australia assuming
maritime defence responsibilities within a widened JPDA was mooted by East
Timor during negotiations in July 2002, and also formed part of the unsuccessful
August 2004 agreement entailing a pecuniary transfer to East Timor. Moreover, it is
notable that CMATS provides for bilateral consultation on maritime security.

Finally, the potential social benefits from processing Greater Sunrise gas in
the Northern Territory are numerous, many of which were felt during the
construction of the Darwin LNG plant over the three years between late-2002 and
late-2005. During that period direct employment and tendering opportunities, as
well as training, was provided, with local content – including numbers of the local
indigenous population – exceeding projections.

The commencement of DNLG

construction also marked the reversal of a trend in falling population growth, a
significant component of which was made up of interstate migration: since that
period the Northern Territory’s population growth has consistently exceeded the
national average.

A further notable social benefit from the presence of large companies
encompassing petroleum up-to-downstream sectors would be enhanced levels of

306

Regional transboundary security threats are quantified as including crimes in people trafficking,
illicit drugs, money laundering, and other threats such as conflict, terrorism and environmental
degradation, as well as health threats such as HIV/AIDS and Avian Influenza (AusAid 2006, 2).
These matters are discussed in Section 5.2b.
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local community engagement, as has already been the case with development of
Bayu Undan. For instance, DLNG operator ConocoPhillips is involved in joint
venture training programmes with local providers, sponsors local educational
awards, and supports arts organisations such as the Darwin Symphony Orchestra.
In summary, it is apparent that processing Greater Sunrise gas in the
Northern Territory – as either domestic natural gas, or a combination of domestic
and LNG export gas – would be in Australia’s national interest, using sustainable
development criteria as a measure. However, as emphasised throughout this thesis,
a petroleum development project must in the first instance meet a JV consortium’s
commercial profit criteria, having factored in associated risks.
While this thesis has not investigated these figures for Greater Sunrise,
which are commercially confident, it does identify a minimum project IRR of 13 per
cent, with the potential for profit to increase in a buoyant global LNG price
environment. This reality means that producers will normally seek domgas prices
equivalent to LNG netback and, where these are not available, will have little
incentive to supply a domestic market.

However, Section 4.4b identifies

circumstances that might incline a producer to supply domestic gas under this
condition, in some cases at prices lower than LNG netback. It is in this market
situation that there exists the best scope for government to incentivise domestic gas
supply – some potential incentivisation policy ideas are discussed in Section 6.3
below. However, any such government intervention in a free market economy
requires justification: one recognised justification is where market failure exists, the
case for which is now presented.

6.2 Greater Sunrise: The Case For Market Failure
The above section has made the case that it is in Australia’s national interest to have
the Greater Sunrise reserve processed in Australia’s Northern Territory as either
domestic natural gas, or a combination of domestic and LNG export gas. Thus, it
can be further argued that there exists a role for government to initiate policy to
ensure that petroleum development occurs when national interest imperatives are
shown to be at stake. The Section 2.2 literature review discusses the historical role
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of the state in energy markets which, although varying in degree, has been constant.
The two major instances of such involvement cited in the above section demonstrate
this precedent; however, both these instances continue to generate controversy as to
their appropriateness.

In short, such actions defy contemporary economic

orthodoxy, identified by Stevens (2004, 4) as the ‘Washington Consensus’, as
adhered to by most Western democracies since the mid-1980s.

The Washington Consensus is a term designating an ideological construct
which centres on belief in the economic efficiency of privatisation, deregulation, and
general market liberalisation. Its theoretical toolkit is neoliberal economics, and it is
therefore by this method that justification for government policy regulation must be
argued. Neoliberal economic theory posits that government policy intervention is
justified on essentially three grounds: unequal income distribution, past policy
failure, and market failure, with the proviso that costs of intervention do not exceed
the benefits. Restated, the goal of addressing these market shortfalls is to achieve
overall economic efficiency, or net public benefit.

Stiglitz (1986, 71-80) describes six main types of market failure, which are
not necessarily mutually exclusive.307 It is now argued that two of these apply to the
case of Greater Sunrise.

Insufficient Market Competition
This advent is marked by disequilibrium between the number of firms either buying
or selling a good or service in a market. In the case in the Northern Territory, there
is only one supplier of natural gas, the Santos-Magellan Petroleum consortium,
which is a monopoly. The adverse economic effect of an unregulated monopoly is
that the supplier can control the quantity and, in consequence, price of a commodity.
However, in this instance there is also effectively only one buyer, the Power and
Water Corporation, which purchases around 95 per cent of available gas for
307

The below theoretical discussion on the two cases of identified market failure is, unless indicated
otherwise, derived from Stiglitz (1986, 71-78). The six possible types of market failure from the
same source are: absence of sufficient competition; inadequate provision of public goods; presence of
externalities; incomplete markets; inadequate provision of information; and presence of
unemployment, inflation, and disequilibrium.
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electricity generation, which is a monopsony.

When a monopolist supplier

negotiates with a monopsonist buyer this is known as a bilateral monopoly. In this
situation quantity and price are settled by negotiation between the two parties, and
can achieve a more efficient allocation than either a monopsony buyer or a
monopoly seller by themselves, due to the countervailing effect of the respective
parties’ market power. However, outcomes will still be less efficient than in a fully
competitive market.

The monopoly gas supply situation in the Northern Territory is a deterrent
should the Power and Water Corporation wish to supply additional competitive
electricity to a firm considering establishing an energy intensive business. This
scenario is compounded by the absence of any readily available cost effective energy
substitutes. The logical substitute fuel for electricity generation is diesel, in the
absence of any sizeable coalfields in reasonable proximity, and both political
controversy and costs associated with uranium use. However, the uptake of this fuel
is restricted by environmental concerns, along with costs incurred in both
procurement and in changing existing generation capacity. While hot dry rock
(HDR) geothermal energy has been investigated by the Northern Territory
Government, this consideration remains at the conceptual stage.

Monopoly power will be quelled where there exists the potential for new
entrants to a market. However, the Northern Territory is geographically isolated
from the two main gas supply regions in the south-east and west of Australia, which
would entail unrealistic transport costs, even if there did exist connecting pipeline
infrastructure. In addition, the likelihood of domestic supply from known regional
offshore reserves remains remote, due to several reasons as follows. Any substantial
volume of natural gas will likely only become available as part of a larger LNG
development, which could cost-effectively supply gas at the margin. However, so
long as there exists a reasonable disparity between required LNG netback prices and
domgas prices, this is a disincentive to supply.

Smaller reserves in proximity to the Northern Territory market that do not
present the scale economies to support an LNG project are also uncertain prospects,
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due to the economic concept of increasing returns to scale, whereby the costs of
production per unit of output decline with the scale of production. Thus, new firms
that have low output face relatively higher costs than those of an established firm
with high output. Difficulties imposed by increasing returns to scale typically affect
infrastructure intensive business such as the petroleum industry, and constitute a
barrier to market entry. An illustrative case is the Blacktip contract to supply Power
and Water Corporation from 2009, which only materialised after years of protracted
negotiations with the leasees of various smaller gas reserves in the Timor Sea who
all maintained marginal commercial viability, despite ready demand. (NTG 2007, 6)

Finally, it is argued by some industry analysts, including the Northern
Territory Government (NTG 2008, 2), that another form of monopoly affects the
Northern Territory domestic gas market, namely the power vested in upstream
petroleum companies over utilisation of petroleum discoveries for which they hold
leases.

This monopoly arises from Australia’s petroleum administration and

regulation system, which grants considerable discretion over exploration and
development decisions.

A typical and oft-cited manifestant of this problem is

Australia’s acreage retention lease scheme, which enables companies to ‘warehouse’
a discovery that is not commercially viable, but is expected to become so in the next
fifteen years. The Northern Territory Government argue that there is insufficient
onus to commercialise discoveries due largely to “virtually no market testing and
five-yearly reviews that are subject to a text of commercial viability without
prescribed criteria (or being) open to legal challenges” (NTG 2007, 8).

Incomplete Markets
An incomplete market exists “wherever private markets fail to provide a good or
service, even though the cost of providing it is less than what individuals are willing
to pay” (Stiglitz 1986, 76); that is, where a profit is realisable. A common situation
where incomplete markets occur is when goods or services function in a
complementary market. Stiglitz (2004) uses the example of sugar and coffee, which
are complementary goods – without the availability of one, there would be little
market for the other: in short, “each (entrepreneur) acting alone would not be able to
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pursue the public interest, but acting together they could (emphasis in original)”
(Stiglitz 1986, 78). In instances where neither complementary good or service is
being produced this poses a dilemma that often requires government to act in a
coordinating capacity.

The synergy between upstream gas producers and downstream industry
consumers represents a complementary market. That is, an LNG project consortium
require the certainty of sufficient volume of domestic gas sales before committing
investment capital, while potential domestic gas customers also require long term
certainly of supply. This dilemma is reflected in the case of Greater Sunrise, where
numerous marketing efforts to secure commitments for required sales volumes over
the decade from 1997 were to no avail. Several large-scale industry projects did
indicate their willingness to establish enterprises in Darwin during this period;
however, in the absence of guaranteed gas supply, none eventuated.308

Stiglitz (2004, 78) points out that government coordination in incomplete
markets occurs most often in cases where markets involve large-scale projects, and
when a large number of enterprises and stakeholders are involved, and that such
cases require considerable government planning. Similarly, the Northern Territory
Government highlight the challenge faced in aligning upstream gas supply and
downstream demand in a complex market environment:
(S)ince this usually requires multiple customers, a great deal of
coordination is required to fit supply and demand together, particularly
within the timeframes required for development in a competitive
international environment (NTG 2007, 9).
In response, the Northern Territory Government recommend that Australia’s central
government initiate a long term strategic approach to gas industry development,
while acknowledging that “(t)he key is to get the policy settings right and to leave
investment decision making to industry” (NTG 2007, 9).

