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Key messages

In 2013-14 petrol prices
were the third highest on
record in real terms

Australian retail petrol
prices largely reflect
international factors and
domestic taxes

Australian retail petrol prices were
historically high in 2013-14

Annual average retail petrol prices in 2013-14 were the third
highest on record in real terms.

The annual average retail price of regular unleaded petrol (RULP)
in the five largest cities (i.e. Sydney, Melbourne, Brisbane, Adelaide
and Perth) was 150.6 cents per litre (cpl) in 2013-14.

* Inreal terms, annual average prices were the highest after
2007-08 (157.3 cpl) and 2005-06 (151.1 cpb).

* In nominal terms prices were 9.3 cpl higher than in 2012-13,
and were the highest nominal prices on record.

The degree of price volatility in 2013-14 was lower than in
previous years—the range between the highest and lowest seven-
day rolling average prices in 2013-14 was 19 cpl, compared with
23 cplin 2012-13 and 22 cplin 2011-12.

* The volatility was generally within a narrow band—on around
82 per cent of days in 2013-14 prices were within a 10 cpl
range between 145 cpl and 155 cpl.

International market prices and domestic
fuel taxes largely determine Australian
petrol prices in the medium term

Of the annual average price in the five largest cities in 2013-14
of 150.6 cpl:

the international market price of refined petrol contributed
81.5 cpl (54 per cent)

* taxes—which consist of excise (at 38.14 cpl) and GST
(one-eleventh of the final retail price)—contributed 51.8 cpl
(34 per cent).

In total around 88 per cent of the annual average retail price of
petrol in 2013-14 (i.e. 133.3 cpl) was directly attributable to the
price of international refined petrol and taxes.

As international refined petrol prices are expressed in USD,
changes in the AUD-USD exchange rate also affect domestic
retail prices.

In 2013-14 Australian motorists were less protected than in
recent years from higher international petrol prices because the
annual average value of the Australian dollar fell to its lowest level
since 2009-10.

As the international market price of refined petrol in USD was
relatively similar in 2012-13 and 2013-14, the main driver

of higher petrol prices in Australia in 2013-14 was the

lower AUD-USD exchange rate.
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Australian petrol prices are
among the lowest in the
OECD due to lower fuel
taxes in Australia relative
to other countries

Price cycles significantly
affect prices in Australia’s
largest cities

International refined petrol
prices were relatively high
but stable in 2013-14

If the average AUD-USD exchange rate in 2013-14 (USD 0.92) had
been at the same level as in 2012-13 (USD 1.03) retail petrol prices
in 2013-14 would have been around 10 cpl lower.

Australian retail prices are low by
international standards

As a result of rates of fuel taxation that are less than in many
other countries, Australia’s petrol prices are among the lowest
in the developed world. In the June quarter 2014 Australia had
the fourth lowest retail petrol prices in the Organisation for
Economic Co-operation and Development (OECD).

The main determinant of the lower retail petrol prices in Australia
is Australia’s relatively low rate of taxation on fuel. In the June
quarter 2014 tax represented around 34 per cent of the retail price
of petrol in Australia, compared with the OECD average of around
50 per cent.

The rate of taxation of petrol in Australia has been steadily
diminishing over the last 15 years. The percentage of the final
retail price of petrol represented by taxes decreased from around
56 per cent in 1999-2000 to around 34 per cent in 2013-14.

Short run price volatility reflects retail
petrol price cycles

Petrol price cycles, which occur in the five largest cities and a
small number of regional locations, have a significant effect on
price levels in the short run. Petrol price cycles are not caused by
changes in international benchmark prices or other costs. Rather,
price cycles are an outcome of the profit-maximising pricing
policies of petrol retailers.

Price cycles are of concern to some consumers due to the

large price increases that occur in a single day, and across most
retail sites, on a regular basis. On the other hand, some consumers
try to take advantage of the bottom of the price cycle to buy
petrol at relatively low prices.

Since 2009 the duration of price cycles in the eastern capital

cities (i.e. Sydney, Melbourne, Brisbane and Adelaide) has
increased significantly—from around a week in 2009 to around two
and a half weeks in the first half of 2014. As a result, this has made
it more difficult for motorists to take advantage of low points in
the price cycle.

International refined petrol prices

The price of refined petrol in Australia is set with reference

to international benchmark prices. The relevant international
benchmark price for petrol in Australia is the price of refined
petrol in the Asia-Pacific region, which is the price of Singapore
Mogas 95 Unleaded (Mogas 95). Weekly average Mogas 95 prices
were relatively stable in 2013-14, largely being in a USD 10 band
between USD 115 per barrel and USD 125 per barrel. Prices were
significantly more volatile in the two previous years.
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Crude olil prices remained
high in 2013-14

Another domestic refinery
announced its closure in
2013-14

The annual average price of Mogas 95 in 2013-14 was around
USD 119 per barrel. This was USD 2 per barrel below the annual
average price in 2012-13 (USD 121 per barrel) and USD 4 per
barrel below the highest ever level of USD 123 per barrel (in
nominal terms) in 2011-12.

Over 2013-14 Mogas 95 prices were influenced by a range

of factors, including: changes in demand in the Asia-Pacific region;
North Sea oil supply issues; stock levels in the United States;

and geo-political concerns over Syria and Ukraine.

Over time Australian retail petrol prices have tracked the price

of Mogas 95 closely. Between 2003-04 and 2013-14 the annual
average retail price of RULP (excluding taxes) in Australia’s five
largest cities increased by 125 per cent, while the annual average
price of Mogas 95 in Australian cents per litre increased by

130 per cent (both in nominal terms).

Crude oil prices

The price of Mogas 95 is linked to the price of crude oil as it is the
major input into the production of refined petrol. Crude oil is an
internationally traded commmodity and its price is determined by
global demand and supply factors.

Through the effect crude oil has on international benchmark prices
of refined petrol, it is also a key driver of the retail price of petrol in
the long run.

