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of them will come from Singapore and Korea. That will be the reality. They will be barged in. One of the 
reasons is that that will be the only practical way of constructing on Barrow Island. That is probably right. 
Again, had the Government put the carbon dioxide stripping and injection on Barrow Island and the main plant 
on the mainland, that would not be an issue. Local content will not be helped by this . 

There is also an extraordinary aspect to this deal. The Premier goes on about the so-called net environmental 
benefit. Give me a break! I am a supporter of the development of CO2 extraction and injection taking place on 
Barrow Island. However, I also recognise that it is an A-class reserve and a unique environment. The 
Government should not try to fool us by telling the community that there is a net environmental benefit. There 
are issues with CO2 emissions, and I am sure the member for Vasse will say something about that. However, 
building a gas processing plant and probably having a gas-to-liquids project and maybe other projects on Barrow 
Island will not result in a net environmental benefit. I will support that development because I believe the 
economic benefits justify it, but it is not a net environmental benefit. 

This Government has tried to make great play of the fact that the Gorgon joint venture will fund Department of 
Conservation and Land Management officers on the island. That is the least we would expect. If CALM is to 
manage the island, we would expect professional officers - wildlife officers and environmental scientists - to be 
on the island. That would be the absolute minimum. Half a dozen CALM officers is no big negotiating deal. I 
reckon the Gorgon venture would say, "Gee, we got out of that one lightly." Would members opposite not say 
that about a project that will produce $2.5 billion of exports a year, with half a dozen CALM officers on the 
island? The other thing, and the one that really gets me, is that the Premier says that the Government has 
negotiated a $40 million environmental benefits package, indexed. What has gone on? What has the Labor 
Party done? Is this the old Labor Party that we know? It has negotiated that the Gorgon joint venture will hand 
over $40 million to a Labor Government, and Labor will spend it at will leading up to an election. That is what 
that is about. Can members imagine the lack of propriety in that? I hope that the minister responds and tells us 
what that $40 million will be for. 

Mr L. Graham: Why is it $40 million? Why isn't it $50 million, $20 million or $30 million? 

Mr C.J. BARNETT: Exactly. If Gorgon gets away with half a dozen CALM officers and $40 million over 20 or 
30 years for developing 40 trillion cubic feet of gas worth billions of dollars - and good luck to it - boy, did it do 
a good deal! Did it get out cheaply on that! It took the government guys for a ride. The Government was not 
smart enough on the deal. Members should think about the propriety of that. Is the Labor Party straight on this? 
Why would it negotiate an environmental benefit of $40 million, unsaid, unnamed? It is almost like extorting 
$40 million from the proponents in exchange for access to Barrow Island. If that was the Government's play -
and I think it was - it was inappropriate. It is not becoming of a Government. I said to ChevronTexaco Australia 
Pty Ltd that I am disappointed that it, as a major international company, would be party to such an arrangement. 
I say that now, and I will say it publicly. Members opposite will run out and repeat it. However, 
ChevronTexaco knows my views on that. It is not the way in which international business is conducted. That is 
the sort of deal that oil companies must do in Third World nations; it is not the sort of deal that is done in a First 
World nation. If the Government wanted to negotiate an environmental aspect or royalties, by all means it 
should have done so. However, it should have been up front. It should not have asked for $40 million, almost 
on the side, to spend pre-election. That is what it is about. The Government should not do that. It should not 
negotiate like that. It should deal with a project on its merits. 

I believe that $40 million deal was a grubby exercise. It is the sort of deal that Labor did in the 1980s. It has all 
the hallmarks of success fees and payments of other amounts. It is the sort of deal that took place then. The 
Government did that because it thought it was a bit of good publicity. It will have a $40 million environmental 
handbag of things to throw around pre-election. For that it sold the State short. It sold it short on royalty sharing 
with the Commonwealth, on bringing gas onshore to the mainland, on the opportunity to develop a world-class 
industrial estate and to attract and retain gas processing, and on the environment. If the Government thinks this 
is a great deal, I am afraid that the experiences of the 1980s and the 1990s have been wasted on Labor. It still 
does not get it. Can members imagine anywhere else in the world that an international joint venture of respected 
great companies would get access to a resource like that under those conditions? Nowhere else in the world 
would that happen. This is the great undeveloped gas resource of Asia-Pacific. The Government gave it away 
for half a dozen CALM officers and $40 million paid into a Labor government kitty. That is what it has done. 

I am ashamed of what has happened with this project, because the Government had such a great opportunity to 
do so much for the State: to get the Gorgon project, to inject the CO2 into Barrow Island -

Mr A.D. McRae interjected. 

Mr C.J. BARNETT: No, because I know what I am talking about. 

Mr A.D. McRae: You 're talking the project down. 
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Mr c.J. BARNETT: I know what I am talking about. What I am talking about now, my friend, is what I talked 
about to Gorgon in the 1990s in this State, in San Francisco and in other destinations. Gorgon knows exactly 
where the Liberal Party and I are coming from. It knew that the deal would be a deal for this State and for this 
nation. It would bring on that great gas resource, develop it and inject the CO2 and this State would make a 
major economic advance. This State will advance with Gorgon on Barrow Island. It will be good. It will have 
huge construction and huge benefits. However, the Government missed the glittering prize. Why did it miss it? 
It was because it could not see the big picture. It rushed in to try to say that it was getting development under 
way, which will not happen before 2008 at the earliest. For a whole host of reasons it is years away. The 
Government has simply given it away. 