308

For instance, as recently as mid-2007 MNC Dow Chemicals proposed constructing an AU$3
billion chemical plant, with Darwin designated as the company’s Asian production hub, “if the NT
Government can secure a guaranteed supply of gas” (Calacouras 2007, 3).
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In regard to policy settings, Stiglitz (2004) cautions that “(g)reat care is
required in analysing the appropriate government response to incomplete markets.
There may be good reasons that private producers have failed to provide a particular
good or service” (Stiglitz 2004, 78). The same caveat applies to policy regulation
aimed at addressing other types of market failure. For instance, inappropriately
applied regulation may have the unintended consequence of delaying or distorting
investment decisions.

A case in point is the adverse effect of the Whitlam

government’s national energy security plan on petroleum exploration and
development during the early-1970s.309 More recently, petroleum companies have
argued that the Western Australian Government’s gas reservation policy will have
the opposite effect to that intended by thwarting development altogether.

In short, policy must be well researched to ensure that the costs of regulation
do not exceed the benefits, which would actually reduce net public good. It is
intended that the findings presented in the below analysis will contribute to the
development of coherent policy to expedite the development of Australia’s offshore
petroleum resources, in the national interest.

6.3 Salient Actors and Factors
The above two sections have presented the related arguments that development of
Greater Sunrise is in Australia’s national interest and that, due to market failure on at
least two counts, there is a legitimate role for central government to invoke policy
mechanisms to achieve development goals. This finding provides a theoretical case
to support the moral conjecture that government, as the custodian of natural
resources belonging to whole of society, have a responsibility to ensure that the
greatest net public benefit is realised.

Two related questions introduced at the outset of this research ask whose
responsibly it should be to develop an appropriate analytical model and to correlate
and assess relevant data with a view to establishing and monitoring policy outcomes.
309

The Whitlam government policy, which included state purchase of all Australian discovered oil
and gas at the well-head at capped prices, as well as taking control of downstream distribution, is
discussed in Section 5.1d.
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In answer, it is posited that central government – besides having both moral
responsibility and theoretical justification – is in a practical position to capture the
large volume of information required, due to its location at the centre of a complex
nexus of causal interactions occurring in the project environment.

Moreover,

government have the breadth and depth of administrative capacity to process this
information. Finally, central government is able to implement policy choices due to
its regulatory capacity, including control over terms of access to offshore natural
resources.

In short, there exist theoretical, moral, and pragmatic grounds for

government to undertake a greater policy role. This undertaking would surmount
the current problem of uncoordinated decision making, whereby individual
stakeholders act according to distinctive payoffs, while there is no calculation of
potential collective benefits.

To return to Stiglitz’s caveat that policy responses must enhance rather than
diminish the public good, this objective requires collection of sound data and
rigorous analysis. In pursuit of this end this research develops the actors and factors
framework, which it is contended provides a comprehensive and holistic analytical
model to analyse the project environment. Moreover, by incorporating a political
economy theoretical lens through which to analyse events, the model facilitates
analysis of features that transcend the realm of pure economics.

The results from applying this methodology to the Greater Sunrise case study
–identification of high salience actors and factors – are presented below. Each
finding is followed by a brief assessment of the degree to which identified features
fall within the scope of public policy. Salient actors and factors are arranged in six
sections adopted from the World Bank model. This categorisation is intended as an
aid to organisational clarity; however, it should be noted that salient actors and
factors are often not mutually exclusive; for instance, infrastructure is a function of
technology, which both affect commercial aspects of a project.
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Technology
Technology at its most fundamental level is shown to influence humankind’s very
relationship with their natural environment. This is apparent in historical shifts in
primary energy sources from dung, wood, and peat to coal, and to contemporary
reliance upon petroleum natural resources. Future advances in technology will
likely shift primary energy use beyond non-renewable fossil fuels towards a
sustainable hydrogen economy. In short, technology plays a crucial role in the way
in which energy natural resources are able to be quantified, extracted, transported,
stored, and utilised, and thus in large part determine a resource’s strategic value.

Technology impacts every level of the gas supply chain and, as a variable
factor, is also likely to change the dynamics of a gas project over the several decades
of its existence. The most apparent technological impact on the upstream phase of
the Greater Sunrise project was the potential availability of FLNG processing,
brought about by engineering efficiencies and miniaturisation.

However, the

inherent risks associated with this unproven technology caused dissent amongst the
JV partners, while the threat of lost value-added opportunities generated political
fallout; factors which altogether delayed development. Ultimately, escalating costs
stymied this proposal; however, Shell’s continuing technological development work
has enabled FLNG to be resurrected at the time of writing, a prospect that will likely
once again reinvigorate political debate, with attendant project delays.

A related technological factor affecting the midstream component of the
Greater Sunrise project has been the growing capability in subsea pipeline laying.
The 1996 J.P. Kenny feasibility study into laying a pipeline across the over 2,500
metre deep Timor Trough to East Timor concluded that the costs required to meet
technological challenges were commercially unviable, thereby bolstering the
pipeline to Darwin option. However, by 2002 this assessment was being challenged
by the INTEC Engineering report, which East Timor subsequently used in late-2004
to back its stipulation that gas be landed in that country, which then stymied
negotiations. Competition between the two governments on either side of the Timor
Trough to secure processing is likely to continue as advancing technology further
addresses the challenges of bridging the Timor Trough. Indeed, it is suggested that
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this likelihood has been an influencing factor in the Greater Sunrise JV consortium’s
resurrection of the FLNG option in 2007.
The downstream technology-related factor which had the greatest effect on
progress of Greater Sunrise was the absence of sufficient market volume. That is, it
can be argued that should a critical mass of gas-fuelled end-user technologies been
commercially available, then the likelihood of securing market volume would have
been commensurately greater. For instance, the development of CCGT electricity
generation technology since the late-1980s is noted as having increased investment
in gas-fired generation capacity.

A prospective technology investigated by the

Northern Territory Government which would have created demand for Greater
Sunrise gas is GTL, which it argues has “the potential to underwrite development
scale thresholds … and … might also reduce the number of gas manufacturing
industries needed to commit at one time” (Cann 2007, 5).

All of the above salient features affecting the Greater Sunrise project fall
within the medium range of policy scope; that is, policy that can influence
technological factors, in particular technology investment. An apt example cited in
this research is the Queensland Government’s 13 per cent Gas Scheme, which is
largely responsible for the exponential growth in CSM exploration and development
technology in that state. Another key means by which government can incentivise
technologies is through research and development (R&D), either by direct provision,
or by offering funding, or tax breaks. There do exist a large number and range of
government R&D mechanisms; however, these arrangements attract criticism for
being “fragmented, unco-coordinated … and devoid of a national vision” (Cribb
2006, 39), suggesting a need to streamline institutional arrangements. In specific
regard to energy sector R&D – touted as an AU$50 billion per year undertaking –
this absence of co-ordinated planning is tracked to the Howard government’s
abandonment of the Energy R&D Corporation in 1997 (Cribb 2006, 39), a model
which might be worth revisiting in any future policy development.

It is apparent that there is some willingness for, along with recognition of the
efficacy of, industry-government collaboration in pursuit of energy technology
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gains. Woodside CEO, Don Voelte, makes this assessment in regard to the need to
develop greenhouse gas abatement technology through “the right policy settings (to
encourage) research, development and commercialisation” (Voelte 2007, 47),
attainment of which would enhance the viability of LNG processing, a large emitter.
As also pointed out in this thesis, capital intensive sectors such as the petroleum
sector are conducive to attracting technology transfer which generates productivity
improvements, with commensurate national interest benefits. It is therefore logical
to leverage off Australia’s natural gas endowment by fostering related industry
technological innovation.

Infrastructure
It is evident that natural gas development throughout the supply chain is an
infrastructure intensive enterprise. Moreover, there are strong complementarities
between upstream and downstream requirements, which affect overall market
dynamics. For instance, it is shown that an increase in midstream LNG tanker
numbers complemented by a commensurate increase in downstream LNG receiving
terminals is generating global gas market liquidity, which is in turn driving upstream
exploration and development projects.

Further, as natural gas becomes an

increasingly accessible and cost-effective energy solution, investment in
downstream industries increases, generating further demand.

The Australian gas market, inhibited by the ‘tyranny of distance’, is shown to
be segmented into three. The absence of interconnecting pipeline infrastructure
linking Australia’s north to the lucrative south-eastern markets was a major
midstream factor that impeded the marketing of Greater Sunrise gas, and also of the
competing PNG project. Similarly, the requirement to lay a subsea pipeline to
deliver Greater Sunrise gas onshore entailed cost implications that influenced the JV
consortium’s consideration of the FLNG alternative. Where a pipeline to shore has
been considered, Darwin has always been the preferred location, as opposed to
laying a pipeline across the Timor Trough to East Timor, due to both cost and risk
implications of this latter option. The Darwin option became even more attractive
following the completion of the Darwin LNG plant in late-2005. This downstream
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infrastructure asset opened the possibility of economies of scale from a brownfield
expansion, a realistic scenario in light of environmental consent for an additional 7
MTPA processing capacity.

The most critical infrastructure factor to have affected the advancement of
the Greater Sunrise project occurred in the upstream sector, namely Shell’s proposal
to process gas onboard an FLNG facility. This proposal generated dissent within the
internal project environment as the JV consortium partners debated respective costs,
benefits, and risk apportionment. Similarly, vigorous debate occurred in the external
project environment as the two regional governments of the Northern Territory and
East Timor – who stood to forego value-added opportunities – publically pressed
their respective cases. The upshot of the general uncertainty created by the FLNG
proposal was that prospective customers remained hesitant, while consensus about a
development plan remained elusive.

The abovementioned infrastructure requirements for the Greater Sunrise
project, encompassing up, mid, and downstream operations, were all salient factors
that impacted the project objective. There exists both high and medium scope for
central government policy to affect infrastructure factors. In the first instance,
government can actually provide infrastructure to drive development, as occurred
with the NWS in the early-1970s, most visibly with the building of the 1,600 km
Dampier-to-Bunbury pipeline (DPBP) to deliver gas to the south-west of Western
Australia.

