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Good morning everyone and thank you Pat for that introduction.
I am delighted to be here today as this panel considers the important role of Australian
natural gas in meeting Australia’s and the world’s energy demands.
This is an exciting time for our industry, and especially for the business I run, Santos’
Eastern Australian gas business. I will focus my attention on Eastern Australia and leave
it to Phil, Graeme and others to look to the West.
Recognition of Australia’s enviable natural gas resource position has been growing for
sometime. However, it has really been in the last 5 years where a combination of factors
– the push for a less carbon intensive economy, huge increased Asian energy demand
and technological innovation – have confirmed this fantastic opportunity, with its
associated benefits for all Australians.
While this opportunity
pp
y is unparalleled,
p
,p
particularly
y on the Eastern Seaboard – there are
clearly some significant challenges. While there are legitimate questions about any large
scale development, a concerted misinformation campaign by traditional anti-development
groups has created a great deal of angst within the community about coal seam gas. I
will address this directly in more detail later, but it is vital for our country’s future that the
industry behaves reasonably and respectfully and that a similar level of reasonableness is
shown by our opponents.
[PAUSE]
I’d like to start if I can with an explanation of where Santos sits in the overall natural gas
global picture and our strategy to meet the expanding demand for clean energy which will
transform our business in the process.
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At Santos our vision is simple:
p To be a leading
g independent
p
energy
gy company
p yp
positioned to meet
Australia’s and Asia’s future energy needs.
For more than half a century Santos has been one of the largest suppliers of natural gas to the
Australian domestic market. On the east coast, we have supplied around 20% of eastern
Australia’s gas demand for more than 40 years.
Asia is also a very important part of Santos’
Santos strategy.
strategy Asian energy demand is a key plank to the
growth of the Australian gas industry – both through direct opportunities in LNG and through the
additional investment in our domestic gas business those export projects will facilitate.

But it is not just Asia where gas demand is growing. Population growth and economic
expansion – as well as the search for a lower-carbon alternative to coal – will drive
continued growth in demand for gas within Australia.
At Santos, we expect Eastern Australian gas demand to triple over the next ten years
with steady residential and industrial use, an expanding role in power generation and the
y under construction in Queensland.
demand from at least five LNG trains already
The five LNG trains already sanctioned – with more planned – represent a quantum
change in Eastern Australian natural gas demand.
As I will discuss later, provided natural gas development activity is allowed to proceed at
the right pace, and the market is willing to pay the increased cost of extraction, there is
sufficient
ffi i t gas in
i Eastern
E t
Australia
A t li to
t meett this
thi demand.
d
d
It is important to note that much of the gas required to meet this new demand can not be
economically developed at current Australian domestic prices of around $4GJ – some of
the cheapest gas in the developed world.
However comparatively modest price increases driven by this anticipated stronger
demand will make the development of extensive additional resources economic for the
first time.
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As you can see from this slide, the trend to higher prices is being driven by stronger
demand and higher development costs.
LNG contracts with Asian customers, underpinned by oil-linked pricing, have been
necessary to support the size and scale of investment required for LNG projects to get off
the ground.
Clearlyy such an increase in demand with the associated higher
g
development
p
costs will
lead to higher domestic gas prices, which we predict will move to the $6 to $9 per GJ
range. This price point will however enable this next wave of gas supply to be developed.
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We believe that this move to moderately higher gas prices is affordable for our
customers.
Domestically – transmission and marketing costs represent the overwhelming portion of
prices paid by end users – these take our wholesale price of $4GJ to a retail price of
circa $21 GJ. Any increase in the wholesale gas price would therefore have a minimal
g
impact
p
on end users.
and manageable
Industrial customers – like Rio Tinto, BHP and Xstrata have benefited greatly over the
past decade from basically flat east coast Australian gas prices while their commodity
prices have increased in some instances nearly ten fold during the same period.

5

Having covered the increased demand for East Coast gas and the resultant impact on
price
i – I would
ld lik
like tto now tturn tto the
th resource opportunity
t it in
i E
Eastern
t
Australia
A t li
Lets look at the scale of Eastern Australia’s current natural gas reserves.
In its East Coast portfolio alone, Santos currently has over 10,000 PJs of gas on our
reserves and resources book – a significant base from which to accelerate production.
To put that figure in context
context, in the 40 years we have been producing gas from the
Cooper Basin we have produced around 6,500 PJs.
Santos has a position in all four of the main gas provinces around the eastern seaboard
which provides tremendous optionality and opportunity :
• traditionally we have produced gas in the Cooper Basin, offshore Victoria and
Queensland.
• our growth will now also come from NSW where our interests around Gunnedah will be
augmented when our takeover of Eastern Star Gas completes next month.
If you take a long term view on upside resource potential, there is potentially enough gas
in eastern Australia to meet the future demand scenarios well into the 22nd century.
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What is really exciting for Santos’ Eastern Australian business is the opportunity
to significantly convert huge amounts of prospective resource into available gas
reserves.
Firstly looking at Santos’ home base in the Cooper – which until recently has
been regarded as a mature hydrocarbon province with a limited future. This
pessimistic view has been turned on its head.
Based upon the new gas price paradigm in Eastern Australia and key extraction
technological developments coming from proved US techniques, the available
conventional gas in the Cooper Basin may well exceed an additional 5000PJs of
gas.
H
However,
th
the potential
t ti l off the
th Cooper
C
d
does nott stop
t there.
th
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Unconventional resources in the Cooper Basin add materially to the Eastern
Seaboard’s growth potential.
There has been a great deal of activity, particularly in the US, on shale gas.
Santos has quietly been leading the way on shale and other similar
unconventional gas targets in Australia for the last 10 years with resources of
over 2000PJs currently booked (and independently audited), with the potential for
this to more than double over the coming 5 years
years.
Combined with our conventional potential – the future is very bright for gas in the
Cooper and we believe gas from this region will continue to flow east for many
decades to come.
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Of course, here in NSW there is much attention on the potential of this state’s coal seam
gas resources.
With our proposed merger with Eastern Star Gas obtaining shareholder approval last
week, and subject to the Court’s approval of the scheme later this week, Santos is now
the most significant player in developing these resources. While we are mindful that it is
early days in the development of CSG in New South Wales, the potential is very
significant, with the Gunnedah region having a prospective resource in the vicinity of
12 000PJ
12,000PJs.
Santos has invested $1.5 billion dollars to date and plans on spending a further $500m
over the next three years in drilling an additional 50 exploration test wells. The
information generated by these wells will provide the rigorous scientific data to support
our current modelling that a commercial development can be done safely,
environmentally sustainably and in beneficial co-existence with current land use.
Beyond that, our investment could be much more significant. Even if the development of
Santos’ coal seam gas business in New South Wales was a third of the size of our
Queensland project, $2 billion would be added to New South Wales state revenues and
over a 1,000 direct jobs would be created. The flow on impact of this investment would
create thousands of additional associated jobs within the community and other
industries. The majority of this investment and jobs would be in regional and rural areas.