Australian refineries generally pay a price for crude oil that is based
on the price of Brent crude oil (a light sweet crude oil from the
North Sea, which is probably the most widely used benchmark

on global markets) or Tapis crude oil (a Malaysian light sweet
crude oil, which is used in the Asia—-Pacific region).

On an historical basis, crude oil prices remained high in 2013-14,
with the annual average price of Brent crude oil being around
USD 110 per barrel. This was slightly up on 2012-13 (around
USD 109 per barrel) and was the second highest nominal annual
average price of Brent crude oil on record, behind 2011-12
(around USD 113 per barrel).

Domestic refining

The Australian refinery sector is facing a challenging future due
to competitive pressure from large, low-cost Asian refineries.

In 2013-14 this was reflected by the announcement by BP in April
2014 that it planned to halt refining operations at its Bulwer Island
refinery in Brisbane by mid-2015.

In April 2013 Shell had stated its intention to sell its refinery

in Geelong. In February 2014 Shell announced that it had reached
a binding agreement to sell its Australian downstream business
(which included the refinery and its 870 retail site business

in Australia) to Vitol.
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Profits in the downstream
petroleum industry were
higher in 2013-14

In early 2012 there were seven refineries operating in Australia.
By mid-2015 Australia will have only four: Geelong and

Altona in Victoria, Lytton in Queensland and Kwinana in
Western Australia.

Profits

Total downstream industry profits

In 2013-14 total downstream petroleum industry net profits were
higher than in 2012-13.

Net profits for all products and services in the downstream
petroleum industry were around $1.16 billion (or, in terms of cents
per litre sold, 1.30 cpl), compared with net profits in real terms of
$796 million (or 0.88 cpl) in 2012-13. All products and services
include any oil based products that are derived from crude

oil processed in oil refineries, and other services such as retail
convenience store sales.

The increase in 2013-14 (46 per cent in real terms) was due
to improvements in the financial performance of the total
supply sector (i.e. refining and importing). The refinery sector
was profitable in 2013-14 for the first time since 2010-11,
while net losses in the other parts of the supply sector
decreased substantially.

The refinery sector reported net profits of $27 million in 2013-14,
an increase in real terms of $137 million from losses of $110 million
in 2012-13.

In 2013-14 the wholesale sector reported total net profits of
$836 million across all products, a decrease of 6 per cent in real
terms from 2012-13.

Retail sector profits

The retail sector reported net profits of $495 million across all
products and services in 2013-14, a decrease of 10 per cent

in real terms from 2012-13. This decrease was partly due to
reduced volumes, which decreased by 1.7 per cent in 2013-14.
Total profits in the retail sector had been on an upward trend
since 2005-06.

Retail net profits on petrol products—i.e. RULP, premium
unleaded petrol (PULP) and ethanol blended petrol (EBP)—were
$271 million in 2013-14, a decrease of 11 per cent in real terms
compared with 2012-13.

In terms of cents per litre of fuel sold, real unit net profit on petrol
products in the retail sector over the last six years have increased
almost four-fold—from 0.59 cpl in 2008-09 to 2.22 cpl in 2013-14.

Retail sector net profits in 2013-14 were lower in both absolute
and cents per litre terms compared with 2012-13. These

lower profits in 2013-14 may have been influenced by ACCC
undertakings relating to shopper docket discount schemes by
the supermarkets.
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Retall petrol prices in
regional locations in
Australia are typically
higher than those in the
capital cities

Regular and premium unleaded petrol in the retail
sector

Unit net profit on both RULP and PULP in the retail sector has
increased markedly in the last seven years (although there was

a slight decrease in 2013-14). In 2013-14 PULP was a significant
contributor to retail profits, earning broadly similar total profits as
RULP on considerably smaller volumes. In 2013-14 unit net profit
on PULP in the retail sector was 3.33 cpl compared with 1.75 cpl
for RULP. Since 2007-08, real unit net profit on PULP in the retail
sector has increased nine-fold compared with a three-fold increase
in RULP unit net profit.

The New South Wales (NSW) Government mandate on ethanol
is likely to be a strong factor promoting greater demand for, and
higher profits on, PULP. The mandate, which requires a minimum
of 6 per cent of total petrol sale volumes to be ethanol, seems

to have contributed to an increase in demand for PULP by
significantly reducing supply of RULP in that state.

Convenience store sales in the retail sector

Petrol retailers earned net profits of $201 million from convenience
store sales in 2013-14, a decrease of 5 per cent from $211 million
in 2012-13. This was the first time convenience store profits
decreased during the time of ACCC monitoring. In the last

seven years, convenience store sales have contributed on average
around 39 per cent of total retail profits.

Regional locations

Retail petrol prices in regional locations in Australia are typically
higher than those in the capital cities, although they generally
tend to follow the same overall price movements. In 2013-14,
94 per cent of the regional locations monitored by the ACCC
had higher annual average petrol prices than their respective
capital city.

Petrol prices in regional locations are generally higher than in the
five largest cities for a number of reasons, including:

* alower level of local competition, often reflecting the lower
number of retail sites

* lower volumes of fuel sold
» distance/location factors
« |lower convenience store sales.

These factors also explain differences in petrol prices between
regional locations.

The ACCC actively monitors petrol prices in 180 regional
locations throughout Australia and analyses competition issues
in those locations. The ACCC investigates allegations of anti-
competitive conduct in regional locations on an on-going basis.
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Sales of ethanol blended
petrol decreased in
2013-14

The ethanol mandate in
New South Wales has
had a significant impact
on competition and
consumers

In 2013-14 sales of PULP
represented 28 per cent
of total petrol sales in
Australia. Use of PULP has
increased steadily over
recent years

The ACCC enforces
the Competition and
Consumer Act 2010. It
does not set wholesale
or retail fuel prices in
Australia

Ethanol blended petrol

Ethanol is added to petrol to produce various grades of EBP, the
most common type of which is E10—i.e. RULP containing up to
10 per cent ethanol.

In 2013-14 total sales of EBP in Australia decreased by

around 8 per cent from 2012-13. Sales were down in NSW

and Queensland, and increased in Victoria (albeit from a very
low base). EBP sales represented 13 per cent of total petrol sales
in Australia (a decrease of 1 percentage point from 2012-13).

