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Our Reference: APLNG — COR — 1044254

Patrick Loughrey

Project Leader (GRC0067)

Australian Energy Market Commission
Level 15, 60 Castlereagh Street
Sydney NSW 2000

By electronic lodgement: www.aemc.gov.au

Dear Mr Loughrey

Australia Pacific LNG Pty Ltd (APLNG) welcomes the opportunity to comment on the Australian
Energy Market Commission’s (AEMC) draft rule determination on the National Gas Amendment
(Compensation and dispute resolution frameworks) Rule (the draft determination).

APLNG is an incorporated company and one of the largest producers of natural gas in eastern
Australia, delivering a reliable energy source to customers in Australia and Asia. We are the largest
net contributor of gas supply to Australia’s domestic east coast gas market, having provided over
2,100 PJ of gas into the domestic market since the project was sanctioned.

As one of the largest producers and consumers of gas in the east coast gas system (ECGS), we
expect to be disproportionately affected by the Australian Energy Market Operator's (AEMO)
directions powers and the associated gas compensation framework. It is therefore important to us
that the framework is fit-for-purpose, equitable and minimises market distortions.

We believe the creation of a new stand-alone gas compensation framework, as proposed by the
AEMC, is a pragmatic step forward. The planned changes remove many of the complexities of the
current arrangements and provide greater clarity and certainty to all stakeholders on the
compensation claim process, including the overarching roles, responsibilities and timeframes.

However, APLNG believes that several fundamental issues persist in the draft determination which
could be more thoroughly assessed by the AEMC before it makes its final determination, including
issues we presented to the AEMC in our July 2023 submission and subsequent bilateral meeting.
Our key areas of concern are outlined below.

Categories of costs to be recovered as compensation

During previous consultation rounds, APLNG advocated for participants to be able to seek
compensation for all costs incurred as a result of a direction issued by AEMO. In simple terms we
proposed that claimants should be returned to the financial position they would have been in but for
the AEMO direction. We continue to believe this to be the case and that the categories of
recoverable costs should be expanded to include both opportunity and consequential costs.

Compensation for directed and affected participants is designed to reduce the impact of a direction
by AEMO on participants. Failure to fully compensate directed participants who are required to
provide services needed by the ECGS can have long-term negative impacts on the financial position
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of these participants, increasing their financial and sovereign investment risks. This will create
further risk to ongoing investment in maintaining existing gas supply and developing new gas
supply, both of which are necessary for sustaining ECGS supply security.

In addition, limiting recovery to direct costs does not in APLNG'’s view strike a fair balance between
the interests of the claimant and those benefiting from the increased reliability and supply adequacy
(i.e. consumers in the domestic ECGS), thus leading to an inequitable allocation of risk across the
different parts of the ECGS.

APLNG respectfully requests that AEMC reconsiders the balance of interests between the claimant
and the beneficiaries when making its final determination (including the regulatory impact analysis)
in order to mitigate the potential knock-on risks to ongoing investment in maintaining adequate
supply for the ECGS.

Including the claimant as a liable relevant entity

Under current arrangements, the claimant is exempt from contributing towards the compensation
funding amount. The AEMC has proposed that this will no longer be the case. The AEMC has
stated on page 21 of its draft determination that: ‘Based on consumption-based approach, a
claimant may be a relevant liable entity that is required to fund compensation’ but has not provided
any detailed rationale for the departure in its draft determination.

APLNG does not support this proposed rule change as it does not strike a fair balance between the
interests of the claimant and the beneficiaries of an AEMO direction. We consider that it is
inequitable that, in addition to responding to a direction, APLNG could be exposed to contributing
towards its own compensation funding amount and to bearing its own claim-related costs...

So far as APLNG is aware there are no barriers preventing AEMO from excluding the claimant’s
consumption from the aggregate gas consumption calculation, noting that AEMO requires granular
consumption data to apportion the compensation funding amount to liable relevant entities. We
therefore request the re-insertion of the wording ‘(other than the claimant)’ in rule 707(7) of the
National Gas Rules.

Proposed Tier 1 civil penalty provision to support appropriate behaviour in response to an
AEMO direction

APLNG believes that it is important to preserve economic signals as much as possible, both to
minimise market distortions and to provide incentives for market-based responses to potential
reliability and supply adequacy issues in the future. In APLNG’s view, introducing this civil penalty
provision will substantially interfere with the efficient operation of the market and normal commercial
trading activity.

An effective functioning market relies on the responsiveness of the market to price signals. In
situations where there is a tight supply-demand balance, market prices are likely to be high, making
it more attractive for suppliers to voluntarily participate in the market and increase supply to meet
demand. It is reasonable for a supplier to respond to these scarcity signals and act in its own
legitimate commercial interests when negotiating and entering into agreements with other parties.
The Competition and Consumer (Gas Market Code) Regulations 2023 (Cth) recognises this
prerogative in its dealing in good faith provisions.

This proposed civil penalty provision could disincentivise such participation or mute the price signals
needed to communicate the threat or risk to reliability and supply adequacy to consumers,
potentially creating a circumstance in which AEMO needs to issue a direction that would not
otherwise have been required had the market been able to behave and act without regulatory
constraints. APLNG therefore does not support its inclusion of a civil penalty provision in the gas
compensation framework.

In addition to the above points, APLNG has outlined our position on various aspects of the AEMC’s
draft determination and draft rule amendments in Appendix A. This includes feedback on the
proposed right of appeals process, the definition of ‘gas demand’, the minimum claim threshold,
proposed solutions and the implementation timeframe.



APLNG would like to thank the AEMC for the opportunity to provide feedback on the draft
determination and for its engagement with us throughout this rule change process. We trust our
feedback will assist the AEMC in developing a fit-for-purpose and equitable gas compensation
framework.

Should you have any queries relating to this submission or would like to meet with us, please contact
Manda Goodwin, General Manager Commercial via email at manda.goodwin@aplng.com.au

Yours sincerely

oed

Manda Goodwin
General Manager - Commercial
Australia Pacific LNG Pty Ltd
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