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CONTEXT AND 
RECENT REFORMS
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Effective gas pipeline 
regulation is critical for 
delivering efficient prices 
and terms for gas users. 
Transformation of gas and 
electricity markets also 
means it’s more important 
than ever that gas can be 
easily and efficiently moved 
to where it’s most valued.



Recent reforms to gas pipeline regulation by the AEMC and others – overview
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Recent reforms to gas pipeline regulation – covered pipelines 
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• Rule changes for full and light regulation pipelines 
commenced in March 2019 to assist users to negotiate 
better prices and terms through reforms to:

 the regulation of expansions and extensions

 the arrangements for determining reference services

 the access arrangement process

 various aspects of how efficient costs are determined

 strengthened information reporting obligations

• Rule changes implemented most recommendations from the 
AEMC’s 2018 review of the economic regulation of covered 
gas pipelines. The remaining recommendations are being 
considered by governments (eg changes to coverage test, 
asset values for light regulation pipelines, changes to 
arbitration provisions)



Recent reforms to gas pipeline regulation – capacity trading
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Capacity trading commenced on 1 March 2019, improving access to pipeline capacity:

Contracted pipeline capacity (Dec ‘18 – Dec ‘19)        Volume of day-ahead auction trades (1 Mar – 30 Jun ‘18)

(Source: ACCC, Gas Inquiry 2017-2020, Interim Report, December 2018)          (Source: AEMC analysis of AEMO data of trades in the day-ahead auction
for contracted but un-nominated capacity)



WHERE ARE WE 
NOW?
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Negotiate-arbitrate regulation remains appropriate for gas pipelines
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We have a range of different strengths of regulation for different circumstances

9

Uncovered 
pipelines not 

providing 
third party 

access Part 23

Light regulation

Full regulation

No 
regulation

Price 
monitoring 

only

Information 
disclosure 

only

Negotiate-arbitrate 
supported by 
information 
disclosure

Direct control 
of price/revenue 
and non-price 

terms

Negotiate-arbitrate 
supported by 

ex ante reference 
tariffs set by 

regulator



Full regulation is effective for reference services
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But do we have the right tests for whether and how to regulate?
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Form of regulation Number of pipelines

Full regulation 13 pipelines

Light regulation 5.5 pipelines

Part 23 with no exemptions 17.5 pipelines

Part 23 with exemptions from 
upfront information disclosure 
for single user or small pipelines

63 pipelines/laterals

No regulation (Part 23 
exemption because are not 
providing third party access)

55 pipelines/laterals

• All pipelines providing third party 
access are now subject to 
regulation and the key issue is 
the form of regulation not 
whether  to regulate. But the 
coverage test still focusses on 
whether  to regulate

• Are there too many forms of 
regulation? Part 23 and light 
regulation are similar, but with 
some important differences



But do we have the right tests for whether and how to regulate?
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Current arrangements can result in some odd outcomes:

• Four pipelines have greenfields exemptions. Previously they were exempt from regulation. 
Now they are subject to Part 23. What impact does this have on efficient investment?

• Two distribution pipelines are light regulation. Is that likely to result in efficient outcomes? 
Gas is subject to competition with electricity for some users in the long term, but not for all 
users or in the short term. Are gas retailers likely to utilise an arbitration framework (light 
regulation arbitration has never been used to date)? 

• Some pipelines have multiple forms of regulation for different parts of the pipeline, eg: 

 Northern half of MSP is Part 23 and southern half is light regulation 

 Original capacity on GGP is full regulation and expanded capacity is Part 23

• Users are increasingly likely to need to negotiate access to multiple pipelines to get gas to 
where it’s needed. That will be harder if they each have different access regimes and most 
don’t have a regulator-set reference price to inform negotiations



WHAT ARE THE KEY 
FUTURE CHALLENGES?
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What tests should apply to decide whether, and what form of, regulation applies?
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• Coverage test isn’t fit for its current purpose and leads to a risk of over or under regulation:

 All pipelines providing third party access are now regulated

 Test was designed to decide whether a pipeline should be regulated. But it’s main purpose 
is now to decide what form of regulation applies (full/light or Part 23). The current criteria 
are not well suited for deciding between different forms of regulation

 Pipelines’ market power will change over time, especially if we have LNG imports and 
hydrogen, so an effective test for moving between forms of regulation is important

 Coverage criteria focus on denial of access and the impact on competition in 
upstream/downstream markets rather than monopoly pricing

• Coverage criteria were originally designed to be consistent with Part IIIA criteria, but have 
diverged. If were amended to be made consistent with latest changes to Part IIIA, would 
likely make it even harder to obtain coverage

• Coverage process is time-consuming and expensive: not a realistic option for most users



What tests should apply to decide whether, and what form of, regulation applies?
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Key questions to be resolved:

• Do you need a coverage test and a form 
of regulation test, or one combined test?