The largest volume of EBP is sold in NSW, which accounted for
82 per cent of the Australian EBP market in 2013-14. This is
primarily a result of the NSW ethanol mandate.

Since its introduction in October 2007 the ethanol mandate in
NSW has had a significant impact on competition and consumers:

* it has affected the competitive dynamic among retailers by
removing RULP from many retail sites

e it has reduced consumer choice—some motorists who cannot
use, or choose not to use, E10 in their vehicles have, because
of the reduced availability of RULP, decided to use PULP

* since PULP retails at a higher price than RULP, it has meant
that these motorists have been paying significantly higher
prices than if they had continued to purchase RULP.

Premium unleaded petrol

In Australia the two main grades of PULP are PULP 95 and
PULP 98. Other grades of PULP are also available in the
Australian market, but they are sold in much lower volumes.

Sales of the PULP grades have grown steadily over recent years.
Between 2006-07 and 2013-14 PULP as a proportion of total
petrol sales increased from 16 per cent to 28 per cent.

ACCC and the petrol industry

The main role of the ACCC is to enforce the Competition and
Consumer Act 2010 (the Act) across the Australian economy,
which includes the fuel industry. The ACCC'’s activities under the
Act in 2013-14 included enforcement and compliance, mergers
and acquisitions assessments, authorisations and notifications, and
administration of the Oilcode.

The ACCC does not set wholesale or retail petrol prices
in Australia. They are determined by the market. Put another way,
it is not against the law simply to price well above cost.
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The ACCC completed

its investigation into

price information sharing
arrangements and
instituted proceedings
against Informed Sources
and five petrol retailers

The ACCC completed

its investigation into the
shopper docket discount
fuel offers of the major
supermarkets

The ACCC did not
oppose the proposed
acquisition by Peregrine
after accepting a court-
enforceable undertaking

ACCC instituted proceedings about price
information sharing

On 19 August 2014 the ACCC instituted proceedings against
Informed Sources and five petrol retailers alleging that the
information sharing arrangements between Informed Sources
and the petrol retailers, through the service provided by
Informed Sources, contravened s. 45 of the Act. Subscribers to
the Informed Sources service provide pricing data to Informed
Sources at frequent, regular intervals and in return receive from
it collated data from the other subscribers, and various reports
containing pricing information across particular regions. The
ACCC alleges that the arrangements had the effect or likely effect
of substantially lessening competition in markets for the sale of
petrol in Melbourne. Given the importance of price competition
in petrol pricing, the ACCC is concerned that this may result in
consumers paying more for petrol.

ACCC investigation into shopper docket
discounting schemes

The ACCC'’s investigation into the competition implications of
shopper docket fuel discount offers by the major supermarkets
was completed in December 2013. This investigation, which had
been on-going since early 2012, raised competition concerns

in relation to shopper docket fuel discount schemes, given

the extended frequency, duration and size of shopper docket
fuel discounts offered by the major supermarket chains. The
investigation resulted in undertakings being given to the ACCC
that prevent Coles and Woolworths offering fuel discounts that
are subsidised by their supermarket operations and from bundling
supermarket fuel offers greater than 4.0 cpl.

Peregrine acquisition of BP retail sites in
South Australia

On 15 May 2013 the ACCC commenced a review of

Peregrine Corporation’s (which operates under the trading name
of On The Run) proposed acquisition of 25 BP Australia petrol
retail sites in South Australia. The ACCC announced in May 2014 its
decision to not oppose the proposed acquisition, after accepting

a court-enforceable undertaking. The undertaking required
Peregrine to divest itself of three sites that it would otherwise

have acquired from BP and one of its existing sites. The ACCC was
concerned that Peregrine’s acquisition of these sites could have
resulted in higher fuel prices in some local areas.
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The ACCC did not oppose
the proposed acquisition
by Caltex after accepting
a court-enforceable
undertaking

The ACCC did not oppose
the proposed acquisition
by Viva Energy

Caltex acquisition of Scotts Transport fuel
division

On 27 February 2014 the ACCC commenced a review of Caltex’s
proposed acquisition of the fuel division of the Scotts Group

of Companies. This included 27 retail service stations, eight
depots with depot fronts/unmanned card facilities, 12 depots,
one unmanned card facility and one kerbside pump in NSW,
South Australia and Victoria. On 21 May 2014 the ACCC
decided to not oppose the proposed acquisition, subject to

a court-enforceable undertaking, which required Caltex to divest
certain retail sites in Mt Gambier and Nhill.

Viva Energy acquisition of an interest in
Liberty Oil

On 2 September 2014 the ACCC commenced a review of Viva
Energy Australia Ltd’s proposed acquisition of an interest in Liberty
Oil Holdings Pty Ltd, which in certain circumstances could amount
to a controlling interest. Liberty is a major wholesale supplier

to independent fuel retailers in Australia. On 28 October 2014

the ACCC announced its decision to not oppose the proposed
acquisition by Viva.
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Shortened terms

AUD
AIP

bl
BREE
Btu
cpl
EBIT
EBP
FuelCC
GFC
GIRDs
IEA
PP
LPG
mbpd
ML
Mogas 95
OECD
OPEC
PULP
RET

RON
RULP
Saudi CP
TGP

the Act
UsD

US EIA
WTI

Australian dollars

Australian Institute of Petroleum

barrel (equals 158.987 litres)

Bureau of Resources and Energy Economics
British thermal units

Australian cents per litre

earnings before interest and tax

ethanol blended petrol

Fuel Consultative Committee

global financial crisis

gross indicative retail differences

International Energy Agency

import parity price/pricing

automotive liquefied petroleum gas

million barrels per day

megalitres (million litres)

Singapore Mogas 95 Unleaded petrol
Organisation for Economic Co-operation and Development
Organisation of Petroleum Exporting Countries
premium unleaded petrol