However, such an undertaking is less politically feasible in the

contemporary ideological climate, and needs to be carefully considered to avoid
criticism of risking taxpayer monies by ‘backing winners’.310 A currently more
acceptable and lower risk strategy is to incentivise infrastructure provision, for
which there are several means.

310

The risks associated with ‘backing winners’ are twofold, namely that projects might have gone
ahead anyway, and therefore government support would merely be adding to company profitability,
and that governments may pick an unacceptably high proportion of unsuccessful projects. MerriamWebster
Online
Dictionary,
s.v.
“picking
winners,”
http://www.oxfordreference.com/views/ENTRY.html?subview=Main&entry=t19.e2349
(accessed
May 09, 2008).
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The Northern Territory Government encouraged ConocoPhillips to build the
DLNG processing plant locally by providing AU$20 million in site preparation and
provision of utility services; however, this small regional government has
constrained means to incentivise a larger scale project. One means of overcoming
this constraint is through multi-level government collaboration. For instance, the
AU$1.3 billion ADrail transport corridor – operated as a build-own-operate-transfer
(BOOT) public-private enterprise – received significant Territory, State, and Federal
Government financial contributions, and was complemented by the AU$200 million
redevelopment of the Darwin’s East Arm Port.311

Another available incentive is by way of fiscal mechanisms; the APPEA has
identified this factor as being key to generating an increase in the overall level of
industry investment (APPEA 2004, 17). However, APPEA rank Australia’s fiscal
regime approximately halfway amongst 103 countries for its conduciveness to
investment (APPEA 2004, 40).312

Also discussed in this thesis is the existence of project assistance through
agencies such as Invest Australia, which is able to grant Major Project Facilitation
(MPF) status as well as provide limited project finance.313 While Invest Australia
was involved with the Greater Sunrise project in relation to incentivising a large

311

For the respective government debt and equity contributions to the Adrail project, see footnote 117
above. A BOOT scheme is a contractual arrangement between a private enterprise and government
whereby a concession is granted to construct and operate an infrastructure project for a specific
period of time, usually over several decades. The private firm secures a return on its investment by
charging customers for the services provided. At the end of the contract period the ownership of the
infrastructure asset is transferred to the government, normally at zero cost.
312
APPEA (2004, 17) make a number of recommendations to increase sector investment.
313
The Australian Productivity Commission publishes an annual Trade and Assistance Review which
provides estimates of Federal Government assistance to industry, as well as reporting on selected
assistance programmes. The report uses a four-sector classification of the Australian economy, as
well as a multiple industry grouping of 35 industries. Combined estimates for three main types of
assistance are provided for tariff, budgetary, and agricultural pricing and regulatory assistance. The
2006-07 figures for budgetary assistance to the four sectors, totalling around AU$4.5 billion
(excluding ‘Allocated Other’), show assistance provided to the mining sector, relative to other
sectors:
• Mining AU$0.27 billion (5 %)
• Primary Production AU$1.79 billion (33 %)
• Manufacturing $1.76 billion (33 %)
• Services AU$1.59 billion (29 %) (Aus., Prod. Comm. 2008, A.1; A.12; A20; A29).
The majority of budgetary assistance aggregated for all industries was allocated to R&D (29 %),
followed by ‘Industry-specific Assistance (25 %). (Aus., Prod. Comm. 2008, 2.7).
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diameter subsea pipeline to shore, it was alleged by the Northern Territory
Government that the JV consortium did not provide the commercial information
required to make a decision. Insofar is this assertion is correct, it supports the
requirement – identified in the Section 2.3 literature review – for collaboration
between stakeholder companies, communities, and host-governments in pursuit of
sustainable development goals. Certainly if a large diameter subsea pipeline had
become commercially feasible this would have eroded the relative economies of the
FLNG proposal, to the immediate advantage of the Northern Territory economy.

To briefly summarise, there are considerable national interest benefits in
incentivising the establishment of petroleum sector infrastructure. This is primarily
because of associated lower commercial thresholds and thus generation of increased
sector activity. To paraphrase an earlier quote from this thesis, “(e)nergy and its
associated infrastructure are natural resources, which in modern complex economies
are major inputs and building blocks of … economic growth” (Houston Energy
Group. 2002, 1).

Physical
There is a strong link between a petroleum project’s infrastructure and technology
requirements, and the reserve’s physical features.

Greater Sunrise’s physical

features are analysed according to their geographical, geomorphic, and geological
characteristics, and mostly affect the project’s up-to-midstream sectors.

The

physical features discussed below include those pertaining to the gas reserve itself,
as well as several located in the immediate region, all of which have impacted on the
project objective.

Prominent geological features of the Greater Sunrise reserve are its low CO2
content and high condensate-to-gas ratio, both upstream features with favourable
commercial effects in terms of reduced sequestration costs and downstream
marketability, respectively. While the reserve’s thin and extended structure was
reported in 2002 to be creating difficulties for design of a commercial extraction
system, it is not apparent that this factor has adversely affected project economics.
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The wider Bonaparte Basin’s generally favourable prospectivity also bodes well for
future exploration and development activity in the region. This factor could affect
forward planning, due to the prospect of realising lower costs through shared
infrastructure and cross company partnership opportunities.
The main geomorphic feature of the Greater Sunrise reserve is its unevenly
sloping sea bed surface, which negotiates depths ranging between 90 and 550
metres. However, this is not necessarily an inhibiting factor, as exploitation plans
envisage locating a fixed production platform in shallower water, to be fed by flow
lines connected to subsea manifolds located in deeper regions. A geomorphic factor
that is to Australia’s advantage is the subsea surface lying between the reserve and
Australia’s northern shores, which is of gentle gradient in waters of less than 200
metres; indeed, laying of the 500 km Bayu Undan - Darwin pipeline – the longest
subsea gas pipeline at the time of writing – made good technical progress,
notwithstanding delays for other reasons.314 Also to Australia’s advantage has been
the availability of flat land for an LNG site on its north coast, as compared to East
Timor’s south coast which has no suitable land, requiring a pipeline to traverse the
mountainous interior to reach the north coast. Similarly, the presence of the Timor
Trough has created technical and associated cost implications for a possible pipeline
to East Timor.
The Greater Sunrise reserve’s geographical proximity is arguably the factor
of greatest physical significance. Affecting the up-to-mid stream sectors is the
reserve’s remoteness, entailing infrastructure costs – namely well head platforms
and a pipeline to shore – along with maintenance and servicing; cost factors that
bolstered the case for the competing FLNG proposal. In the downstream sector
Greater Sunrise’s comparative proximity to existing export and to domestic
Australian gas markets invariably favoured supply to the former market; although,
not necessarily to the total exclusion of the latter.

314

Delays in pipeline laying were caused by industrial relations issues, mechanical downtime and
slow pipe delivery, which extended the scheduled 120 day job to approximately 180 days. Pipeline
laying was completed in late-January 2005.
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Another geographical factor indirectly affecting Greater Sunrise is the
reserve’s strategic location, entailing maritime trade, defence and security
considerations. These factors were a consideration throughout maritime boundary
negotiations, as manifest by East Timor’s suggestion on two occasions that regional
maritime defence arrangements be handed to Australia; in July 2002 as part of an
expanded JPDA arrangement, and in August 2004 as part of an agreement entailing
a pecuniary transfer to East Timor. These offers arguably demonstrate East Timor’s
recognition of Australia’s concern about maintaining defence jurisdiction in the
resource-rich Timor Gap in light of increasing non-traditional regional security
threats, including the possibility of disruption to an installation within the JPDA
itself.

All of the above physical factors warrant high salience ratings; however, as
features of the natural environment they reside outside direct policy reach. This
implies that an appreciation of their presence and possible consequence for the
project objective be taken into account in any policy formation. The strong link
between physical factors and infrastructure and technology suggests that policy
dealing with these latter factors is well situated to incorporate such an appreciation.

For instance, technology has the potential to enhance the economic viability
of gas delivery to shore from remote reserves such as Greater Sunrise. An apt
example is a CSIRO project being undertaken at the time of writing which is
developing ultra-long undersea pipelines of up to 200-300 km that would deliver gas
directly to shore from subsea manifolds, allowing platform-free development
(Rotherham 2007, 8).315 Successful delivery of this project would introduce a
competitive exploitation option that would challenge the viability of FLNG, which is
shown to be contrary to Australia’s national interest.

Another area with scope for political involvement, if not actual policy, is the
market promotion nationally of offshore gas reserves such as Greater Sunrise.
Senior Australian federal politicians regularly promote Australia’s LNG gas reserves
315

The CSIRO, working in partnership with the Wealth From Oceans National Research Flagship,
estimate that more than 80 per cent of Australia’s gas resources are in remote offshore fields up to
300 km offshore, and at depths of greater than 1 km (Rotherham 2007, 8).

338

Chapter Six: Analysis and Discussion

to political counterparts in major overseas markets, most notably in China and the
US, in order to underpin project developments.316 However, such federal-level
action is less prevalent in regard to domestic projects. By comparison, the Northern
Territory Government has been proactive on this front by, for instance, promoting
local amenities – including, most importantly, land availability – to prospective
downstream industry companies such as Dow Chemicals and INPEX.317

Commercial-Financial-Economic
Financial, commercial, and economic factors are all distinct, yet interlinked, aspects
of the project environment which must be aligned for development to occur.
Financial factors pertain largely to the internal project environment, and are
typically assessed by companies by means of cost-benefit analysis (CBA), which is
related to the internal rate of return (IRR), and which must indicate a favourable
return on capital outlaid.

The figures arrived at in a CBA are reliant upon

assessment of the commercial environment in which the project will operate, the
main factors of which are market supply and demand, and related risk factors.
Should a project proceed to final investment decision (FID) phase then its operation
– production, distribution, and consumption of natural gas – will impact on the wider
economy: arising pecuniary and social outcomes are of particular interest to
governments.