The public is also entitled to be somewhat sceptical about this. The Premier announced that the Government 
would approve Gorgon's project on Barrow Island. Therefore, people thought that that was the Gorgon liquefied 
natural gas plant on Barrow Island. They said that it was the only way it could be done; fair enough. The public 
has broadly accepted that so far. However, it came out in the detail of the agreement Act that there is 
150 hectares ofland for the Gorgon project, but there is another 150 hectares ofland for gas processing projects. 
The one I have in mind is the Sasol Chevron gas-to-liquids project. The Premier did not tell the public of 
Western Australia that there would be an LNG project, plus one, two or maybe three gas processing projects on 
Barrow Island. Sure, there is a procedure under which they must come back to this Parliament for approval, and 
that is proper. However, the Government did not tell the public openly that there may be several projects on 
Barrow Island. I do not think the public ever had that perception until it finally emerged in the media. 

The stupidity of this is that, in 300 hectares, there can only ever be two or three projects on Barrow Island. Why 
would the Government not take the big leap and bring the gas onshore and develop Maitland or Cape Preston, or 
wherever it wants to put the project, as a world-class estate? It could bring the Commonwealth on board. I can 
guarantee that it could bring the Commonwealth on board for the development of that. It would also have the 
opportunity of bringing gas into the Western Australian market immediately - not in 10 years but right now - as 
part of the initial construction, and there would be an immediate incentive for gas to be connected to the existing 
central Australian infrastructure. The gas market of Australia would develop, and greenhouse gas emissions in 
Australia would fall, or be below what they would have been. There would be all sorts of huge benefits for this 
country. 

I am running out of time. The incredible irony is that while the Labor Government in Western Australia has 
played its cards and thrown them on the table face up, the Commonwealth has acted quite differently. It is about 
to start negotiating with Gorgon. Ironically, the Commonwealth is talking to the Opposition in Western 
Australia about the way in which Gorgon should be developed. What are the state government guys doing? 
They have probably dealt themselves out of the game. They should not have. They should be in there fighting 
for this State and for that gas to have its highest value use in Western Australia. They should be fighting to get 
and keep projects like the Methanex Australia Pty Ltd project in this State. They should be fighting for local 
jobs in the Pilbara and high local content, and they should be providing for lower greenhouse gas emissions and 
increased use of gas in the Australian energy sector. Gorgon presents a unique opportunity. The member for 
Albany sits there and sniggers. He opposes a gas pipeline to Albany. That is how tiny his thinking is. How 
could he ever come to grips with something like 40 trillion cubic feet? 

Point of Order 

Mr P.B. WATSON: The Leader of the Opposition just said that I oppose a gas pipeline to Albany. I have never 
opposed a gas pipeline to Albany. 

The ACTING SPEAKER (Ms K. Hodson-Thomas): There is no point of order. 

Sitting suspended from 6. 00 to 7.00 pm 

Mr c.J. BARNETT: I restate the main points I wish to convey to this House. The Gorgon gas resource is by 
world standards a fabulous natural gas resource. It is at least 40 trillion cubic feet, possibly many more. To put 
that in context, Australia's total consumption of gas, including its exports of liquefied natural gas, comprises one 
to 1.5 trillion cubic feet a year. The whole of the United States economy uses about 22 trillion or 23 trillion 
cubic feet a year. The resource is at least 40 trillion cubic feet, and could ultimately provide as much as 
60 trillion or 70 trillion cubic feet. It is a massive natural resource. As I said before, in my opinion it is 
Australia's greatest undeveloped natural resource. It is of not only state but also national and world significance. 
The LNG industry is a new industry. It is an Asia-based industry. It is rapidly growing because of the 
advantages natural gas offers, not the least of which is lower greenhouse gas emissions. ChevronTexaco 
Australia Pty Ltd is the lead joint venture partner for the Gorgon development proposal. It has 40 years of 
successful experience on Barrow Island. I have the greatest respect for ChevronTexaco. It is a fine company. I 
have stated publicly that I am confident it will develop a project on Barrow Island to the highest standard. I do 
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not believe its activities will have a great adverse impact on the environment, although the plant will be very 
visible on what is essentially a very flat piece of island. However, that is not the main point. 

Western Australia and Australia could have grabbed a rare opportunity to secure not only the development of the 
Gorgon LNG project but also the bringing of that gas onshore and the development in that area of a world-class 
industrial estate. In that way we would not lose projects such as that proposed by Methanex Australia pty Ltd. 
This Government has missed that opportunity. It has rushed to bring in an agreement Act that is ahead of its 
time. It is not needed for some time. All the ChevronTexaco joint venture required for the Gorgon project was 
security of access to Barrow Island. Issues such as bringing the gas onshore, customer projects, gas processing, 
royalty or revenue-sharing arrangements with the Commonwealth, environmental and other benefits to the State 
and local content should have been negotiated over the coming two years. There would have been plenty of time 
to do that. This Premier and State Government have simply thrown all the cards on the table and given the 
project away for the minimum in return. The Commonwealth has not seriously begun negotiations with 
ChevronTexaco. Chevron Texaco has not seriously advanced its ability to physically take the gas into the North 
American market. Why is this Parliament ratifying an agreement that is not necessary at this stage? It is a 
missed opportunity. This is a great project. I wish it well and support it. However, it is a missed opportunity for 
this State and this nation. 

Debate adjourned, on motion by Mr. J.C. Kobelke (Leader of the House). 