Department of Resources, Energy and Tourism (now Department of
Industry)

research octane number

regular unleaded petrol

Saudi contract price

terminal gate price

Competition and Consumer Act 2010

United States dollars

United States Energy Information Administration

West Texas Intermediate crude ail
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Glossary

automotive fuel

barrel

benchmark pricing
buy-sell arrangements
city-country differential

commission agent

distributor

downstream

exclusive dealing

five largest cities

Fuel Consultative Committee (FuelCC)

import parity pricing (IPP)

independent retailers

large independent chains

includes petrol, diesel and automotive LPG.

a traditional measure used by the oil industry: one barrel
is equivalent to 158.987 litres.

the practice of pricing to an identified crude or product
price; for instance, the Tapis crude oil price benchmark.

arrangements between domestic refinery owners for the
purchase and sale of petroleum products.

the difference between the average country retail price of
petrol and the average city retail price of petrol.

an arrangement whereby an agent receives a
commission for selling a product owned by another; in
the downstream petroleum sector a commission agent
often operates a retail site owned by a petrol refiner or
wholesaler.

a transport company that picks up petroleum products
from refineries, terminals and depots for delivery to
retailers and end users.

the refining, importing, distribution and retailing of
petroleum products.

a type of conduct prohibited in certain circumstances
by s. 47 of the Competition and Consumer Act 2010
which, broadly speaking, involves one trader imposing
restrictions on another’s freedom to choose with whom,
or in what or where it deals.

Sydney, Melbourne, Brisbane, Adelaide and Perth.

established in 2010 by the ACCC to provide a forum for
the ACCC, the fuel industry and motoring organisations
to discuss fuel related issues, and to assist the ACCC in
undertaking its role under the Act on issues related to
competition and consumer protection in the fuel industry.

the setting of wholesale prices of petrol at a price
comparable with the cost of importing fuel into a given
location in Australia.

retailers (owning single or multiple sites) other

than supermarket retailers and refiner-wholesalers.
Independent retailers can sell petrol under the brand
name of one of the refiner-wholesalers or under their
own brand name.

companies—other than refiner-wholesalers and
supermarket chains—that import, wholesale and/or retail
fuel in Australia; these include Puma Energy, United,
7-Eleven and On The Run.
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Oilcode

Platts

price support

quality premium

refiner-wholesaler

shopper docket

Singapore Mogas 95 Unleaded

three smaller capital cities

terminal

terminal gate price

terminal throughput

terminal turnover

total supply sector

wholesale

a prescribed mandatory industry code of conduct under
s. 51AE of the Competition and Consumer Act 2010.

It regulates the conduct of suppliers, distributors and
retailers in the downstream petroleum industry.

a provider of energy market information including price
benchmarks for the oil, petrol and other energy markets.

a rebate provided to a petrol retailer to compensate for
periods of price discounting.

the difference between the international benchmark price
and the price of fuel refined to Australian standards.

a company that refines, imports and wholesales fuel; in
Australia these are BP, Caltex, Mobil and Shell.

an offer to consumers to supply petrol or diesel at a
reduced price if the consumer has spent a certain amount
in one purchase on grocery goods or has acquired
certain identified goods from a nominated supermarket
or retailer.

a benchmark specification for refined petrol reported
by Platts. It is used in oil markets as the benchmark
for regular unleaded petrol in the Asia-Pacific region,
including Australia.

Darwin, Hobart and Canberra.

a storage facility from which fuel is received via ship and/
or refinery and distributed to retailers, distributors and
end users.

the price for a spot purchase of petrol from a terminal. It
is the price a purchaser pays, usually in cash, when they
arrive at a wholesaler’s terminal wanting to purchase a
tanker load of 30 000 litres of petrol.

the annual volume received and then distributed by a
refinery or terminal.

the number of times a terminal is effectively filled and
emptied during a year (i.e. annual throughput divided by
physical capacity).

the fuel industry sector that refines, imports and exports
petroleum products, and purchases petroleum products
from Australian refineries. This sector also imports crude
oil for use by refineries.

the sale and movement of petroleum products from
importers, domestic refiners, and/or other wholesalers,
to retailers or to end users such as transport, agricultural
and mining companies.

Monitoring of the Australian petroleum industry December 2014 XVii



Summary

In December 2007 the ACCC was asked by the Australian Government to monitor prices, costs
and profits of unleaded petroleum products in the Australian petroleum industry. The ACCC has
provided the Minister with an annual monitoring report ever since. This is the seventh such report.

This summary focuses on the major findings and issues that arose from the ACCC'’s monitoring role
and other activities undertaken by the ACCC in the petrol industry in 2013-14. Key developments
after June 2014 are also mentioned.

More comprehensive analysis of the issues covered in this summary can be found in the relevant
chapters of the report.

ACCC and the petrol industry in 2013-14

The ACCC does not set wholesale or retail petrol prices in Australia. These are determined
by the market.

The ACCC does not set wholesale or retail petrol prices in Australia. They are determined by the
market. Put another way, it is not against the law simply to price well above cost.

The main role of the ACCC is to enforce the Competition and Consumer Act 2010 (the Act)
across the Australian economy, which includes the fuel industry. The ACCC'’s activities under the
Act in 2013-14 included enforcement and compliance, mergers and acquisitions assessments,
authorisations and notifications, and administration of the Oilcode.

The level of competition in local and national fuel markets is an issue of ongoing concern among
many in the community. Through its monitoring reports, the ACCC enhances transparency of the
petroleum industry and aims to increase public awareness of the factors that determine retail petrol
prices in Australia.

ACCC action in the retail petrol sector

During 2013-14 the ACCC continued its focus on examining allegations of anti-competitive conduct
in the retail petrol sector. There were two significant investigations during this period.

Price information sharing—fuel companies

The ACCC completed its investigation into price information sharing arrangements in the
retail petrol sector, and in August 2014 instituted proceedings in the Federal Court against
Informed Sources and five petrol retailers alleging that they contravened s. 45 of the Act.

In 2014 the ACCC completed its investigation into price information sharing arrangements in the
retail petrol sector.