9

Santos understands that a significant NSW gas development, with its associated
economic benefits will not proceed without strong community and government support
support.
This support will not be forthcoming unless the industry at large can address concerns
about its activities with hard scientific information.
This picture is of a Santos exploration test well currently operating in the Gunnedah
region. It was developed with full agreement of the local landholder and is currently
enabling us to obtain important scientific information on the underground aquifer system
and any possible interconnections, water quality and quantity, gas composition and
permeability
bilit d
data.
t All off thi
this iinformation
f
ti iis b
being
i provided
id d tto th
the various
i
G
Governmentt
regulatory bodies and also independent reviews such as the Namoi Water Catchment
study currently underway.
I want to stress – that without obtaining this information, Santos is unable to provide the
necessary scientific rigor to demonstrate to the community that future commercial gas
development could be done without harming the region’s precious water resources and
what the surface development plan would look like.
On one hand the anti-CSG lobby, and politicians friendly to their cause, challenge our
industry to prove that it can operate safely and sustainably, and on the other hand they
are now attempting to stop the very work that is required to establish this fact.
I would like to again reiterate that Santos will undertake no development in NSW that
has the risk of damaging the underground aquifer system or is not able to co-exist with
traditional
di i
l lland
d use. W
We will
ill continue
i
to seek
k constructive
i di
dialogue
l
and
d reasonable
bl
engagement from all interested groups to collectively work towards this end.
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Currently there is a lot of noise in the public discussion of coal seam gas.
Many of the concerns raised are false or exaggerated, but the genuine concerns
centre on two key themes:
• The impact of CSG on traditional agriculture; and
• The impacts on water – both the quality and quantity of water available for other
uses.
Let me address those concerns directly.
Firstly, our impact of agriculture.
We will only succeed in developing our CSG business if we are welcome on the
land we operate on. So far that is certainly the case. We have signed 500
agreements with landholders in Queensland, and 40 in NSW. These farmers want
to remain farmers. Their agreement to let Santos work on their properties has
enabled them to earn additional revenue while continuing agricultural production
production.
In many cases with enhanced productivity through additional water access or
retaining infrastructure we have put in place.
Typically our activities impact only 1% of the surface area in the regions we work
in – and our sites are rehabilitated quickly once our work is complete.
Of course, agriculture depends critically on water.
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The production of CSG does require the extraction of water, not from shallow aquifers used by
agriculture,
i lt
b
butt ffrom deep
d
coall seams, h
hundreds
d d off metres
t
b
below
l
th
the water
t ffarmers, ttowns and
d
other businesses use.
In the Namoi Catchment area, NSW, the Murray Darling Basin Commission estimates the average
annual water use, principally by agriculture is 540 GL – that’s a little more than all the water in
Sydney Harbour.
We forecast the average annual water extraction by Santos of a development in this area will be
around 5 GL. That’s less than 1% of the traditional water use.
These figures are based on initial modelling, and more studies will be done before environmental
approvals are sought and finalized – but it is clear the CSG industry’s rate of water extraction is
dwarfed by traditional users, and importantly, we are not extracting the same water supply that
farmers and residents use.
The comprehensive water monitoring systems we put in place ensure the impact on water quantity
or quality will be detected early – and addressed.
Of course we could go into more detail on these issues – and I’m happy to take any questions you
might have – but we firmly believe coal seam gas can be developed safely and sustainably with
minimal environmental impact and in partnership with land holders and local communities.
Quiet simply, it must be.

The rewards of getting it right are enormous: our Australian and Asian customers will
benefit from the energy security and environmental benefits of natural gas, while
Australia – and in particular rural and regional Australia – will benefit from the jobs,
investment and tax revenue.
With our significant resource base, a 50-year track record of safe and reliable operations
and commitment to genuine engagement with the communities in which we operate
operate,
Santos is excited about the role we will play in delivering these benefits.

With that I’ll now hand you back to Pat.
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