[Continued below.] 
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BARROW ISLAND BILL 2003 

Second Reading 

MR C.J. BARNETT (Cottesloe - Leader of the Opposition) [5.03 pm]: This is one of the more important 
matters that will come before this Parliament, and it has implications for the State for the next 30 to 40 years, or 
even longer. It is an important agreement Bill. The Gorgon project is massive, and will involve capital 
expenditure of $12 billion, exports for this State and for Australia of some $2.5 billion a year, a construction 
work force of up to 3 000 people and a permanent work force of some 400. On any scale, it is a world project of 
major proportions. It will have a significant impact on this State in particular. It also has major environment 
issues attached to it, not least of which is the proposed use of Barrow Island, an A-class reserve since 1910, and 
an area of special, unique biodiversity including a number of endangered and rare species. This Bill also raises 
many issues to do with commonwealth-state financial relations with respect to major resource development 
projects. It also raises issues about long-run energy policy, both for Western Australia and for Australia as a 
whole. This is a project of national and international significance. It is not a project just about Western 
Australia. 

The Liberal Party will support this legislation. We support the project, and at the state conference of the Liberal 
Party in early August I indicated publicly and in the presence of the Prime Minister that we would give support 
to this project. In doing so, however, I will make a number of observations. First, this agreement Bill, as it has 
been put together, is premature. It addresses a range of issues that need not have been addressed for some time. 
Indeed, it would be in the interest of the State not to address those issues for some time. The Gorgon joint 
venture requires security of access to Barrow Island. It requires an agreement - a bipartisan vote in this 
Parliament - that will give such access, so that the joint venture can have confidence in the option of developing 
that project on Barrow Island, and can with some confidence and security attend to the many other issues facing 
it. Not least of these is finding a market for the gas, and a way of getting the gas into North America, one of its 
two designated prime markets. 

The agreement is also premature in the sense that it leaves unresolved issues of commonwealth-state financial 
relations and revenue sharing. The State has played its cards, but the Commonwealth has not even started. Why 
would the State concede almost everything, when the Commonwealth has not even reached that stage? That is 
what this Government has done. The structure of this agreement does not maximise the economic benefits of the 
Gorgon gas reserves either for Western Australia or for Australia. We have seen a rush by this Premier to give 
an impression that he is getting development projects under way - a rush to have a media release and photo 
opportunities on Barrow Island and a failure to look at the long-term economic benefits and implications for 
Australia, Western Australia, and Barrow Island. It has been unseemly, and was not required by the 
development proponent, the Gorgon joint venture. Why did this Government not have the commonsense and the 
financial and commercial nous to stay in the game and negotiate the best possible deal? This Premier just gave 
away an enormous economic opportunity for Western Australia, in return for a couple of media opportunities. 
That sounds shallow, but it is the truth. 

Dr J.M. Woollard inteIjected. 

Mr c.J. BARNETT: I will get to that. 

It was an absolute giveaway; it was shallow and naive. The Commonwealth Government is probably laughing at 
the State over this. The Commonwealth would play this project in a far more sophisticated way. 

Mr A.D. McRae: Why would the Commonwealth Government be laughing? 

Mr C.J. BARNETT: The member for Riverton would do well to listen, and he might learn something about the 
petroleum and liquefied natural gas industries in this State, and about the world market for LNG. 

Mr A.D. McRae: I was asking a question. 

Mr C.J. BARNETT: The member can listen, and I will answer every question he wants to ask me. 

Mr A.D. McRae: Why would they be laughing? 

Mr C.J. BARNETT: I know the member's job is to try to intimidate and bully. I am not a woman, so he must 
find that frustrating. I will answer every question he has, but I will make my speech without interjection. I have 
another 55 minutes. 

Let us look at the history of the petroleum industry in this State. The first point to be made is that it is a recent 
history. The first oil production was, coincidentally, on Barrow Island in 1964. The first offshore gas 
discoveries were in 1971. The North West Shelf project started domestic gas production from the North Rankin 

[1] 



Extract from Hansard 
[ASSEMBLY - Tuesday, 14 October 2003] 

pll921c-11930a 
Mr Colin Barnett; Mr Peter Watson; Acting Speaker 

field in 1984. That was supported by the construction of the Dampier to Bunbury natural gas pipeline by the 
then State Energy Commission. The first LNG exports from the North West Shelf were only in 1989 - just a 
couple of decades ago - and now run at some 7.6 million tonnes per annum - eight or nine per cent of world 
production. These were the developments in the early stages of the oil and gas industry in this State. The next 
big step was the disaggregation of the North West Shelf contracts in 1995. This is something that people do not 
easily identify with, but it was probably the most significant non-construction change. That immediately put gas 
producer in direct contact with gas customers. It immediately saw the price of natural gas in the Pilbara at 
source fall by about 50 per cent and it saw the price of natural gas for industry in the southern part of the State, 
including Perth, fall by about 30 per cent. As of that time, the developer of a gas-processing project could look 
at the north west of Western Australia and realise that natural gas could be bought for large industrial projects at 
about $USI to $US1.20 per gigajoule. At that time in 1995, the prevailing price was about $3 in the United 
States and $3 to $5 in Europe. Today, the price in Australia is much the same, but the price in the United States 
is $5 to $6 per gigajoule. The disaggregation of the North West Shelf gas contracts combined with the 
availability of that gas resource gave this State an enormous competitive advantage in one hit; an advantage that 
has not yet been realised. I will come back to some of the reasons for that. The State Energy Commission of 
Western Australia was then split into Western Power and AlintaGas. 

In 1996, the goldfields gas pipeline was completed. This opened up the market and provided a domestic market 
for gas in nickel processing and in the gold mining and iron ore industries. It expanded a market opportunity. 
The privatisation of the pipeline and of AlintaGas and, effectively, the full deregulation of the gas industry then 
took place; all those were steps involving the energy sector, but relating to the petroleum production side. 