On 19 August 2014 the ACCC instituted proceedings in the Federal Court against Informed Sources
and five petrol retailers alleging that they contravened s. 45 of the Act. The ACCC alleges that the
information sharing arrangements between Informed Sources and the petrol retailers, through a
service provided by Informed Sources, allows those retailers to communicate with each other about
their prices, and that these arrangements had the effect or likely effect of substantially lessening
competition in markets for the sale of petrol in Melbourne. The ACCC alleges that the arrangements
increased or were likely to increase retail petrol price coordination and cooperation, and decreased
or were likely to decrease competitive rivalry. The ACCC is concerned that this may have resulted in
consumers paying more for petrol.
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Subscribers to the Informed Sources service provide pricing data to Informed Sources at frequent,
regular intervals and in return receive from it collated data from the other subscribers, and various
reports containing pricing information across particular regions.

The matter is ongoing.

Investigation into shopper docket discount schemes

The ACCC'’s investigation into the competition implications of the shopper docket fuel
discount offers of the major supermarkets was completed in December 2013. Court-
enforceable undertakings now prevent Coles and Woolworths offering fuel discounts that
are subsidised by their supermarket operations and from bundling supermarket fuel offers
greater than 4.0 cents per litre.

Coles and Woolworths have operated shopper docket discounting schemes involving petrol for a
number of years. Coles and Woolworths offer 4.0 cents per litre (cpl) discounts on petrol purchases
when a minimum amount is spent on purchases at their supermarkets, typically $30. At various
times over the years, the supermarkets have offered discounts significantly greater than 4.0 cpl—
these have been up to 45.0 cpl at times.

The ACCC commenced an investigation into the shopper docket fuel discount offers of the major
supermarket chains in mid-2012. The investigation considered whether competition issues arose in
relation to shopper docket fuel discount schemes, given the extended frequency, duration and size
of the discounts. The ACCC was concerned that those offers could have longer-term effects on the
structure of the retail fuel markets and also short-term effects of increasing general pump prices in
those markets.

It completed this investigation in December 2013.

On 6 December 2013 the ACCC accepted voluntary court-enforceable undertakings from Coles
and Woolworths to cease making fuel discount offers which are wholly or partially funded by any
part of their business other than their fuel retailing business. From 1 January 2014 both Coles and
Woolworths undertook to limit fuel discounts linked to supermarket purchases to a maximum of
4.0 cpl. The ACCC accepted the undertakings because they addressed the principal competition
concerns and allowed the matter to be resolved quickly and efficiently.

From January 2014 Woolworths continued to offer bundled fuel discounts of 8.0 cpl, and in early
February 2014 Coles began to offer bundled fuel savings of 14.0 cpl. On 25 February 2014 the
ACCC instituted proceedings against Coles and Woolworths alleging that these offers were in
breach of the undertakings.

In April 2014 the Federal Court found that Woolworths’ earlier bundled discount of 8.0 cpl was a
breach of its undertaking because the discount was only available to a customer who had made
a qualifying supermarket purchase. The Court dismissed two other allegations against Coles
and Woolworths.
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Other enforcement and compliance activity

Fuel price boards

The ACCC is currently considering consumer protection issues arising from the
prominence of discounted prices on fuel price boards and the potential to mislead
consumers about the price they would pay for fuel.

In July 2013 Consumer Affairs Ministers discussed the value of having a national information
standard for fuel price boards to assist consumers to make better fuel purchasing decisions through
the provision of clearer, more standardised information. However, in June 2014 Ministers noted the
desire not to duplicate regulations in place in New South Wales (NSW), South Australia and parts
of Western Australia, or to introduce further regulation where the Australian Consumer Law may
address issues of concern.

Ministers further noted that the ACCC would engage with industry participants with a focus on
the prominence of discounted prices and the potential to mislead consumers about the price they
would pay for fuel. Ministers agreed to revisit the issue of an information standard in light of any
developments following this process.

Prior to possible approaches to industry, the ACCC is currently considering the nature and variation
of price boards used by fuel retailers. It will assess the potential for consumers to be induced to
drive into a service station on the belief that the prominently displayed price was the price available
to all customers, not just those eligible for the discount under discount offers. This would have the
potential not only to harm consumers but also the competitive process and competing retailers.

Misleading conduct and false representations

Conduct is in breach of the Act where it misleads, deceives or is likely to mislead or deceive
consumers.

In 2013-14 the ACCC received 110 complaints (representing around 10 per cent of all fuel-related
contacts) alleging misleading and deceptive conduct and false or misleading representations. The
main issues raised by consumers in 2013-14 included: concerns about pricing practices; labelling
on fuel pumps; advertising promotions by supermarkets (such as fuel discount schemes); fuel price
boards; fuel quality claims; and concerns about inaccurate fuel measurements.

The ACCC and regional engagement on fuel prices

As part of its monitoring activities, the ACCC obtained fuel prices in around 180 regional locations
throughout Australia. It also engaged with industry groups and members of the public to collect
additional information about regional fuel pricing issues. The ACCC used this information to monitor
regional fuel prices against relevant benchmarks.

Where the ACCC is aware of evidence of anti-competitive conduct in regional locations it will
investigate the issue. If a breach of the Act is likely to have occurred, the ACCC can take action to
enforce the Act.

In addition, the ACCC pays particular attention to any potential changes in the ownership of retail
sites in regional locations. Given many regional locations have a limited number of retail sites, the
ACCC monitors such changes to ensure that the sale will not substantially lessen competition in that
particular market.
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Mergers and acquisitions

Section 50 of the Act prohibits acquisitions that would have the effect, or likely effect, of
substantially lessening competition in a market. The ACCC administers and enforces the merger
provisions under Part IV of the Act.

During 2013-14 the ACCC completed public reviews of two fuel-related acquisitions. In October
2014 it finalised its decision on a third.

Peregrine acquisition of BP retail sites in South Australia

In May 2014 the ACCC announced its decision to not oppose the proposed acquisition by
Peregrine of a number of BP sites in South Australia, after accepting a court-enforceable
undertaking.

On 15 May 2013 the ACCC commenced a review of Peregrine Corporation’s (which operates under
the trading name of On The Run) proposed acquisition of 25 BP Australia petrol retail sites in
South Australia, 16 of which were located in metropolitan Adelaide with the remainder in regional
South Australia.