Financial factors pertaining to the Greater Sunrise project are not assessed in
detail in this research, mainly due to these being commercially confidential and
therefore unavailable. It was argued by the JV consortium in March 2002 that
Greater Sunrise capital expenditure (capex) would need to be reduced by around 20
per cent, or approximately AU$1.2 billion, for the project to deliver domestic gas at
a competitive sales price. This figure was possibly related to the up to AU$2 billion
316

For a thorough overview of Liberal Federal Government lobbying of Chinese officials to secure
the August 2002 AU$25 billion Guangdong LNG supply contract, see Hyland (2002, 1, 60-61).
317
In June 2007 then-Chief Minister Clare Martin told Dow Chemicals about the “Territory’s
prosperous and well-educated workers, and about Darwin’s relaxed lifestyle, good schools, decent
hospitals … (a)nd land … in abundance” (Adlam 2007, 19); while succeeding Chief Minister Paul
Henderson in March 2008 told INPEX – who were considering locating an LNG processing plant
locally – about “access to a modern deepwater port, an international airport, direct links to the
national highway and rail networks … the attributes of a modern city … (and) land on Middle Arm
Peninsula available” (Gas Deal 2008, 02).
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figure reportedly requested from Invest Australia in April 2002 to facilitate the
laying of a wider diameter pipeline from Bayu Undan which Greater Sunrise could
share, thereby rendering domestic gas competitive with FLNG; however, in neither
case were these figures publically tested.

A commodity’s commercial viability is largely decreed by supply and
demand factors, as demonstrated by the steady rise in uptake of petroleum energy
through recent history; to briefly recap, demand for petroleum as a fuel for
transportation and subsequently industry secured its value as a commodity in the
face of declining demand for use as kerosene lighting oil. Similarly, this thesis
describes how, and the reasons why, global demand for natural gas has steadily
grown since around the end of World War II. However, for commerce to occur
demand for a commodity must be in approximate equilibrium with supply, an
alignment that has proved elusive for Greater Sunrise in both Australian domestic
and export LNG markets.

In the first instance, ongoing uncertainty over legal title and fiscal
arrangements disinclined both the JV consortium to commit to development, and
potential customers to negotiate sales contracts. The impact of the absence of legal
and fiscal certainty is further discussed in the section immediately below. However,
even with the JV consortium’s commitment to supply, demand factors frustrated
finalisation of sales contracts. In the case of the Northern Territory domestic market
there existed no extant surplus demand. Where demand did exist, in the key southeastern markets, several factors transpired against supply; these were namely the
absence of pipeline transportation and associated cost barriers, and supply
competition from both domestic and regional projects.

Demand in lucrative Asia-Pacific LNG markets, while fluctuating, had
recovered by the early-2000s; however, this market also faced considerable supply
competition and, at least up until 2003, low prices. Similarly, the prized US west
coast market was constrained by a number of competing suppliers all vying for
limited physical market access. While FLNG held the promise of cost competitive
supply to the then-low price Asia-Pacific markets, the erosion of construction cost
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advantages saw its demise, along with a regional market price revival and the goahead for Darwin LNG and associated possibility of a brownfield expansion.

The key factor impacting on the Greater Sunrise project from within the
economic realm was the likely apportionment of economic spoils, which elicited
disparate views from the three key stakeholder governments.

The Australian

Federal Government, running a fiscal surplus since 1998 – substantially due to a
sustained natural resource export boom – could afford to let Greater Sunrise sink or
swim on its commercial merits. Conversely, the development-starved Northern
Territory and East Timorese governments were anxious to secure both project
development and, insofar as possible, value-added opportunities. The effect of the
confirmed absence of central government support, and the discordant public debate
at the regional government level, compounded uncertainty about project
advancement and thus supply.
All of the above salient factors fall within the higher scale of public policy
reach. In regard to financial matters, support available through Invest Australia and
other agencies is mentioned above.

However, it is noted that such “industry

assistance has declined greatly over recent decades” (Aus., Prod. Comm. 2008, viii),
suggesting scope to reinvigorate this mechanism.

In addition, the Australian

government does have fiscal mechanisms available to ease the financial burden of
petroleum sector infrastructure provision, most notably a capital depreciation writeoff over fifteen to twenty years – effectively the life of a project; although, the
APPEA advocate a five year period (APPEA 2007, 2). In the case of pipeline
infrastructure, where transportation and distribution networks exist, the National Gas
Access Regime, implemented in 1997, is intended to ensure commercially viable
access for potential suppliers, notwithstanding criticism about uncertainty for
intending pipeline investors about allowable tariffs.318
318

The National Gas Access Regime, endorsed by the Council of Australian Governments (COAG)
in 1997, provides for third party access (suppliers, retailers, and users) to gas transmission and
distribution pipelines, by way of regulator determination of access tariffs and arbitration mechanisms.
The Australian Competition and Consumer Commission (ACCC) regulate transmission pipelines,
while independent State regulators determine distribution pipelines. An Australian Productivity
Commission review (Aus., Productivity Commission 2004) of the regime conducted in 2004
acknowledged concerns from prospective pipeline investors that uncertainty about the level of future
tariffs they could charge was deterring investment, and recommended a more light handed regulatory
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In regard to supporting a more commercially robust petroleum sector,
alignment of commodity supply and demand is a key area meriting attention. Where
a natural gas reserve is proven and accessible, yet where markets are illiquid,
demand augmentation is a logical area to concentrate on. The current role played by
central government politicians in generating export gas market demand is mentioned
above in the context of suggesting a similar role in promoting a project’s physical
advantages. The same suggestion applies here in regard to stimulating domestic
demand – as undertaken by Northern Territory Chief Minister, Clair Martin, albeit to
no avail – in pursuit of making viable a tranche of domestic gas that might otherwise
be consigned to export LNG.

A good example of demand generation through indirect policy mechanisms
is the Queensland Government’s Gas Scheme, mentioned above, which mandates
that electricity retailers source at least 13 per cent of their electricity from gas-fired
generation by a certain date, and which is credited with driving the exponential
development of CSM gas in that state. Similarly, the pending implementation of a
national carbon price is credited with increasing the number of planned combinedcycle gas turbine (CCGT) electricity generation plants, these being a relatively
environmentally benign means of generation. Where supply is an issue, there is
scope to review existing regulatory mechanisms such as the acreage retention lease
scheme mentioned above.

Lastly, concerning the broader economic environment in which a gas project
will operate, it is apparent that there is scope for greater collaboration and
coordination between levels of government, as well as industry consultation, in order
to define and work towards development goals. This political-level coordination
would require replication at the public service level; indeed, the Australian Public
Service Commission acknowledges the need to work “across portfolio boundaries to
achieve a shared goal and an integrated response to particular issues … (including)
focus on policy development, programme management, and service delivery” (Aus.,
approach. This recommendation was implemented in 2004 by the Ministerial Council on Energy
(MCE), established by COAG in 2001 as the national policy and governance body for the Australian
energy market: essentially, project proponents can now apply for regulatory exemptions.
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Public Service Comm. 2004, 1). In short, enhanced government clarity and unity of
purpose would create greater economic certainty in the petroleum project
environment.

Cultural-Social-Psychological
The different behaviours of stakeholders operating in the Greater Sunrise project
environment reflect various combinations of psychological, social, and cultural
factors.

At the level of the individual, psychological factors decree particular

situational responses, while the interaction between individuals at the societal level
gives rise to observable patterns of behaviour.

When such patterns within a

particular society develop into shared attitudes, values and practices these become
recognised as cultural mores.

These traits, as manifest in the conduct of

stakeholders within the Greater Sunrise project environment, were most prominent
during the debate over Timor Gap maritime boundary entitlement. A further point
to note is that these traits are all shaped by historical factors, which will therefore
often require consideration as part of any analysis.

The actions of the key stakeholder governments exhibited traits both specific
to those governments, and also of a more universal political nature. The conduct of
the East Timorese politicians throughout the protracted negotiations, it is argued,
reflected East Timor’s specific history of political occupation, resource exploitation,
and economic under-development, which are cumulatively attributed with instilling
in the East Timorese people a measure of resilience and fighting spirit. It is further
argued that a left-leaning social democratic, if not Marxist, political legacy, coupled
with an inherent mistrust about Australia’s intentions following its acquiescence in
Indonesia’s 1975 annexation, inclined the East Timorese negotiators to hold out for
a more favourable deal than the initial 81.9 - 19.09 per cent revenue split provided
for in the IUA.

The Australian Government’s equally unyielding stance was due in part to its
own historical awareness of the importance of maintaining defence jurisdiction over
the strategically important sea-air gap to its north. This understanding doubtless
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reinforced the need to retain sovereign control over of as much of the 6,200 sq. km
JPDA as practicable, a goal lent urgency by the contemporary rise in regional nontraditional security threats, as mentioned above. Australia was also mindful of the
link between potential threats from the arc of instability to its north and economic
dislocation, possibly explaining the appeal of a pecuniary solution with East Timor
rather than boundary concession.

On a more general level, both the Australian and East Timorese
governments, as well as the Northern Territory Government, were mindful
throughout negotiations of the states’ historical, and indeed legitimising, role in
facilitating wealth creation and monitoring the distribution thereof, this being the
foundation question of the discipline of economics. This role includes attainment of
energy supply security, as discussed in the Section 2.2 literature review. Thus, the
resolve of Australia and successive governing regimes in East Timor during Timor
Gap negotiations increased commensurately with growing realisation of the
Bonaparte Basin’s resource-bearing potential.

The various NGO and civil society groups who took up East Timor’s cause
were largely motivated by moral issues of past injustices, colonial dispossession, and
general human rights concerns.

Of key interest is the means by which these

stakeholder groups accessed the ‘court of public opinion’ by extensive use of
different media channels. This reflects a cultural phenomenon that has occurred
with the rise in globalisation since the early-1970s. That is, increased access to
global means of communication has generated greater levels of transparency, as
discussed in the literature review Sections 2.3 and 2.4, and increased accountability
of both governments and companies to community expectations of socially
responsible conduct.