Last year, a contract was signed to export liquefied natural gas from the North West Shelf to Guangdong in 
China. All those steps were milestones. I say with sincerity: if the development of the Gorgon gas reserves 
takes place it will be one of the most important milestones in the brief history of the petroleum industry in this 
State. The oil and gas industry in Australia is predominantly a Western Australian industry. Why are we 
apologetic about that? We dominate. We should be leading the charge, not taking a back seat. W A produces 57 
per cent of Australia's oil and 54 per cent of Australia's gas. We probably have 80 per cent of the nation's gas 
reserves off the Western Australian coast; a gas reserve that is now estimated to be 120 trillion cubic feet. To 
put that in perspective, when I became Minister for Resources Development in 1993, the proven reserves were 
79 trillion cubic feet. In a little over a decade they amount to 120 trillion cubic feet. It is the largest 
undeveloped gas resource in the Asia-Pacific region. It is Australia's most valuable natural resource for 
development. Western Australian Governments need to understand that and to use that leverage; that has not 
happened. 

To understand the Gorgon project dealt with in this agreement Bill, members need to understand something 
about LNG. The North West Shelf exports 7.6 million tonnes of LNG a year, which is valued at a little under 
$3 billion. This State has huge reserves and could potentially be exporting 20 to 30 million tonnes of LNG 
within the next 15 years. However, there are a few things that need to be said about the LNG industry. What is 
LNG? It is natural gas, which is predominantly methane - C~ - that is chilled down to about minus 170 degrees 
and turned into a liquid. Its volume diminishes enormously and it can be exported by ship. When it arrives at its 
destination the process is reversed. It is warmed up, it expands and it becomes a natural gas vapour again. The 
process is not particularly sophisticated in concept; it is a giant refrigeration process. However, that process of 
cooling the gas down to a liquid and exporting it by sea rather than transporting it by pipeline is relatively new. 
The first LNG trade in the world was in 1964 from Algeria to the United Kingdom - a French company was 
involved. The first Asia-Pacific trade was in 1972 from Alaska, of all places, to Japan. It is a select club. It is a 
young industry and there are relatively few players. I have not got the latest figures, but in 1996 there were only 
nine exporting nations and eight importing nations. New exporters such as Nigeria are entering the market, as 
are new importers such as China. However, it is still a small number - there might be 10 or 12 importers and 10 
or 12 exporters. 

It is an Asia-Pacific industry. Two-thirds of the production of LNG in the world takes place in the Asia-Pacific 
region. Indonesia is the dominant player and Malaysia, Brunei and Australia are also involved. Three-quarters 
of the consumption of LNG occurs in Asia, principally in Japan - Japan absolutely dominates. In years to come 
China might rival Japan. However, Japan uses almost 60 per cent of the world's LNG followed by Korea, 
Taiwan and, in the future, China. It is a young industry. It is an Asia-Pacific industry with very few players as 
buyers and sellers. It is an industry involving immense capital costs of construction. The North West Shelf gas 
project has cost some $8 billion so far and is now going above that figure with the development of the fourth 
train, and the Gorgon project will cost $12 billion, so they will be similar in size. Due to the capital cost, the 
limited number of players and the essential nature of energy, it has been an industry characterised by long-term 
contracts - essentially take or pay 20-year contracts. When a project is built the gas is pre-sold. That is now 
changing. The industry will now move to shorter-term contracts and even more spot sales. The market is 
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developing. Markets only grow over time as the numbers of buyers and sellers increase, something this 
Government needs to consider in tenns of its electricity deregulation proposals. 

The market growth has been incredible. It started in 1964. In 1990 the world market was about 52 million 
tonnes per annum. By 1997 it had grown about 60 per cent to 82 million tonnes. I do not have the latest figure 
but I am sure it is now well over 100 million tonnes per annum and is likely to grow even quicker during the first 
decade of this century. There are a number of reasons for this growth. The principal reason is that other sources 
of energy are becoming less available or less attractive. Gas is a clean fuel. It produces about half the emissions 
of coal in power generation. Some of the developing countries in Asia have taken bold visionary steps. Korea 
made a policy decision in the mid 1990s to use natural gas. Before it had acquired the gas resource through 
import it had built a pipeline infrastructure through the Korean peninsula. Members may have read recently that 
China has also decided to dramatically increase its use of natural gas in its energy system, apart from its 
involvement with the Guangdong project. If one believes in the Kyoto Protocol and that greenhouse gas 
emissions are a problem, then by default one should support natural gas in energy production. With regard to the 
long-tenn view of world energy in moving from a reliance on coal and oil, natural gas will probably fill a void of 
30 to 50 years and then - some people might not like it - we will see nuclear power dominate. Natural gas will 
fill that critical fuel need internationally during the first few decades of this century. 