On 8 May 2014 the ACCC announced its decision to not oppose the proposed acquisition by
Peregrine, after accepting a court-enforceable undertaking. The undertaking required Peregrine to
divest itself of three sites that it would otherwise have acquired from BP (BP Elizabeth Vale, BP Mile
End, BP Westbourne Park) and one of its existing sites (On The Run South Plympton). The ACCC
was concerned that Peregrine’s acquisition of these sites could have resulted in higher fuel prices.

In addition to considering the impact of the acquisition in particular local areas, the ACCC also
considered the impact of the acquisition on rivalry between Peregrine and other petrol retail chains
that occurs on an Adelaide-wide basis. The ACCC noted that the acquisition would significantly
increase Peregrine’s presence in Adelaide but concluded that this particular acquisition would not
substantially lessen Adelaide-wide competition.

On 8 May 2014 the ACCC also announced that it would oppose the proposed acquisition by
Peregrine of Caltex Australia’s retail petrol station site in the Adelaide suburb of Fullarton.

Peregrine had proposed to acquire this site from Caltex as part of the arrangements to address

the competition concerns with its acquisition of sites from BP. The ACCC opposed the proposed
acquisition of Caltex Fullarton because Caltex Fullarton appeared to compete closely with BP
Glenunga (which Peregrine was also acquiring from BP) and other nearby Peregrine petrol stations.
The proposed acquisition of Caltex Fullarton would have eliminated this close competition.

Caltex acquisition of Scotts Transport fuel division

In May 2014 the ACCC decided not to oppose the proposed acquisition by Caltex of Scotts
Transport fuel division, subject to a court-enforceable undertaking.

On 27 February 2014 the ACCC commenced a review of Caltex’s proposed acquisition of the fuel
division of the Scotts Group of Companies. This included 27 retail service stations, eight depots with
depot fronts/unmanned card facilities, 12 depots, one unmanned card facility and one kerbside
pump in NSW, South Australia and Victoria. On 21 May 2014 the ACCC decided to not oppose the
proposed acquisition, subject to a court-enforceable undertaking which required Caltex to divest
certain retail sites in Mt Gambier and Nhill.

The ACCC considered that, absent the undertaking, the proposed acquisition would have resulted
in competition concerns in the local Mt Gambier and Nhill retail markets. Without the divestitures,
Caltex would have controlled the majority of the retail fuel sites in Mt Gambier. In Nhill Caltex would
have controlled two of the three retail sites. In both towns the ACCC concluded that absent the
undertaking the remaining independent retail sites would not have provided a strong competitive
constraint on Caltex.
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In relation to wholesale markets, the ACCC concluded that in each of the relevant areas (Mt
Gambier, Griffith, Warrnambool and Horsham) post-acquisition, Caltex would face effective
constraint from rival distributors operating from depots located in the relevant area. The ACCC also
considered that barriers to entry and expansion in the relevant markets were relatively low and, in
particular, that a rival depot operator could install an above ground storage tank at a low cost and in
a timeframe sufficient to provide a constraint on Caltex.

Viva Energy acquisition of an interest in Liberty Oil

In October 2014 the ACCC announced its decision to not oppose the proposed acquisition
by Viva Energy of an interest in Liberty Oil.

On 2 September 2014 the ACCC commenced a review of Viva Energy Australia Ltd’s proposed
acquisition of an interest in Liberty Oil Holdings Pty Ltd. Since August 2014 Viva has owned the
majority of the assets of the former Shell Australia downstream fuel business. Because the interest
in Liberty could, in certain circumstances, amount to a controlling interest, the ACCC analysed the
proposed acquisition as if Viva proposed to acquire a controlling interest in Liberty. On 28 October
2014 the ACCC announced its decision to not oppose the proposed acquisition by Viva.

The ACCC considered the likely effects of the proposed acquisition on competition at both the
wholesale and retail levels of the industry. The ACCC considered whether the proposed acquisition
would reduce competition in fuel retail markets, due to Liberty being a major wholesale supplier to
independent retailers. However, the ACCC did not consider that the proposed acquisition would
significantly reduce the wholesale supply choices available to independent retailers, as Viva’s
presence in wholesale supply to independents was small, and there were other large independent
wholesalers including United and Puma Energy. The ACCC noted that Liberty, unlike United and
Puma Energy, did not own any fuel import terminals.

While neither Viva nor Liberty conducted its own fuel retailing operations (apart from some limited
specialty operations), the ACCC considered whether Viva's incentives in supplying Liberty-branded
retailers would be different from Liberty’s incentives. The ACCC noted that a key incentive for Viva
was likely to be to sell sufficient volumes of fuel to ensure that its Geelong refinery remains viable.

The ACCC also considered the likely effect of the proposed acquisition on competition in the supply
and distribution of fuels to commercial customers (e.g. transport companies, mining companies and
farmers), but did not identify significant competition concerns. The ACCC noted that Liberty was
active in supplying farmers and other rural customers but Viva was not. Viva’s business concentrated
on supply to larger industrial customers including mining companies.

Administration of the Qilcode

The Qilcode came into effect on 1 March 2007 as a prescribed industry code of conduct under

the Act. It aims to regulate the conduct of suppliers, distributors and retailers in the downstream
petroleum retail industry. The Oilcode encourages greater transparency of terminal gate pricing
and fuel re-selling agreements, while providing greater certainty for industry participants regarding
the supply of petroleum products and tenure under fuel reselling agreements. It also provides an
effective and relatively inexpensive method to resolve disputes between suppliers, distributors or
retailers.

The ACCC'’s role is to ensure compliance with the Oilcode and the Act by informing downstream
petroleum industry participants of their rights and obligations under the law and by enforcing the
law where necessary.
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Informing consumers

In 2013-14 the petrol price cycle page on the ACCC website—which provides information
about the current state of the price cycle in the five largest cities—was the most
visited page.