Both the Northern Territory and East Timorese governments also leveraged
public opinion by this means to garner support for their respective national interest
cases. However, this effective conduit for conveying political messages was not
utilised to the same extent by the Australian Federal Government, who largely
responded reactively to issues as they arose. Similarly, the JV consortium did not

344

Chapter Six: Analysis and Discussion

utilise this conduit extensively as a means to achieve preferred negotiation
outcomes; rather, their established access to elite decision makers enabled them to
stay at arms-length from the voluble debate, and to maintain the moral high ground,
while lobbying behind the scenes to achieve desired objectives.

The above stakeholder behaviours are all assessed as being highly salient in
regard to their impact on realisation of the project objective, most notably in regard
to prolonging the negotiations and by generating general uncertainty within the
project environment. However, the psychological, social, and cultural factors that
influenced the respective stakeholder actions are outside policy reach, and therefore
require appreciation. The East Timorese negotiators exhibited an appreciation of
some of the motivations of their Australian counterparts, as evident in their raising
the issue of defence, most notably with the abovementioned 2002 proposal to widen
the JPDA in exchange for Australia taking regional defence responsibility. Further,
while East Timorese negotiators resolutely asserted their sovereign maritime
boundary entitlement on the one hand, they also left room to manoeuvre by
including the possibility of attaining a more acceptable share of petroleum revenue.

Conversely, it is not apparent that Australia took equal account of factors
likely to bolster East Timor’s negotiating resolve and tactics. This is evident, for
instance, in the frustration displayed by various Australian negotiators, the most
apparent being Foreign Minister Downer’s leaked March 2003 invective, directed at
East Timorese negotiators, and also the Foreign Minister’s 2004 meeting with
campaigner, Ian Melrose.

This latter example also highlights the Australian

Government’s belated appreciation of media capacity to harness public opinion, in
contrast to that shown by both the East Timorese and Northern Territory
Governments. Indeed, it is argued by analysts such as Curnow (2006, 34) that the
expeditious use of media fora by East Timor was directly responsible for Australia’s
shift towards accommodating several of East Timor’s negotiating demands.319

319

Curnow’s (2004, 34) argument is made in reference to both Australia’s acceptance to enter formal
negotiations in April 2004, and the subsequent August 2004 announcement that an ‘in principle’
settlement had been reached – which proved to be sanguine.
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Political-Legal
It is observed earlier that politics “is a universal and pervasive aspect of human
behaviour and may be found wherever two or more human beings are engaged in
some collective activity” (Leftwich 2004, 100). Certainly human engagement is
nowhere more teeming than in the economic sphere, hence the utilisation of political
economy as a theoretical lens through which to analyse the Greater Sunrise project
environment. The economic and concomitant political significance of petroleum
natural resources has risen commensurately with humankind’s capacity for resource
utilisation, and at the beginning of the twenty-first century it is natural gas that is the
fuel of choice for a growing range of energy applications.

All of the key stakeholders within the Greater Sunrise project environment
exerted political pressure to affect their preferred outcomes. In regard to treaty
negotiations East Timor, in unison, if not always in accord, with partisan NGO and
civil society groups conducted a concerted political campaign through both formal
institutional and less formal media channels. In Australia’s pluralist democracy
robust party political debate in both the parliamentary and public arenas occurred.
Most conspicuously, Labor party protestations were put to the test by the NationalLiberal coalition in the face of the looming 2004 federal election, and found
wanting, while the Northern Territory’s Chief Minister, Claire Martin, invoked the
national interest case to promote her government’s regional development agenda,
and also exploited dissent amongst the JV partners in regard to the FLNG proposal.

Political discord also occurred within the internal project environment in
regard to competition for market access. However, the JV partners had access to
both East Timorese and Australian central government elites to lobby for preferred
legal and fiscal treaty terms, due to their capacity to generate economic activity and
their reportedly considerable political party financial support.

The degree to which the competing stakeholder interests attained their
preferred outcomes – their effectiveness – is conceptualised in terms of power
relations: “when a decision is said to be politically motivated, what is always meant
is that interests in the distribution, maintenance, or transfer of power are decisive”
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(Weber 1946, 100). East Timor and partisan groups played on the power asymmetry
present during negotiations by portraying Australia as “a rich, powerful country
bullying … one of the poorest countries in the world” (Australia, East Timor 2004),
while themselves leveraging power through concerted use of various media
channels.

Similarly, Clare Martin used the media to address the asymmetrical power
balance between her government and both the Australian Federal Government and
the JV consortium by, for instance, taking out full page national newspaper
advertisements in 2002 – ostensibly directed at the JV companies – extolling the
national interest. Martin also capitalised on Australia’s states and territories all
having Labor leaders by personal lobbying, particularly through the COAG forum.
The JV consortium held their own power resources, as most clearly displayed by
their withdrawal from the Greater Sunrise project in late-2005, an act that was
followed soon after by recommencement of the stalled bilateral government
negotiations.

While the capacity of respective stakeholders to project power determined
political effectiveness, political direction was a product of ideology, a factor also
requiring consideration.

For instance, motivation for East Timor’s FRETILIN-

dominated government during treaty negotiations is assessed as deriving in part from
the party’s pseudo-Marxist ideological foundations. Similarly, as mentioned above,
partisan NGO and civil society groups held ideological perspectives about moral
issues of past injustices, colonial dispossession, and broader human rights
entitlements.

The Australian Government’s adherence to laissez faire market mechanisms
is well documented elsewhere in this thesis, while the Northern Territory
Government’s conduct was more closely aligned with the ideology of
‘developmentalism’ which underpinned the development of the Australian nation.
However, it should be noted that such observance is fluid, as with Federal Treasurer
Peter Costello’s 2001 intervention in Shell’s takeover bid for Woodside Petroleum.
Similarly, the Greater Sunrise JV consortium partners, operating in the
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quintessentially capitalist petroleum sector, also favoured laissez faire development
policies; yet, sector stakeholders are also not beyond modifying this position when
expedient. For instance, the NWSV capitalised for twenty-four years, up until
removal by a newly elected Labor Government in 2008, on exemption from crude
oil excise tax for its condensate production.320

The above summation reinforces just how complex the politics-economics
nexus is. It is for this reason that political legislation is necessary to prescribe
parameters, and thus a degree of certainty, for human – including economic –
endeavours. However, seldom is a government in a position of absolute power to
install legislation without amendment; most often, legislative outcomes are the result
of pragmatic political compromise – realpolitik – which can lead to ambiguity and,
paradoxically, arising uncertainty.

This was certainly the case during the formation of UNCLOS III, which
entailed twenty six years of negotiations, and a further decade to gather the required
sixty ratifications to bring it into force. Of particular relevance for this research is
Article 83(1), which attempts to establish parameters for determining ownership of a
country’s continental shelf. The compromise necessary to deliver a solution resulted
in an imprecise prescription that effectively left determination in the hands of
international tribunals. However, in the case of the Timor Gap, Australia’s March
2002 withdrawal from international arbitration meant that settlement required further
political solution. Indeed, Australia from the time of its signing its first maritime
treaty in the region with Indonesia in 1972 had stated its preference for such political
resolution.

In the absence of legal certainty, a series of treaties and agreements dealing
with the Timor Gap were negotiated. Each of these – commencing with the Timor
Gap Treaty signed in 1989, then the Timor Sea Arrangement signed in 2001, the
320

The exemption, part of the multi-level government package to help establish the NWS project, was
removed by the newly elected Australian Labor Government in their May 2008 budget, and
reportedly elicited a ‘ballistic’ response from Woodside CEO, Don Voelte (Wilson, 2008b, p. 32).
The exemption had been particularly beneficial since 2002 when condensate production soared –
projected figures for additional Federal Government revenue arising from the exemption are
indicative: AU$2.5 billion for the four years to 2011-12.
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Timor Sea Treaty signed in 2002, and finally the Treaty on Certain Maritime
Arrangements in the Timor Sea and the International Unitisation Agreement both
ratified in 2007 – required compromise solutions that reflected contemporary
political realities; in short, realpolitik solutions.

That East Timor successfully

managed to shift the terms of each successive agreement in its favour (refer Table
15) demonstrates that country’s adeptness in engaging realpolitiks in international
affairs.

In summary, the above legal and political factors are all clearly high salience,
and arguably had the greatest impact on the Greater Sunrise project objective.
However, neither of these factors is within policy reach, politics being innate to the
human condition, while it is established legislative parameters that decree policy,
rather than the other way around. Thus, an appreciation is required of the political
factors that might come into play in the project environment, including the
contingent factors of contemporary power and ideology. Similarly, an appreciation
of the nature of legal statutes is required, namely that as political creations these will
often not afford absolute solutions, and may therefore require further political
solution. In short, such an appreciation should alert policy makers to the need to
maintain regulatory flexibility with regard to changing sectoral factors.

6.4 Suggestions for Policy Framework
This thesis has thus far demonstrated the dynamic and complex nature of the project
environment, and underlined the need for the highest attainable level of certainty on
many levels as a prerequisite to investment. When a project does not proceed this
may constitute market failure, which will often be counter to the national interest.
Conditions of certainty are established largely within the realm of politics. For
instance, the above section highlights the requirement for defined property rights –
international legal codification, or treaty arrangements – and also for clear natural
resource development policies. Restated, in the absence of clearly defined policy, or
where ambiguity is present, this entrusts core decisions affecting the project
objective to uncertain political determination. It is therefore pragmatic to have clear
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national development goals and complementary policy options in place, which can
be consistently applied across a range of projects.

In regard to natural gas, where such policy frameworks exist internationally
these consider gas within a wider national energy policy (NEP), reflecting the
resource’s position as one amongst several that affect the energy security question.
Brown (2002, 225), writing in reference to the US’ formation of a NEP in the 1980s
following the Arab oil embargoes, defines three core political tasks: identify national
energy objectives, devise appropriate policy programmes, and create the machinery
to implement these.