Gas has certain properties and can be used in a variety of ways. Ifwe do not appreciate this, we cannot make the 
right decisions on projects like the Gorgon project. Gas is methane - C~ - and there is nothing special about 
that; it is very common. Cows expel methane all the time, even humans do. Methane can be used for differing 
value uses. The simplest use for natural gas is as town gas for gas heaters, gas stoves and whatever. That is its 
base use; it is very unsophisticated. The gas is simply lit and the energy - the heat - is emitted. A more 
sophisticated use for gas is found in power generation. Western Australian leads the nation in this area. Over 
half of the power generation in this State is based on natural gas. In other States it is about four or five per cent. 
This State is way ahead of the rest ofthe country. Why do we take an apologetic position? We are way ahead in 
the use of natural gas in power generation in this State, which was primarily developed during the 1990s. That is 
a high-value use. Alternatively, natural gas can be cooled to a liquid and exported as LNG. That is an even 
higher value use. That increases the value of the natural gas about threefold. That is good but, in a sense, it is 
not great. It is not the full gain; it is not the big picture. Natural gas can also be used for its chemical properties; 
it can be used to react in chemical change. This State has started that process. The BHP direct-reduced iron 
plant in the Pilbara is important, not only because it processes iron ore into pig iron or a quasi-steel product, but, 
for the first time, takes natural gas and uses it not only for power generation but also for its chemical properties 
as a reductant. It is part of a chemical reaction. The precious metals vanadium project does the same. That is 
using natural gas for not just its heat content, but for its chemical content. Ifwe ever see gas processing projects 
in this State take off - there is some doubt - we will see gas used virtually fully for its chemical processing ability 
and chemical characteristics. Producing methanol, fertilisers and petrochemicals adds value to natural gas by 
about eightfold. The point is there: town gas to power generation to LNG to gas processing and chemical 
products. It goes from the value of one to a threefold increase to an eightfold increase. To get gas processing 
projects in this State is the glittering prize; that is what policy should be directed at. LNG is great but it is not the 
glittering prize. Some of the gas that will leave Gorgon and the North West Shelf will be used for far higher 
value-adding uses in importing countries. Why are we not doing it in Australia? As the State with the gas 
reserves, why are we not going for the glittering prize? Why are we accepting second best? That is what this 
Government is doing; it is not seeing the big picture. 

Let me focus on a national point of view. There is a debate in Australia about the Kyoto Protocol and reducing 
greenhouse gas emissions. What is happening? People are running around planting trees. That is good. People 
are investing in and sponsoring renewable energy. That is also good. People are talking about demand
management on energy consumption. That is also good but does it make a difference? Not really. Among 
developed nations, Australia is one of the few, maybe the only developed nation, that has the opportunity to do 
something about greenhouse gases at no cost and with no problem. All we have to do is take our massive gas 
reserves from the north west coast of Australia and use them for the incremental power needs of Australia. Ifwe 
do that we will, in one hit, make an enonnous contribution to reducing Australia's greenhouse-emissions. What 
has happened in Western Australia needs to happen around the rest of Australia. We need to shift the emphasis 
for power generation from coal to new power generation from gas in Victoria, New South Wales and 
Queensland. I am not saying we should close down the coal industry or coal power stations but we should make 
sure that, increasingly, the growth in power generation in Australia is based on natural gas. If we do that, that 
one measure will make a massive difference to Australia's greenhouse gas emissions. It is simply and easily 
done. People might think it is expensive; people may remember Rex Connor. He was a visionary in some ways. 
He was three or four decades ahead of his time. It would cost about $1 billion to connect the North West Shelf 
and Gorgon to the existing infrastructure for gas distribution in central Australia from the South Australian and 
Queensland fields. Approximately $1 billion would make the connection. We would then have industry power 
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generation on the east coast going to projects based not on coal, but on gas. It is a simple measure. There is no 
national vision on energy policy; there has been none in Australia for two decades. It is not there but it is 
obvious to me what Australia must do in energy and greenhouse gas emissions. 

Are we maximising at a state level? I must say there has been some bad news lately. Not all projects happen. In 
this area, the Dow Shell project has gone, the Syntroleum project has gone and only in the past week or so the 
Methanex project has also gone. 

Mr A.D. McRae: Vanadium has gone. 

Mr c.J. BARNETT: No, actually it has not. I make the point that three gas processing projects have 
disappeared in the past two years. They may not have all eventuated and there are other projects that are 
unlikely to happen under the current policies. We must ask why. Is the development of Gorgon a missed 
opportunity? 

As I said, Barrow Island was established as an A-class nature reserve in 1910. It has state, national and 
international significance. There is no doubt about that. It has been described as an ark off the Australian 
continent. It has unique biodiversity; at least 24 species in that area are not found anywhere else in the world. 
They are rare and endangered. It is a truly unique environment. The Conservation Commission of Western 
Australia has stated -

... Government should not approve the location, construction and operation of any gas processing 
plant on Barrow Island Nature Reserve. 

That is the Government's Conservation Commission. Similarly, the Environmental Protection Authority has 
advised against development on Barrow Island on environmental and conservation grounds. Even during 
question time today, the Premier carried on about Mauds Landing. The EPA laid down conditions to allow the 
Mauds Landing development to happen. The EPA and the Conservation Commission have been very clear in 
their opposition to development on Barrow Island. In reality, Barrow Island is a more significant environmental 
issue than Mauds Landing - but not necessarily Ningaloo Reef. Mauds Landing is a piece of scrub but Barrow 
Island is a protected and unique environment with rare and endangered species. Even though the Conservation 
Commission and the EPA have stated clearly the development should not take place on Barrow Island, as a 
former resources minister I recognise the performance of Chevron Texaco as an oil producer on that island under 
the banner of Western Australian Petroleum Pty Ltd for some 40 years. Chevron has a good record; it has 
managed the island well. One reason the environment of Barrow Island has been so well protected - somewhat 
ironically - is the presence of the oil industry. It managed and protected the island. Other islands have had 
infestations of weeds, rats and cats that have damaged the native flora and fauna. Chevron has done a good job. 
I have told it that I have confidence in its ability to manage an LNG project on Barrow Island. It has a proven 
record and it has the scientific and managerial expertise and resources to manage a project on that island. I do 
not doubt its ability; I have said publicly that it could do it on Barrow Island. 