The ACCC aims to inform consumers on what influences domestic retail fuel prices by providing a
range of consumer and industry stakeholder information on the ACCC website, and responding to
media enquiries and calls to the ACCC Infocentre. Throughout 2013-14 the ACCC expanded and
reviewed its public information activities to provide a broad range of information to consumers.

The petrol price cycle page on the ACCC'’s website provides information about the current state of
the price cycle in the five largest cities (i.e. Sydney, Melbourne, Brisbane, Adelaide and Perth). It was
the most-visited page on the ACCC website in 2013-14, receiving around 270 000 hits.

Prior to 30 June 2014 the ACCC obtained retail fuel price data from Informed Sources. However,

the contract with Informed Sources ceased on that day. The ACCC has since obtained its retail fuel
price data from FUELtrac. There was a period between July and November 2014 when the ACCC
did not provide petrol price cycle data on its website, while arrangements with FUELtrac were being
finalised. During this time the ACCC continued to get information from the petrol companies for the
purposes of its monitoring program.

Stakeholder engagement

In addition to on-going liaison with key stakeholders as a part of its broader role, the ACCC formally
consulted with fuel industry and consumer groups through its Fuel Consultative Committee
(FuelCO).

The FuelCC met on two occasions in 2013-14 and discussed a number of issues including: ACCC
enforcement activities; industry consolidation and the sale of significant refining assets; availability
of pricing information to consumers; state government mandates on biofuels; and consumer
concern about capital city price cycles.

In addition to meetings of the FuelCC and efforts to increase consumer understanding about fuel
prices, the ACCC engaged with consumer groups and motoring organisations to address concerns
raised about the conduct of petrol retailers which affect consumers.

In particular, in 2013-14 the ACCC engaged with the Australian Automobile Association and most
of its constituent members, the Australasian Convenience and Petroleum Marketers Association, the
Australian Institute of Petroleum, the Service Stations Association, and the Biofuels Association of
Australia.

Petrol prices in 2013-14

Retail price movements

Annual average retail RULP prices in 2013-14 were historically high.

The annual average retail price of regular unleaded petrol (RULP) in the five largest cities in 2013-14
was 150.6 cpl.* This was the third highest on record in real terms.

In nominal terms, annual average retail petrol prices were 9.3 cpl higher than in 2012-13 and were
the highest nominal prices on record.

1  This report focuses on regular unleaded petrol (RULP) because it represents around 59 per cent of petrol
sold in Australia (the remainder being premium unleaded petrol (PULP, around 28 per cent) and ethanol
blended petrol (EBP, i.e. petrol containing ethanol— the most common of which is E10—around 13 per cent).
See charts 18 and 19. Unless otherwise specified, petrol refers to RULP.
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This can be seen in chart 1, which shows annual average retail petrol prices in the five largest cities,
in both nominal and real terms, over the past 15 years.

Chart 1 Annual average retail petrol prices in the five largest cities—nominal and real terms:
1999-2000 to 2013-14
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Source: ACCC calculations based on Informed Sources data and Australian Bureau of Statistics (ABS), 6401.0
Consumer Price Index, Australia, June 2014, TABLES 1 and 2. CPI: All Groups, Index Numbers and Percentage
Changes, 23 July 2014.

Note: Real values in 2013-14 dollars.

The chart shows that:

* in nominal terms, annual average petrol prices have been trending upwards and have almost
doubled since 1999-00 when they were 77.5 cpl—they have been over one dollar per litre since
2004-05

* inreal terms, annual average prices in 2013-14 were the third highest on record, after 2007-08
(157.3 cpl) and 2005-06 (151.1 cpb).

In 2013-14 volatility in daily petrol prices was lower than in previous years.

The degree of petrol price volatility in 2013-14 was lower than in previous years. The range
between the highest and lowest seven-day rolling average retail petrol prices in 2013-14 was 19 cpl,
compared with a range of 23 cpl in 2012-13 and 22 cpl in 2011-12.2

This is shown in chart 2, which shows seven-day rolling average retail petrol prices in the five largest
cities over the period 1 July 2011 to 30 June 2014.

2 A seven-day rolling average price is the average of the current day’s price and the prices on the six previous
days. Traditionally, the ACCC has used a seven-day rolling average to smooth out the influence of the regular
petrol price cycles in the five largest cities on price movements. This has been less effective in recent years
because the duration of price cycles in most of these cities has become greater than seven days.
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Chart 2 Seven-day rolling average retail petrol prices, five largest cities: 1 July 2011 to

30 June 2014
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Source: ACCC calculations based on Informed Sources data.

The chart shows that in 2013-14:

price volatility was generally within a narrow band—on around 82 per cent of days in the year
retail petrol prices were within a 10.0 cpl range, between 145.0 cpl and 155.0 cpl

* prices reached a peak of 159.0 cpl in January 2014

- while this was the highest price over the three year period, it was 3.5 cpl below the record
high nominal levels reached in July 2008 of 162.5 cpl.

Determinants of retail petrol price movements

Movements in retail petrol prices are primarily due to changes in the international price of
refined petrol and the AUD-USD exchange rate.

Movements in retail petrol prices in Australia are primarily influenced by two factors. These are:

< movements in the international price of refined petrol (which itself is driven by the price of crude
oil), and

the AUD-USD exchange rate (as the international prices of crude oil and refined petrol are
expressed in US dollars).

In the short-run, in the larger capital cities and in a small number of regional locations, retail prices
are also influenced by the regular price cycles that occur in those locations.

Fundamentally, retail petrol prices in Australia were high in 2013-14 because the international prices
of refined petrol were at historically high levels, combined with a lower AUS-USD exchange rate.

Chart 3 shows how closely retail petrol prices have tracked movements in international refined
petrol prices (in Australian cents per litre) over the last 15 years. The chart shows annual average
retail petrol prices in the five largest cities and the annual average price of the relevant international
refined petrol benchmark (Singapore Mogas 95 Unleaded (Mogas 95)) in real terms. It also shows
annual average retail petrol prices excluding excise and the goods and services tax (GST).
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Chart 3 Annual average retail petrol prices in the five largest cities and annual average
Mogas 95 prices: real terms: 1999-2000 to 2013-14
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Source: ACCC calculations based on data from Informed Sources, Platts and ABS, 6401.0 Consumer Price
Index, Australia, June 2014, TABLES 1 and 2. CPI: All Groups, Index Numbers and Percentage Changes,
23 July 2014.
Note: Real values in 2013-14 dollars.