Australia has never developed a coherent NEP. At the time of writing
national energy direction is undertaken by two complementary bodies. The Council
of Australian Governments (COAG) sets broad policy objectives, while its
governing body, the Minister Council on Energy (MCE), provides national oversight
and coordination of policy development. COAG, in the June 2001 communiqué that
established the MCE, outlined several policy principles consistent with three key
objectives, which remain the basis of contemporary policy formation:
•

Encouraging efficient provision of reliable, competitively-priced energy
services to Australians, underpinning wealth and job creation and improved
quality of life, taking into account the needs of regional, rural and remote areas;

•

Encouraging responsible development of Australia's energy resources,
technology and expertise, their efficient use by industries and households and
their exploitation in export markets; and

•

Mitigating local and global environmental impacts, notably greenhouse impacts,
of energy production, transformation, supply and use (Aus., COAG 2001,
Attachment 2).

These objectives are essentially a version of the universally adopted “three E’s …
Economic efficiency, Energy security and Environmental sustainability” (IEA 2005,
12). The COAG communiqué also highlights the increasingly important role for gas
in any national energy policy (Aus., COAG 2001, par. 4).
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In addition, COAG initiated an energy market review to identify strategic
issues to inform “the policies required from Commonwealth, State and Territory
governments” (Aus., COAG 2001, par. 8). This declaration highlights COAG’s
limited role as initiator of a national policy framework to guide disparate state and
territory policy making, the outcome being that “(r)egulatory arrangements across
the states and territories are fragmented” (Aus., AER 2007, 310).321 The review’s
terms of reference (Parer 2002, 267-268) mandated it to establish the benefits and
deficiencies arising from previous energy market reforms implemented during the
1990s.

The 1990s reforms were based on the recommendations of a 1993 report
(Hilmer et al 1993) into Australia’s national competition policy which emphasised
competitive market price signals as being the most effective means of achieving
economic efficiency. Indeed, the report’s Chairman, Fred Hilmer, earned the epithet
of ‘architect of market competition’ when the broad scope of his proposals were
endorsed in National Competition Policy (NCP) in April 1995.322

Also formed at

this time were the administrative bodies, the Australian Competition and Consumer
Commission (ACCC) and the National Competition Council (NCC). In regard to
energy, the ‘Hilmer Review’ reflected recommendations from an earlier Labor
Government White Paper, Energy 2000; released in 1988 at a time of global energy
security concerns, Energy 2000 also emphasised “competition … between energy
sources and between energy technologies (rather than) integrating energy sector
objectives in any form of ‘master plan’” (Aus., DPIE 1988, 15.2).

To return to the 2002 ‘Parer Review’, the market deficiencies identified
(Parer 2002, 9) can be interpreted as arising from either inadequate competition, or
confused governance arrangements and excessive regulation. Yet the report also
321

While COAG in initiating the energy market review did endorse the need for a national energy
policy (Parer 2002, 8), it is not apparent that this has been achieved some six years following the
report’s findings.
322
The ‘Hilmer Review’ was borne of Prime Minister Bob Hawke’s ‘new federalism’ announced in
July 1990. This doctrine sought to bolster a closer partnership between the three tiers of government
– Commonwealth, State and Local. Thus, the establishment of a national competition policy,
developed in close consultation with COAG, was seminal in creating a consistent national economic
regulatory framework to enhance competition. For a brief and informative overview of the evolution
of Australia’s National Competition Policy, see Kain (2001).
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noted that “industry and communities have an expectation that governments will
have a continuing role in energy market reform” (Parer 2002, 79), and the frequently
expressed concern that “(t)he overriding deficiency with current arrangements is the
lack of a national energy policy to provide strategic direction, regulatory stability
and ultimately investment certainty” (emphasis added) (Parer 2002, 70).323

The Howard National-Liberal coalition government’s response to the Parer
Review recommendations was contained in a 2004 White Paper, Securing
Australia’s Energy Future (Aus., Dept. of PM 2004). The White Paper set out a
policy framework that adhered to the belief that “a truly competitive, national energy
market holds the key to longer-term energy security,” and that “polices that pre-empt
or override market forces rarely work in the longer term” (Aus., Dept. of PM 2004,
81, 116). For instance, the White Paper suggested that the impact of Australia’s
decreasing net self-sufficiency in oil and petroleum products on the balance of
payments would be offset by income from rising LNG export volumes.

This

assessment drew criticism for both the assumption that LNG prices would retain
favourable parity to oil prices, and for ignoring the potential capacity for domestic
natural gas to contribute to Australia’s liquid fuel consumption, particularly by
developing GTL technology (Wilson 2007f, 32).

It can be argued that Australia’s continued heavy reliance on competitive
market forces to balance the energy market, apparent since the 1980s, requires
reassessing. At that time globalisation and conviction in the efficacy of free markets
was in the ascendency; however, the reality of unfettered global competition has
since been shown to have serious national interest implications. For instance, the
2001 attempted Shell takeover bid for Woodside raised the prospect of an MNC
taking control of a significant Australian natural resource asset and then
downgrading its development priority relative to competing global reserves. More
recently the prospect of BHP Billiton shipping its Olympic Dam mine output to
China for processing into uranium drew unified political condemnation “for its
potential loss of value-adding … as well as jobs and royalties” (Fels and Brenchley
2007, 62). The recommendation in response to this prospect was for the formation
323

This view paraphrased in the report from the submission from Origin Energy.
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of “visionary government polices that … involve engagement at a sectoral level that
cut across present hostility to selective interventions and discriminatory
approaches.”324 In short, that “(r)efusing to pick winners could leave (Australia)
with no winners” (Fels and Brenchley 2007, 62).325

To summarise, a strong case exists to develop an Australian NEP that takes a
strategic, holistic, and long-term approach to energy matters, and that seeks to
achieve coordination across departmental boundaries and cooperation between
multiple stakeholders. At the strategic level policy objectives that incorporate, but
also transcend, the three E’s are required. For instance, objectives would identify
the role for natural gas to contribute to Australia’s long-term energy security, along
with gas-based national economic development opportunities. That is, Australian
natural gas development would be considered within the strategic context of net
public benefit arising from various development options including export LNG,
domestic gas distribution, as well as from potential value-added development. Such
a holistic framework would acknowledge and capitalise on the close link between
upstream and downstream gas sectors.

These objectives would comprise the

building blocks upon which practical levels of policy formation, implementation,
and monitoring mechanisms could proceed.

Policy would in the first instance support private sector industry investment
throughout the gas supply chain; however, it would also provide guidelines for
identifying national interest outcomes, and indicators of market failure. Where such
instances arose, a range of corrective policy options would be available, along with
requisite statutory provisions and administrative capacity.

Policy would be

developed with reference to a range of known causes of project failure, such as those
identified in this thesis, and would include both regulatory and direct incentivisation
measures, along with monitoring mechanisms. Policy development would also need
to be collaborative, politically bipartisan, and multi-jurisdictional to ensure a clear
324

This quote attributed to Ian Marsh, Research Director, Committee for Economic Development of
Australia (CEDA), in Fels and Brenchley (2007, 62).
325
The authors of this article were Alan Fels, Dean of the Australia and New Zealand School of
Government, and previously, from 1995 to 2003, Chairman of the Australian Competition and
Consumer Commission (ACCC). Fred Brenchley is a former editor of The Australian Financial
Review.
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understanding amongst multiple stakeholder groups of strategic objectives and their
particular roles in achieving these. Indeed, clearly defined and consistently applied
policy is widely acknowledged as being the most efficacious means to ensure
certainty for project investment.

Conclusion
The above section commences by arguing that development of Greater Sunrise as
either domestic natural gas or as a combination of domestic and LNG gas is in
Australia’s national interest. This is substantiated on environmental, economic, and
social grounds.

Natural gas’ environmental credentials derive from its benign

greenhouse gas emissions, compared to main competitor fuels, oil and coal. These
benefits are realisable primarily in the electricity and industrial manufacturing
sectors, and extend both nationally and, in the case of export LNG, globally.

Potential economic development opportunities are primarily as a feedstock
fuel for value-added development in the Northern Territory, which would both grow
and stabilise the Territory’s otherwise volatile economy. Economic development
would also be enhanced in Australia’s south-eastern states through supply
augmentation and likely downward price pressure.

Similarly, the economic

development opportunities for East Timor arising from additional budget revenue
from Greater Sunrise would assuage many of the social problems afflicting the
fragile state, with positive ramifications for Australia in terms of enhanced regional
stability. Lastly, social benefits are assessed as accruing mainly to the Northern
Territory in terms of enhancement of local skills, population stability, and corporate
community engagement.

The case is then made that the non-development of Greater Sunrise
constitutes a form of market failure, on two counts. Firstly, it is agued that the
Northern Territory gas market is a bilateral monopoly. Supply side shortfalls are
investigated and three causes isolated, as follows. There are no readily available and
cost effective substitute fuels for natural gas, while new gas supply into the Northern
Territory market is inhibited by lack of existing pipeline infrastructure as well as
high commercial thresholds for development of smaller regional offshore reserves.
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In addition, Australia’s petroleum administration and regulation system is identified
as providing insufficient encouragement to commercialise discoveries under acreage
retention lease provisions.

Secondly it is posited that the Northern Territory natural gas market is
incomplete. This is due to market complementarity between upstream gas provision
and downstream utilisation, yet the inability to secure sufficient volume of gas sales
contracts to underpin a development commitment. The prescribed economic remedy
for incomplete markets is government coordination; however, effective policy must
be well researched to avoid delaying or distorting investment, and to ensure that net
public benefits are realised.