There is also a quite substantive reason that Barrow Island offers some environmental benefits. A major issue of 
the Gorgon gas reserves is that they are high in carbon dioxide - greenhouse gas. The Gorgon reserves have, on 
average, a 12 per cent carbon dioxide content. By comparison, the North West Shelf reserves have only two to 
three per cent. The carbon dioxide from the North West Shelf is vented - it goes into the atmosphere. Three per 
cent of the gas does not sound much but it is literally millions oftonnes of carbon dioxide each year. To vent 12 
per cent of the volume of Gorgon would be an unacceptable addition to Australia's carbon dioxide emissions, 
particularly given the sensitivity of the Kyoto Protocol, the pressures within Australia to sign it, pressures within 
buyer nations of gas and the fact that many buyer nations have signed, or will sign, the Kyoto Protocol. 

The Gorgon joint venture has been around for some time. I attended a meeting with the joint venturers during 
the mid 1990s as the responsible minister. I made the point that carbon dioxide emissions were one of several 
key issues that had to be addressed. I put to them what I thought was a fairly wacky idea at the time, which was 
to look at Barrow Island. They were already producing oil and I asked whether it was possible to reinject the 
carbon dioxide into the vacated oil reservoirs. Chevron and the joint venture partners were not too impressed 
with that idea. However, to their credit, they went away and investigated the geology of Barrow Island. They 
are now confident that they can inject the CO2• That will allow the development of the Gorgon gas reserve to 
take place, and at the same time it will avoid the need for massive amounts of CO2 to be vented into the 
atmosphere. That is a good reason for the development to be on Barrow Island. 

However, does the whole project need to be on Barrow Island? That is the point. The gas from the Gorgon 
reserves, which are some 80 kilometres to the east of Barrow Island, can be brought onshore to Barrow Island. 
The CO2 can then be stripped out and reinjected into the reservoir. The remaining methane and other molecules 
can then be taken onshore to the mainland through an extension of the pipeline. There is a technical and 
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environmental case for stripping the CO2 from the gas at Barrow Island and reinjecting it into Barrow Island. 
However, there is no technical reason that the LNG plant - or, indeed, any future gas processing plants - needs to 
be on Barrow Island. That would minimise the environmental impact on Barrow Island. An LNG plant is a 
helluva large plant. Anyone who has been to Barrow Island will know that there are not many hills there. It will 
be a very large structure. Everyone will see it. A CO2 stripping and reinjecting facility would be a far smaller 
structure and could stand by itself. The gas could then be brought onshore to the mainland. 

That would be the best of both worlds. It would give the Gorgon proponents the certainty to go into the market 
and say that they can access the gas reserve and bring it onto Barrow Island. They can get rid of the CO2 - the 
customers will feel good about that - and they can bring the gas onto the mainland. They can then build the LNG 
plant and sell gas for export as LNG, and they can sell gas to Australian and international companies that build 
gas processing plants adjacent to the LNG plant. Forty or 50 of those plants could be built on the mainland. 
However, that cannot be done, and will never be able to be done, on Barrow Island. That is why I say that the 
Government has not grasped the big picture on the issue of location. It has simply acquiesced to short-term 
announcements. It has handed away to the joint venturers and to the Commonwealth every bargaining chip that 
Western Australia has. The resolution was there. It was easy. All the Government had to do was negotiate the 
scenario that I have outlined; namely, strip out the CO2, reinject it into Barrow Island, bring the gas onshore, and 
have as much development as it can get in a purpose-built industrial estate. That is the big picture. That is what 
should happen. 

Mr A.D. McRae: Is that what you are suggesting? 

Mr C.J. BARNETT: Exactly. That is what should happen. That is what the Commonwealth Government will 
want to happen. The Government should understand that. The Commonwealth Government will want this gas 
to come onshore to the mainland. The Government has effectively dealt itself out of the game. All it had to do 
was give security of access to Barrow Island for CO2 reinjecting, and identify a site on the mainland. That is all 
it had to do to enable Gorgon to go into the international marketplace and look for customers. That is all Gorgon 
needed. Gorgon will say that it will cost $1 billion more to bring the gas onto the mainland. That may be right. 
However, big deal! This is a 40, 50 or 60-year project. The revenue in taxation payments alone will be some 
$18 billion. The Government should have negotiated these things. It should have worked the project. However, 
the Premier just threw all his cards on the table. Would Sir Charles Court have done the same thing with the 
North West Shelf project? How did Sir Charles Court negotiate the take-or-pay contracts, the Dampier to 
Bunbury gas pipeline and the royalty revenue sharing arrangement with the Commonwealth? Those negotiations 
did not take place over a couple of months. There were years of negotiations. There were arguments in airports, 
there were almost fisticuffs in Canberra, and there were meetings in Melbourne and all over the planet to try to 
get the North West Shelf agreement in place. Sir Charles Court fought for Australia and for this State. He did 
not throw it all away in return for a photo opportunity on Barrow Island and a media release. This Government 
is naive. It does not see the big picture. It does not see the opportunities for this State or nation. It does not 
want to find a solution to the problems. There is a conflict between development and the environment. A good 
Government will find a solution, a way through. The solution is bleeding obvious, if! can say so, for all to see. 