The chart shows that:

» retail petrol prices are strongly influenced by the level of, and changes in, international refined
petrol prices over time

» excise and the GST represent a significant proportion of the final retail price.

The price of Mogas 95 is the relevant international benchmark used for domestic pricing of petrol
in Australia. Singapore benchmark prices are used for pricing petrol in Australia due to Singapore
being one of the world’s most important trading and refining centres and its proximity to Australia.

Movements in the price of Mogas 95 and in the AUD-USD exchange rate in 2013-14 are discussed in
more detail further on.

International comparisons

By international standards Australia’s petrol prices are comparatively low, due to relatively
low fuel taxes.

Compared with other developed countries Australia’s retail petrol prices are relatively low.

Chart 4 shows the retail price of petrol—both including and excluding taxes—among countries in
the Organisation for Economic Co-operation and Development (OECD) in the June quarter 2014. It
shows that Australia had the fourth lowest retail petrol prices in the OECD.

The main determinant of lower retail petrol prices in Australia is Australia’s relatively low rate

of taxation on fuel. In the June 2014 quarter taxes represented around 34 per cent of the retail
price of petrol in Australia, compared with an OECD average of around 50 per cent. Taxes as a
percentage of the retail petrol price in OECD countries ranged from a high of around 62 per cent
in the Netherlands, Finland and the UK to a low of around 14 per cent in the US and Mexico. When
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retail prices are compared without the tax component, Australia ranks close to the average of OECD
countries (the red line in the chart).

Chart 4 Petrol prices and taxes in OECD countries: Australian cents per litre, June
quarter 2014
Norway 108.5 156.8
Turkey 103.1 154.4
Italy 98.1 150.0
Netherlands 90.9 152.9
Denmark 103.4 134.4
Greece 95.2 141.3
Finland 89.4 142.8
Sweden 97.1 134.3
Belgium * 128.4
Germany * 129.8
Portugal * 125.5
United Kingdom 86.0 135.9
Ireland 95.2 125.5
France 93.7 125.5
Slovak Republic 99.5 109.6
Spain * 102.4
Hungary 95.4 100.8
Czech Republic 92.1 103.5
Austria 90.9 103.8
New Zealand 105.6 81.7
Luxembourg * 90.9
Korea 95.9 91.1
Poland 91.1 91.4
Japan 101.0 67.8
mm) Australia * 51.8
Canada 90.0 40.5
Mexico 87.6 14.0
United States 85.8 15.0
0 25 50 75 100 125 150 175 200 225 250 275 300
cpl

Source:
Notes:

M Price less tax

Tax component — Average price less tax

Bureau of Resources and Energy Economics (BREE), Australian Petroleum Statistics, Issue 215, June 2014.
The average petrol price less tax in OECD countries was 96.0 cpl in the June quarter 2014.

Care must be taken when making international comparisons as fuel quality standards (e.g. octane rating
and the content of MTBE and sulphur) for the most commonly used form of petrol in each market differ
between countries.
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Petrol price cycles

Retail petrol prices in the five largest cities in Australia move in cycles. Price cycles do not
generally occur in Canberra, Hobart and Darwin, or in most regional locations.

Retail petrol prices in the five largest cities in Australia move in cycles.® These price cycles do not
generally occur in Canberra, Hobart and Darwin, or in most regional locations.

Price cycles occur as a result of the pricing policies of fuel retailers and only occur at the retail level.
Wholesale prices do not exhibit similar cyclical movements.

They are of concern to many consumers due to the large price increases that occur in a single day,
and across most retail sites, on a broadly regular basis. Many consumers try to take advantage of
the bottom of the price cycle to buy petrol at relatively low prices.

Price cycles are illustrated in chart 5 which shows daily average retail petrol prices in the five largest
cities from 1 May to 31 May 2014.

Chart 5 Daily average retail petrol prices in the five largest cities: 1 May to 31 May 2014
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Source: ACCC analysis based on FUELtrac data.

The duration of petrol price cycles in most cities is now longer than two weeks. However,
in Perth they occur on a regular weekly basis.

3 A petrol price cycle is a movement in price from a trough to a peak to a subsequent trough. See chart 8.1 in
chapter 8 which illustrates the elements of a price cycle. The ACCC defines a price cycle as having occurred
when the increase in price from the trough to the peak is 3 per cent or more of the trough price, and the
decrease in price to the subsequent trough is also 3 per cent or more of the initial trough price. A price cycle
increase is the increase in price from the initial trough to the peak. Petrol price cycles are discussed in more
detail in chapter 8.
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A feature of petrol price cycles in recent years has been the increase in, and variability of, the
duration of price cycles in most cities.* In contrast, price cycle durations in Perth have become
increasingly stable over this time.

In each of the eastern capital cities (i.e. Sydney, Melbourne, Brisbane and Adelaide) the average
duration of price cycles in 2009 was seven days. By the first half of 2014 it had increased
significantly—the average price cycle lasted over 18 days in Sydney, Melbourne and Brisbane, and
over 15 days in Adelaide. In contrast, in Perth the average price cycle duration decreased from
around nine days in 2009 to seven days in 2011, and has remained at seven days since then.

Longer petrol price cycles in the eastern capital cities may have an adverse impact on
price-sensitive consumers.

Longer price cycles may have an adverse impact on price-sensitive consumers. A significant
proportion of Australian motorists purchase petrol on a weekly basis. Therefore, when price cycles
are roughly a week in duration, motorists can try to take advantage of them by timing their weekly
purchase at or near the trough price. However, when price cycles become significantly longer—as
they currently are in the eastern capital cities—motorists cannot do this and may have to fill up when
prices are relatively higher.

It is often claimed that retail petrol prices always increase before public holiday