Having substantiated grounds for corrective government policy measures and
acknowledging the need for well researched policy, the following section posits a
role for government to both develop and apply an appropriately robust methodology.
The actors and factors analytical framework suggests a possible model to build
upon, and the results of applying this model to the Greater Sunrise project
environment are then presented. The various identified salient actors and factors are
organised into six categories, three groupings of which are found to be beyond
policy reach, therefore requiring appreciation of their possible impact on the project
objective.

Physical factors are found to be best addressed by policy dealing with both
technology and infrastructure. Examples cited are government-backed R&D into
ultra-long subsea pipelines, and the potential for greater Federal Government
promotion of advantageous project features such as market proximity and land
availability. An appreciation of cultural, social and psychological factors at the level
of political engagement – particularly where treaty negotiations are required – is
assessed as enhancing the likelihood of attaining expeditious outcomes. A related
finding is the central role that both legal and political accord play in creating
certainty within the project environment. An appreciation of the potential for these
same factors – particularly where they result from heavy compromise – to produce
ambiguity and thus uncertainty is also required.
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Technological factors are found to be within medium range of policy scope.
Policy can influence technology investment, as occurred in Queensland with the
CSM sector, while fiscal mechanisms also offer a means to direct R&D investment,
along with direct government R&D provision. Industry-government collaboration in
identifying and working towards technological goals is also recommended. Next,
project infrastructure requirements are assessed as falling within the medium to high
range of policy scope. For instance, policy might provide for direct provision of
infrastructure, as occurred with the NWS in Western Australia, or assist in ensuring
infrastructure is built, as with the BOOT model.

In addition, incentivisation

measures include direct financial assistance, fiscal mechanisms, and bureaucratic
streamlining.

Lastly, commercial, financial and economic factors are found to fall within
the high range of policy scope. As suggested above, financial assistance is available
by either direct provision or by fiscal relief. Scope to enhance the commercial
project environment can be achieved by addressing supply and demand imbalances,
with emphasis on the demand side. In regard to ensuring a favourable economic
setting, this requires political collaboration and coordination, suggesting the need for
an NEP.

The final section above commences by arguing for an NEP which recognises
the strategic role for natural gas to contribute to Australia’s prosperity.
Contemporary Australian energy policy – the preserve of COAG – centres on the
three universal objectives of energy security, efficiency, and environmental
sustainability; however, these objectives and associated policy principles only offer
guidelines for disparate state and territory policymaking, leaving regulation
nationally fragmented. It is further shown that contemporary energy policy largely
adheres to frameworks dating from the late-1980s, which place heavy reliance on
competitive market forces. It is then argued that the changed nature and shape of
globalisation in the early twenty-first century has national interest implications that
require a reassessment of policy direction.
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The section concludes by suggesting direction for an NEP at the three policy
levels of identification of objectives, policy development, and implementation.
Objectives should include a clear role for natural gas to contribute to Australia’s
energy future and general economic prosperity. These would be supported by policy
guidelines which include criteria for identification of the national interest and market
failure. Policy options would be complemented by enabling statutory provisions and
administrative capacity.

Robust monitoring of policy outcomes in a changing

energy environment would also be decisive. Finally, it is stressed that for policy to
realise the paramount goal of generating certainty in the energy environment it must
be clearly articulated and consistently applied.
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7. CONCLUSION
This thesis recounts the story of the numerous concerted attempts spanning over
three decades to bring the Greater Sunrise gas field into commercial production. At
the heart of the story is the complex nexus of causal interactions, involving myriad
actors and factors, which have presented unacceptable levels of risk to the project
consortium. Thus, the research highlights how a requisite degree of certainty – or,
restated, risk negation – must be attained before a project will proceed, and the
difficulty in accomplishing this within a complex project environment.

This observation also underscores the enormity of the task faced by a
petroleum development consortium in managing diverse actors and factors – many
of which are beyond their direct sphere of influence – in pursuit of advancing project
development. Moreover, where an alignment remains elusive this poses a level of
risk, and where risks are large commensurate rewards are commanded. This reality
affords cause for deliberation in regard to oft-levelled criticism against sometimes
substantial petroleum company profits. It also highlights the need to reduce project
risk in the best interests of company, government, and – ultimately – societal
stakeholders of a natural resource.

Recognition of the above requirement underpins the core question of this
research: Why does Greater Sunrise remain undeveloped, over three decades since
discovery, despite the stated aspirations of major stakeholders? In order to answer
this question, and to determine solutions, this thesis posits at its outset several
adjunct questions.

Firstly, two related questions are asked: Who and what are the key actors and
factors that have presented unacceptable levels of risk to the Greater Sunrise JV
partners? and, How can the salience of relevant actors and factors be assessed, in
terms of their capacity to affect the project objective? In order to address these
questions – to identify the multiple actors and factors at play, and the nature of their
interaction – disaggregation of the project environment is required. To facilitate this
task the actors and factors analytical framework is developed. Drawing on a World
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Bank project management model, this framework utilises dimensions of importance,
power, and risk to firstly identify actors and factors, and to then assess their salience.
The three respective criteria applied are the potential impact, capacity to influence,
and degree of risk posed by identified actors and factors, in relation to the project
objective. The rationale for this analysis is to identify priorities for future risk
management policy strategies.

The next question asks: What is the optimal development scenario for
Greater Sunrise or, restated, the project objective? The project objective requires
defining in order to render the above model operational, as it is against this
dependent variable that assessments are made.

While development of Greater

Sunrise is clearly an objective, further definitional refinement is employed by
asking: Which development scenario will attain an optimal national interest outcome
for Australia? The national interest is defined using sustainable development criteria
of nationally beneficial environmental, social, and economic outcomes.

Environmental credentials would derive from Greater Sunrise gas’ benign
greenhouse gas emissions, compared to main competitor fuels oil and coal. Both
economic development and social outcomes would accrue primarily to Australia’s
Northern Territory, subject to availability of a tranche of domestic gas for valueadded development. The main potential benefits would be growth and stability for
the Northern Territory’s volatile economy, population stability, and enhancement of
local skills and productivity. National economic benefits would also be realised in
the event that gas be transported to south-eastern markets, in terms of enhanced
market liquidity and competitive pricing. Moreover, to the degree that Greater
Sunrise natural gas would augment security of national energy supply, this would
enhance national security. Similarly, regional security would be enhanced should
additional budget revenue for East Timor from Greater Sunrise taxation be
efficaciously utilised to generate economic growth and ameliorate many of the social
problems afflicting the fragile state.

With reference to the above national interest criteria, the following definition
of the project objective is arrived at:

359

Chapter Seven: Conclusion

Extraction of gas from the sub-sea surface for pipeline distribution to
mainland Australia (Northern Territory) for either processing into domestic
natural gas, or a combination of domestic and LNG export gas.
This definition, besides its function as a dependent variable against which to assess
actor and factor salience, is also posited as a goal against which policy can be
formulated. Such policy should in the first instance support private sector industry
investment through regulatory guidance and incentivisaiton measures. To assist in
achieving this end a broader understanding of the motivations of diverse
stakeholders operating within the project environment is useful; thus, a further
question is posited: What are the key features of the Greater Sunrise natural resource
that confer stakeholder value?

Investigation of this question confirms the existence of several different
conceptualisations of value. Economic value is found to be related to changing
societal requirements and innovations. That is, natural gas’ increasing value as a
global commodity derives from contemporary requirements for enhanced energy
security and diversification, for convenience in energy exploitation, transportation,
and utilisation, and for environmentally benign energy sources. The realisation of
these requirements is facilitated by technological innovations throughout the gas
supply chain, in particular downstream value-added uses. Such innovation both
lowers commercial thresholds, and also generates further demand. These features
have since the post-World War II era increasingly augmented demand for, and the
economic value of, natural gas. This enhanced economic value accrues directly to
host governments in the form of exploitation royalty and company taxation revenue,
and to petroleum development companies who seek a commercial return on their
investment to return to shareholders.

Accordingly, these key stakeholders were generally in accord about the goal
of progressing the Greater Sunrise project; although, less so in regard to how
economic spoils should be apportioned. Thus, delays to treaty finalisation occurred
until the Australian and East Timorese governments agreed on the CMATS treaty in
January 2006, which included a 50-50 revenue split. Similarly, progress towards an
FID commitment by the JV consortium was frustrated pending finalisation of
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arrangements that both specified and locked in legal and fiscal terms. The need to
attain this certainty had been accentuated by East Timor’s attempts to change
taxation terms during the period between cessation of the Timor Gap Treaty
following independence in late-1999 and finalisation of the Timor Sea Treaty in
May 2002, and by subsequent demands that an LNG processing plant be located in
that country. Indeed, even after the February 2007 ratification of CMATS and the
IUA the JV consortium was reportedly negotiating a Fiscal Stability Agreement with
East Timor as a prerequisite to advancing development.

An additional concept of value explored is the national interest ramifications
from development of Greater Sunrise, as described above, and which transcend
purely economic benefits to include social and environmental benefits. However,
East Timor, as joint owner of the reserve, desired many of the same national interest
values concomitant with securing access to a tranche of domestic gas. In addition,
the newly-constituted state’s history of colonial dispossession and past injustices
arguably accentuated the value it placed on sovereign entitlement. The Australian
Federal Government is also assessed as valuing jurisdiction over the strategic
maritime region in which Greater Sunrise is located in terms of trade, defence, and
security concerns. Also mentioned above is the value the JV consortium placed on
realising commercial return on investment, a factor dependent upon securing both
favourable and enduring legal and fiscal terms.

The above findings exemplify how the distinctive values placed on Greater
Sunrise by the key stakeholders – the development companies and the three national,
provincial, and regional governments – generated conflict.

This dissent was

frequently played out by way of various media channels in the public arena, the
upshot of which was uncertainty as to project status and therefore unwillingness on
the part of potential customers to negotiate sales contracts.