• What is the appropriate test (eg modify 
current test, market power test, NGO test)?

• Is no regulation a possible outcome of 
the test?

• Who makes the decision (eg Minister, 
NCC, ACCC, AER?) – currently have three 
different parties making decisions on 
coverage, full vs light, Part 23 exemptions

A possible option for new tests:



How many different forms of regulation are appropriate?
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• Introduction of Part 23 resulted in three forms of regulation (or more with the Part 23 
exemptions)

• It also initially meant that strength of regulation did not progressively increase as you 
moved between different forms of regulation, eg Part 23 pipelines were subject to 
stronger reporting obligations than light regulation pipelines. This problem was addressed 
in the AEMC pipelines review and rule changes:

 Rule changes strengthened light regulation, eg information reporting obligations

 Review recommended further changes to require the regulator to set an initial capital 
base for light regulation pipelines and strengthen the arbitration provisions

• But remains a question as to whether we have too many forms of regulation, as light 
regulation and Part 23 are now very similar. If move to test based on market power, can 
you assess market power at a sufficiently granular level to decide between multiple forms 
of negotiate-arbitrate regulation?



How many different forms of regulation are appropriate?

17

• May be more appropriate to move to two forms of regulation: full regulation and one 
“lighter” form (or two negotiate-arbitrate forms, plus one information disclosure only form)

• But solution isn’t as simple as just deleting either light regulation or Part 23. Likely to need 
to merge them and decide on approach to key issues, making sure it works for different 
types of pipelines:

 Who should be the arbitrator: regulator and/or commercial arbitrator?

 What tests should apply in arbitrations and how prescriptive should they be?

 Should arbitrations be bi-lateral and confidential, or multi-lateral and public?

 What information disclosure obligations should apply (eg light regulation adopts a 
modified version of Part 23’s obligations to make them more workable for distribution 
and avoid duplication with Bulletin Board reporting for transmission)?

 Should the additional obligations (eg ring-fencing and non-discrimination) that apply to 
light regulation pipelines be extended to current Part 23 pipelines?

 Should there be a regulator-set initial capital base for some or all pipelines?



How do you provide incentives for efficient investment and service?
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AEMO 2019 GSOO Daily supply and demand balance in the southern states: 2018 actuals and 2025 forecasts

• The current regime has been very effective in delivering pipeline investment. How do we 
ensure changes do not deter efficient investment?

 Is a greenfields exemption still justified? If so, what impact should it have: exemption from 
all regulation, exemption from arbitration, or just exemption from full regulation?

 Could the competitive tender provisions have a greater role? When can “competition for the 
market” deliver better outcomes than prices/terms determined by a regulator/arbitrator?

 Should more use be made of incentive schemes for full regulation pipelines, as in electricity?



What additional regulatory challenges might arise from a transition to hydrogen?
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• No regulatory changes likely to be required if blend 
small amounts of hydrogen into natural gas pipelines, 
except for changes to the definition of “natural gas” in 
the Law so pipelines remain regulated

• If moved to higher amounts of hydrogen in distribution 
pipelines, could potentially regulate pipelines in the 
same way as now 

 From an economic regulation perspective, the type of 
gas transported is not important and the same 
monopoly infrastructure / market power 
considerations remain relevant

 But significant issues are likely to arise in relation to 
managing the transition, eg who bears the costs of 
new or replaced assets and customer appliances, 
how do you assess the efficiency of the required 
expenditure, how do you manage safety issues



What additional regulatory challenges might arise from a transition to hydrogen?
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• A transition to a high proportion of hydrogen in distribution pipelines could also lead to 
bigger changes to the degree of competition and even the appropriate market structure, 
resulting in the need to consider more fundamental regulatory issues

 Could hydrogen (along with LNG imports) dramatically change the level of competition 
and market power of some transmission pipelines and therefore the appropriate level of 
regulation?

 Could hydrogen directly connected to distribution pipelines require a rethinking of ring-
fencing rules, the efficient degree of vertical integration, the scope of wholesale 
markets and the extent of retail competition? 

(Source: ENA)
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