I return to my point about the gas processing projects that the State has lost. The State has now lost the Dowell
Shell, Syntroleum and Methanex projects. The Government keeps putting out media releases - somewhat 
foolishly - to announce all these projects on the Burrup. Some of those projects are highly speculative and will 
never come to fruition on the Burrup or anywhere else. The Methanex project was the strongest and most 
realistic project, because the proponent had an existing operation and customers and needed to find a new gas 
resource. How the Government bungled and lost the Methanex project is beyond me. The minister went to the 
football! He should have gone to Vancouver and fought for that project. For the minister to come into the 
Parliament today and blame the Commonwealth shows that he is not on top of his portfolio and is not doing his 
job. 

How can the State get gas processing projects? Those projects are worth $200 million, $500 million or 
$700 million. The proponents of these projects do not get access to the natural gas resource. There is no 
glittering prize for them. They can buy gas in Qatar, Trinidad or Venezuela. It is all the same; it is methane -
C04• The price here is fairly cheap - $1.10 or $1.20. In Venezuela it is 40c. Countries in the Middle East would 
probably give it away. The reason the proponents want to come here is that we are a First World nation with 
stable government, a stable legal system, security of access to the resource, and agreements like this that are 
bipartisan. That is what brings them here. However, they also need to make the project fly. It has to stack up 
commercially. Projects like Syntroleum, Methanex, GTL or Burrup Fertilisers are not big enough to support the 
development of a greenfield industrial estate, with water, power supplies, waste disposal or whatever else. 
Therefore, they will go to places in which they can buy gas at a reasonable price and which have a purpose-built 
industrial estate. That is probably one of the principal reasons that we lost the Methanex project, coupled with 
the industrial relations problems on the Burrup LNG train 4, which would have made the proponents even more 
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nervous. Syntroleum is another example. The list goes on. Where do projects like that go? In Australia they 
may go to places like Gladstone in Queensland, if they can, because that has a purpose-built industrial estate for 
major projects. They may go to Trinidad. I have never been to Trinidad, but I have seen photographs and videos 
of it. They can go to Trinidad and buy a 100-acre industrial site with gas, water, transport and waste disposal 
facilities all set up waiting for them. All they need to do is plonk in the project and start paying for the services. 
It is dead simple. Why would Methanex not end up in Trinidad? I would not mind betting that that is where it 
will go. Until we get a purpose-built industrial site in Western Australia, we will never achieve the full potential 
of gas processing. We will never capture the glittering prize. We can put out press releases about LNG -
fantastic, with a threefold increase in value - but the jobs will be overseas and the gains will be overseas. 
However, when we start to process our gas here, we will get an eightfold, tenfold or fifteenfold increase in value. 
That is what the glittering prize is all about. Every now and again, perhaps once in every 30 or 40 years, we get 
a chance to grab the glittering prize. The North West Shelf gas project was such a chance. I think that was 
grabbed well. That was the first. The Gorgon project is the next big chance this State has had. However, the 
minister failed to grab the glittering prize. The Premier gave it away for the sake of a media release and a photo 
opportunity . 

The Government talks about developing projects on the Burrup. There is a bit of land on the Burrup called 
Hearson Cove. That is the only remaining flat piece of land on the Burrup. When I was the minister 
responsible, I allocated land to three projects on the Burrup. This Government has allocated land to one or two 
others. We may get three or four projects at Hearson Cove. That will be the limit of it. That is all that can be 
done. With issues of rock art, heritage and the like, there will be a nervousness about investing on the Burrup 
Peninsula. Industrial relations issues, such as those occurring on LNG train 4, will make people even more 
nervous. We will never achieve a world-class industrial estate on the Burrup Peninsula for the simple reason that 
not enough land is available. Hearson Cove and all the existing areas, industrial and otherwise, on the Burrup 
Peninsula comprise about 1 400 hectares. That is not world-class. The minister talked about the proposed LNG 
project and customer projects on Barrow Island, which comprises 300 hectares. That is certainly not world
class; it is toy town stuff. Maitland would be 4 000 hectares, and would be a world-class industrial estate. The 
Gorgon project presented the opportunity to bring gas onshore straightaway and to build the LNG plant and the 
infrastructure on a world-class estate. The minister would then not lose the Methanexes of this world. Operators 
would plug their projects into the existing infrastructure. The minister has given up that glittering prize. He 
missed the big opportunity. He was too quick to pretend that he has a project under way. 

On commonwealth-state relations, again the State Government has not understood the issue. The North West 
Shelf gas reserves are in commonwealth waters, but the State of Western Australia in the 1970s and 1980s 
underpinned the development of the North West Shelf project by building the Dampier-Bunbury gas pipeline and 
being the foundation customer for domestic gas through the take-or-pay contracts. It was contentious and 
expensive for the State for a long time. However, it led to the establishment of the North West Shelf project, the 
North Rankin platform, the gas being brought ashore and the subsequent LNG development. 

Mr M.W. Trenorden: That project got bucketed by the ALP. 

Mr C.J. BARNETT: Consistently. The gas pipeline was sold for twice its value in construction. In the long 
haul, the State got its money back and the take-or-pay contracts were disaggregated and farmed out to the real 
customers. 

Mr P.G. Pendal: The bloke who sold that must have got a good deal for us! 

Mr C.J. BARNETT: Absolutely. 

Both the North West Shelf and Gorgon are in commonwealth waters. The role the State played in the 
development of the North West Shelf project, and through negotiations between Sir Charles Court and Malcolm 
Fraser, led to a 60:40 split in revenue - namely, 60 per cent to Western Australia and 40 per cent to the 
Commonwealth. It was a good and fair deal for the State. One cannot claim that Western Australia is 
underpinning the Gorgon development to the same extent. 

Mr L. Graham: It was finally signed off by Gareth Evans. 