This detrimental

outcome highlights the potential advantage from collaboration amongst stakeholders
who, should they consider collective payoffs, would have an incentive to work in
unison to both establish and implement the means to realise those payoffs.
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The behaviour of salient stakeholders, besides being influenced by their
respective values, was also conditioned by many contingent factors at play within
the project environment. Most notable amongst these was the requirement to settle a
historically disputed maritime boundary during a period of changing precedent in
international maritime law, a challenge further complicated by the presence of the
Timor Trough which ostensibly demarcated the edge of Australia’s continental shelf,
along with escalating knowledge of the disputed region’s petroleum-bearing
potential.

In addition, the several project development options considered by the JV
consortium were invariably superseded by rapidly changing global energy markets
that alternatively favoured supply of domestic natural gas, export LNG, or a
combination thereof.

Gas processing options were further confronted by new

technological opportunities – most notably the option to process gas offshore by way
of FLNG – each with associated cost implications, risks, and rewards. Moreover,
these events unfolded during a period of rapidly advancing globalisation, in
particular enhanced means of communication and increased levels of transparency,
public awareness, and thus accountability for the actions of the key stakeholders.
Indeed, it is argued that the media was in certain instances successfully leveraged to
influence the behaviour of stakeholder groups. The upshot of these factors was that
project decisions were either delayed or changed, which compounded uncertainty
about project advancement and thus likelihood of supply for potential customers.

While the identification of salient actors and factors in this thesis goes some
way towards developing an understanding of the dynamic project environment, it
should be noted that this compilation is not exhaustive due to two main factors.
Firstly, various details about the internal project environment are not assessed,
mainly because these were unavailable due to commercial confidentiality. Such
concerns would include raising capital in global financial markets, managing
exchange rates, and analysing project costs and benefits along with calculation of an
acceptable internal rate of return, all of which require forward assessment of various
shifting market variables.
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Secondly, the actors and factors model developed here, while a concerted
attempt, has acknowledged limitations.

This suggests the need to develop an

enhanced model, and invites the core analytical question of the thesis: Who, of the
various key stakeholders with interests in a natural resource project, is responsible
for developing an enhanced model, and for correlating and assessing relevant data
with a view to recommending risk management strategies? In answer, it is argued
that central government is in the best position to coordinate such an undertaking, due
to its location at the centre of the complex nexus of causal interactions occurring in
the project environment, in addition to it having the administrative capacity to
process the large volume of required information, and the capacity to implement
policy choices. This pragmatic rationale is complemented by the moral conjecture
that governments have a responsibility to ensure that national natural resources are
exploited to realise a net public benefit, and theoretical justification in cases where
market failure is shown.

Concomitant with the coordinating role for government is the requirement to
initiate a framework for collaboration throughout the policy development,
implementation, and evaluation phases.

This multi-stakeholder approach would

incorporate input from across the different tiers of government, which would also be
bipartisan, and would require cooperation between public sector departments.
Clearly petroleum development companies would continue to have major input into
this process, while there is also scope to increase the flow of information and
consultation with stakeholder communities.

Examples of desirable national interest outcomes arising from collaboration
appear throughout this thesis. The most prominent example within the petroleum
sector is development during the early-1970s of North West Shelf gas in offshore
Western Australia which entailed multi-level government - industry collaboration.
The Greater Sunrise case study also cites several working examples.

Notable

amongst these is the trend, growing since the late-1990s, for petroleum companies to
form joint ventures as a means to spread risk, particularly financial risk, and to share
technology and organisational skills; in short, to maintain competiveness.
Successful collaboration of a slightly different sort also occurred in the case of the
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loose alliance between East Timorese negotiators, partisan NGO and civil society
groups, and a sympathetic media.

Thus, it is apparent that collaboration amongst multiple stakeholders within
the petroleum project environment, coordinated by central government, has the
scope to deliver clearly defined energy development objectives, complemented by
efficacious policy options enshrined within a national framework. Importantly, such
policy would require consistency in application and robustness in monitoring. This
accomplishment would enhance certainty in the otherwise dynamic and complex
project environment, shown to be an essential prerequisite for investment decisions.
Moreover, agreed upon goals and clear policy direction would foster a unity of
purpose amongst multiple stakeholders, a factor largely absent in the Greater Sunrise
project.

In closing, it is worth noting that the dynamics at play within any
hydrocarbon development are unique to that project. This thesis shows that in the
case of Greater Sunrise a particular confluence of political, economic, and legal
challenges, amongst others, conspired to thwart project advancement. These advents
have made possible a research endeavour that has been of intrinsic interest and, it is
anticipated, informative – besides challenging.

Of particular assistance in

addressing this challenge has been use of a political economy perspective to explore
questions of broad disciplinary scope. Certainly the paramount role of politics
within the politics-economics nexus has been a central thread running throughout
this research. Indeed, it is evident that the political will to recognise, and the
leadership to address, the various complex issues likely to affect future petroleum
projects are decisive factors in ensuring that Australia’s natural resource endowment
is developed in the national interest.
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Appendix 1. Project Payback - Oil vs. LNG

Source: Feltman (2002, Ppt. Slide 07).
The above simplified graph shows the typical rate of return on investment for an LNG export project, as
compared to oil. Construction of infrastructure takes a minimum period of three years, while the period
between commencement of LNG supply contract negotiations and the first shipment generally lasts, at the
minimum, five years. For LNG, therefore, there is a long wait for project payback, however once
established, cash flow is considerable and reliable. Feltman (2002) notes that “capital payback periods
are generally 10-15 years for lenders to the project and 20 years for the principals” (Feltman 2002, 3).
However, please note a caveat to interpretation of this type of graph, which “does not take into account
the resources used, nor show the overall profitability of a project or the time value of money” (Peebles
1992, 208).
Project Cash Flow Components*
Cash Outflow
Capital Expenditure: The cost of fixed assets with a working life exceeding one year which are
capitalised and depreciated in the books of accounts (e.g. pipelines, plants, ships, buildings etc.);
Initial Revenue Expenses: Costs which are not capitalised but are directly associated with a capital
expenditure project (e.g. formation costs, running costs of a plant prior to start-up etc.);
Working Capital: Stocks of gas, materials etc., which must be held to keep the fixed assets in use, the
credit given to customers (less the credit given by suppliers) and working cash balances;
Operating Costs: All running expenses including wages, rents, fuel, overheads, etc. but not depreciation;
Taxation: Tax payments on income, royalties and other fiscal charges;
Financial Commitments: repayments of capital and interest on borrowed funds, ship charters/leasing
arrangements etc..
Cash Inflow
Gross Income: Sales proceeds and any cost savings that may be realised;
Return on working capital: Any reductions in working capital over the life of the project and the
settlement of outstanding credit at the end of the project’s life;
Residual Value: Proceeds from the sale of land and worn out or partially worn out equipment and other
assets. Residual value is not necessarily the same a s book value;
*the list shows main components, not all of which need apply to every project
Source: Peebles (1992, 208-209).
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Actor and Factor Identification: Selected Questions.

Specific to actors:
•

What are stakeholder expectations and preferences for the development of
Greater Sunrise?
o What are stakeholder objectives?
o What are stakeholder experiences or knowledge of comparable
development projects?
o What ideology or perspectives do stakeholders have?
o Which stakeholder interests conflict or concur with the project
objective?
o What costs and benefits have been, and/or are likely to be incurred by
stakeholders?

•

What are stakeholder roles, in relation to the Greater Sunrise project?
o To what degree are stakeholders dependent on achieving the project
objective (e.g. for livelihoods, votes, or company reputation)?
o Are there historical, cultural or ideological linkages to the project
environment (e.g. physical location), or its outcomes (e.g. use of
natural gas resources)?
o Are there pre-existing rights to the ocean, seabed or sub-sea resources
under customary or common law?
o At what project decision-making levels are stakeholders represented,
and how effective are their internal rules? How transparent and
accountable is decision-making?

•

What resources and organisational capacity do stakeholders have?
o To what degree do stakeholders have access to information, and how
effective are their means of communication (e.g. are they able to
disseminate their own information, and by what channels?)
o To what degree do stakeholders have access to economic wealth?
o What access do stakeholders have to decision-making in regard to the
Greater Sunrise project, both formally (e.g. constituent or shareholder
voting), or informal (e.g. personal connections to company or
political elites)?
o To what degree can stakeholders utilise force, or the threat thereof, to
achieve their objectives?
o How might these resources affect the project objective?
o Have stakeholders mobilised these resources previously, and/or to
what degree are stakeholders willing to mobilise resources?

326

The above list of questions for assessing actors and factor characteristics is compiled with
reference to the works of various scholars in the fields of both stakeholder management and project
analysis, all of whom are cited at various points in Chapter 3.2. For instance, Freeman (1984, 61)
posits a power analysis comprising of voting, economic, and political power; while Chevalier (2006a,
1-5) posits economic wealth, political authority, force or threats of force, and access to information
and means of communication. Another invaluable source for the above compilation has been Mayers
(2001, 8 - 12).
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Specific to factors:
•

Which factors are actor driven (e.g. legal frameworks)?
o Which of these factors conflict or concur with the project objective?
o Who are the key actors, and how can they affect the factors
identified?
o What are the expectations, roles, and resources of actors, in regard to
how they might affect identified factors?

•

Which factors are technology reliant (e.g. processing options), and what
technological options are available?
o What is the pace of technological change in this area?
o How have these technological factors affected comparable projects
previously?
o What are the costs and benefits of these factors, and/or of possible
alternative technology adoption?

•

Which factors are natural phenomena (e.g. weather or geological features)?
o What statistics are available, and who has access to these?
o With what degree of accuracy can these factors be predicted?
o How accurate are available statistics (e.g. seismic data), and/or are
there alternative statistics available (e.g. contradictory reports)?
o Where statistics are unavailable or inaccessible, what subjective
estimates can be made, possibly with reference to comparable
projects?

•

Which area of the project environment do factors relate to (e.g. physical,
institutional)?
o Where factors relate to the physical environment, can they be
addressed and in what ways (e.g. pollution, harbour access)?
o Where factors relate to the institutional environment, can they be
addressed and in what ways (e.g. maritime boundaries, security,
media coverage)?
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