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1 Introduction

1.1 Terms of reference

This report was commissioned by the Degpent of Resources, Energy and
Tourism to address the outlook for supply and demand for imported crude oll
and petroleum product and the capac
infrastructure to meet foreshadowed petroleum import requirements. The
adequacyf existing and planned infrastructure is to be assessed and any
barriers to competition and efficient investment identified.

1.2 Background

Despite relatively high levels of domestic oil production in the past, imports of
crude oil and refined petroleum prot$ have always played an important role
in supplying the Australian demand for liquid petroleum fuels.

Imports of crude oil increased gradually over the past twenty years as
production from Australiads produci
around 30,000 ML perannumin 1998 . Austral i ads i mp:
products were less than 5,000 ML per annum unt03082en they

increased to around 10,000 ML per annum following the mothballing of
Mobil ds Port St anvacdI1R600 Mhperagnum dy mp «
200708 and are expected to continue to rise as demand for petroleum
products grows.

A number of policy issues have emerged concerning levels of competition in
the Australian petroleum products market and the adequacy of infrastruc
as imports of petroleum products increase.

The Australian Competition and Consumer Commission (ACCC)Reiport
Prices and Australian Conseleased in December 2007, discussed the role of
independent importers as competitors in the Austpatisoleum products

market. In its report the ACCC concluded that the four domestic refiner
marketersvere able tdominate the mark@ACCC, 2007)

The report noted that the most significant competitive threat to domestic
refiner marketers would be lasgale importing of petrol by a reseller or
independent retailer. The ACCC recommended that:

A a comprehensive audit of terminals suitable for importing refined petrol in
Australia. The audit should cover current and future terminal capacity,
current anddture use of terminal capacity, as well as terminal leasing and
sharing arrangements.

Introduction 1
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A following the audit, there be-gaing monitoring of the use, leasing and
sharing of terminals suitable for importing refined petrol into Australia.

In April 2008, the Goner nment announced Its sup
recommendations for a comprehensive audit of terminals and subsequently
announced the Department of Resources, Energy and Tourism would manage
the audit.

The ACCC released a further report on petrol pricescdeniber 2008 which,
among other things, discussed the level of import competition in the Australiar
market{ACCC, 2008)n this report the ACCC noted

The refinedmarketers accounted for about 93 per cent of the petrol imported into
Australia in 200@8.This high share is unsurprising because the dafareters

control most terminals that are capable of receiving imports. Of the 55 terminals
around Australia that are capable of receiving imports, 46 of these are owned by the
refinedmarketers while arther four are controlled by them through lease
arrangements. Consequently, the constraint imposed by actual or potential import
competition is reduced.

1.3 Methodology

The audit was conducted through a questionnaire that was sent to the refiner
marketersrad independent terminal operators. Interviews were also held with
selected port corporations and independent fuel suppliers. ACIL Tasman
undertook econometric analysis to develop forecasts of petrol, diesel and jet
fuel by State and Territory. The forecasre used to assist with judgements

on adequacy and future requirements. ACIL Tasman also consulted with the
ACCC, the Department of Treasury, the Australian Bureau of Agricultural and
Resources Economics (ABARE), the Australian Institute of Petrolé&)m (A

and LPG Australia (LPGA).

While relevant government agencies were consulted in the preparation of the
report, the contents of the report reflect the views of ACIL Tasman and do
not necessarily redit the views of the Government

2 Characteristics of im port
infrastructure

Petroleum import infrastructure includes ports, wharves/berths, discharge
facilities, pipelines, storage tanks at terminals and other remote locations, as
well as facilities for loading petroleum products onto road and rail transport.

Terminals are those storage facilities where refined petroleum products are
received from either refineries or import facilities. Fuel is distributed from
terminaldy truck or rail to retaileos bulk users. Terminals are the points

Characteristics of import infrastructure 2
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where wholesalers, tdisutors, retailers and other end users access petroleum
products. All terminals have loading gantries and storage and can be suppliec
by pipelingship andn some casdxyroad transport. Import terminals,

however, are only supplied by pipeline fromemés or ports.

2.1 Determinants of import capacity

Australiads overall fuel I mport caf
terminals around the country and by the capacity of each terminal and its
associated infrastructure. It is important to recogriisat a fuel t e

capacity should be measuredfimsar throughput over a period of time
(such as a year) rather than the physical size of the terminsiamitt®lds
at a given point in time.

The key determinants of the capacity of aniatimclude demand patterns,
delivery infrastructure, shipping schedules, berth capacity, tank storage and
loadout facilities. Interactions along the supply chain determine ultimate
capacity.

Capacity is not an absolute concept as it depends on dtengmemditions

that apply at individual terminals and in the supply network from time to time.
In cases where there are no bottlenecks it is usually possible to increase
throughput above normal operating capacity but at an increased cost (such as
increasd demurrage and shipping costs).

2.2 Ownership and commercial arrangements

There are a variety of ownership and access arrangements applying to fuel
terminals in Australia. The main types of ownership arrangements in Australia

are:
A terminals solely owned aopkrated by refinenarketers

I this can involve sole ownership or joint venture arrangements

I where fixed costs are shared according to an agreement and variable
costs are related to throughput

I ownership shares can vary according to the joint venture ajreeme
A terminals ownednd operated by an independent terminal operator
A terminal®wned and operated by an independent importer

There are two major types of fuel storage arrangements that provide refiner
marketers and independent importers with access iialsrthat they do not
own:

A hosting arrangement

Characteristics of import infrastructure 3
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I provides access by another compastote and load product at the
terminalfor amarketbasedisage charge either on a spot or long term
basis

A leasing arrangement

I under this type of arrangement, refinaketers and independent
importers lease storage capagityeither an exclusive or rexclusive
basisfrom independently owned terminals.

Oil companies and independents often buy petroleum products from each
other in markets where they do not own fiesilar where they do not directly
import through hosting arrangements. Sales into terminals are generally set a
an import parity price (IPP). Sales of product out of terminals reflect the
terminal gate pri¢gd GP)which is based on IPP plus terminal @sarg

including any taxes and other charges. Discounts or premium charges may
apply depending on volume, contract period and any branding and/or
marketing support that applies.

3 Location, infrastructure and capacity

There are seven refineries anddivbleunproductimport terminals in
AustraliaThis number includes a number of mainly smaller terminals that
were not included in the ACCC repddnitoring of the Australian Petroleum
Industrgeleased in December 20AB refineries have facilities for impugti
crude oil and for importing and exporting petroleum produedocations

of key petroleum import facilities and infrastru@rtoend Australia are
shown inFigurel.

Locatio n, infrastructure and capacity 4
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Petroleum import in frastructure in Australia
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