Mr C.l BARNETT: Yes, it was - after a dramatic argument at Perth Airport. It was a good deal. Paul Keating, 
as a former resources minister, was involved. I have spoken to Keating about it. That project involved many 
people over a long period, and, at the end of day, it was a good outcome for all players. 

Mr L. Graham: The only one of its kind. 

Mr C.J. BARNETT: Indeed. The State got a huge revenue stream. People may say that the Commonwealth 
claws that revenue back under commonwealth-state fiscal arrangements. It does, but the revenue that comes 
from the North West Shelf is free for the State to spend in any way it chooses. It is not encumbered in any way; 
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it is not a grant. If in commonwealth-state arrangements I can get a dollar for the State free from involvement of 
the Commonwealth, I would always grab it. That arrangement has not been made on this occasion. 

Also, the revenue collections for the Government from the North West Shelf are on the basis of an ad valorem 
royalty. Therefore, the proponents pay a percentage of the value of the gas as it is extracted. That seems 
inherently fair. As the gas is drawn from the ground, sold and put on ships, the operators pay a royalty. 
Australia shares between Western Australia and the rest of the nation the royalty from the project. The 
Government is not proposing to do that with the Gorgon project as it will apply a resource rent tax, which is a 
profit-based tax. I have not seen the distribution of payments, but I know that most of the resource rent tax 
payments - these are estimated to be $18 billion over 30 years - will accrue in the last years of the project. The 
Gorgon project will not pay much in the early years. Why would one do that? Resource rent tax was designed 
for the oil industry, not gas production. A royalty should apply and an arrangement should be made to split that 
royalty between the Commonwealth and the State. For the want of a better number, a fair split off the top of my 
head may be 70 per cent to the Commonwealth and 30 per cent to the State. That is the deal the Government 
could have done with the Commonwealth. 

Mr P.G. Pendal: Why would you make it different from 60:40? 

Mr C.J. BARNETT: Under the North West Shelf, the State underpinned the project. It took huge risks and 
incurred costs with take-or-pay gas contracts and financing the Dampier-Bunbury pipeline. That is not the case 
with this project. The ratio could be 70:30, or whatever. The State should get a significant share. 
Approximately one-third would be about right. It is clear from talking to the proponents that the Commonwealth 
has not decided the finalities of taxation, depreciation allowances and the role Invest Australia may play in this 
process. The Commonwealth probably has not started to discuss the intricacies of [mancial arrangements with 
Gorgon. Nevertheless, Western Australia has brought in an Act of Parliament and said here is the deal. How 
dopey can one be? I do not suggest that departmental officers have negotiated anything wrong. It is just dopey 
and it is ahead of the game. The proponents do not have a market for the gas yet. In fact, 2008 will be the 
earliest opportunity, if they are lucky. There is a market opportunity; however, not only do they not have a 
market, but also they must get the gas into the market. The proponents have identified Korea, which is an 
emerging market for gas. It has bought some gas in spot cargoes and short-term contracts from the North West 
Shelf. Gorgon is targeting America. If an LNG tanker rocks up to the Californian coast, there will be nothing to 
plug the gas into. The Americans need to build a similar reverse process structure in California - that is, the gas 
must be turned from a liquid into a vapour. Where on the Californian coast would one build a $US4 billion or 
$US5 billion gasification plant post-September II? If one thinks significant environmental issues are involved 
on Barrow Island, imagine the issues involved post-September 11 with building that plant on the Californian 
coast. Gorgon has not started that process, and that shows how far the project has to go. The best scenario, 
which no doubt the proponents will talk about, is to bring gas ashore in Mexico and pipe it to the United States. 
That process has not started, either. I am sure the proponents will find a way of accessing the United States 
market, but they have a host of problems and processes to go through first with the US Government and the 
Californian Legislature. Why lay our deal on the table? The Commonwealth has not done a deal with the 
proponents. The US Government and the State of California have not done a deal, but dopey old Western 
Australia has! Why would one be so naive? Why lack such commercial nous? This is a long-haul project with 
a 60-year agreement. It will have a 30-year production life, and 40 trillion cubic feet of gas, Australia's greatest 
natural resource, will be utilised. Yet these guys opposite have traded it away without thinking it through. They 
have missed the opportunity. Sir Charles Court did not miss the opportunity 30 years ago. The minister 
opposite has missed an opportunity with this development. 

To get an LNG plant on Barrow Island is a big project, but it is not the main game and not the big picture for this 
country or State in terms of finance or the development of the gas industry. A whole range of other issues will 
arise, such as local content. I know the minister, with his Trades and Labor Council background, is committed 
personally to local content. It is important. Local content has generally increased to 80 or 90 per cent of mining 
projects, and 60 or 70 per cent of petroleum projects. However, construction on Barrow Island will by definition 
be a fly in, fly out operation. The member for Pilbara knows that it will not provide many jobs in the Pilbara. 
Small businesses and contractors in the Pilbara will not be doing much work. 

Mr L. Graham: Zero. 

Mr c.J. BARNETT: Zip. That is one dimension of local content. 

Also, Barrow Island is an A-class reserve with strict quarantine arrangements. Construction will be a modular 
project; that is, it will be brought in in kit form like a giant meccano set and bolted together. That is the least 
invasive way of building on Barrow Island. It will be one giant meccano set. Preconstructed modular units will 
be locked together on the island. How will these get to the island? They will be barged in on large seagoing 
barges. Where will they come from? I hope some of them come from Henderson in Perth and from other 
Australian cities - maybe from the submarine facility in South Australia. However, I can tell the House that most 
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