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About the review 
In August 2019, the Australian Government announced a series of market and regulatory measures 
aimed at promoting the supply of affordable and reliable gas to the domestic market. 

This included an early review of the Australian Domestic Gas Security Mechanism (ADGSM), 
an extension of the Australian Competition and Consumer Commission’s (ACCC) Gas Inquiry, and 
a continuation of reforms under the National Cabinet aimed at improving the transparency of gas 
markets. 

The Government also announced it would consider options for a prospective national gas 
reservation scheme. The Department of Industry, Science, Energy and Resources (DISER) is 
undertaking stakeholder consultation and development of these options.  

On 15 September 2020, the Prime Minister, the Hon Scott Morrison MP, reiterated the centrality of 
gas to Australia’s economic recovery and that the Government is committed to exploring options for 
a prospective gas reservation scheme to ensure Australian gas users get the energy they need at 
a reasonable price. The Prime Minister emphasised that affordably priced and secure gas supplies 
are a key part of the Government’s plan to lead Australia out of the COVID-19 recession. 

The Minister for Resources, Water and Northern Australia, the Hon Keith Pitt MP, has stated that the 
Government is committed to encouraging investment to unlock Australia’s gas resource potential – 
boosting exports, jobs and energy supplies.  

Scope 
Matters to be considered by DISER shall include but not be limited to: 

o the likely effects of a prospective national gas reservation scheme on 

- Australian domestic gas markets 

- Australia’s participation in global LNG markets 

- investment in Australia’s oil and gas sector, and 

- the domestic economy, including businesses, gas-intensive users, and households; 

o existing approaches to gas reservation within Australian jurisdictions and internationally;  

o the market and regulatory frameworks required to support gas reservation; and 

o the application of any prospective national gas reservation scheme. 

Issues paper 
DISER has developed this issues paper outlining a range of issues on which it seeks information and 
feedback. The paper provides a short factual overview of Australia’s gas markets and regulatory 
interventions to date and briefly summarises the issues created by prospective gas reservation. The 
paper is split into sections that capture the central themes associated with reservation. There are 
specific questions posed throughout this issues paper, and DISER welcomes submission from 
stakeholders that include responses to these questions. 
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Process and timeline 
The Government encourages stakeholders to make submissions on the key topics highlighted in this 
issues paper in written format by 27 November 2020 via DISER’s Consultation Hub. Public 
submissions are encouraged; confidential submissions will also be accepted and treated accordingly. 

DISER will also conduct consultations with major stakeholders in October and November 2020. 

The Government will then consider options and recommendations. 

The dates below are indicative. DISER will publish further information with confirmed dates as 
the review progresses. 

Table 1: Indicative timeline for stakeholders. 

Action Timing 

Release of issues paper October 2020 

Due date for responses to issues paper 27 November 2020 

Major stakeholder consultation October – November 2020 

Draft options paper to the Minister for Resources, 
Water and Northern Australia  

December 2020 

Australian Government considers final options paper First half of 2021 

List of questions for stakeholders 
1. How would a prospective national gas reservation scheme address a potential domestic 

gas shortfall and impact gas markets in the medium or the longer term? 
2. How would a prospective national reservation scheme affect investments in oil and gas 

projects? 
3. What would be the impact of a prospective national reservation scheme on Australia’s 

LNG trade? 
4. What would be the quantifiable benefits of a prospective national reservation scheme 

for domestic gas users and for power generation? 
5. Are there gas reservation models that have worked in other jurisdictions which could 

work at the national level in Australia or are there examples of unsuccessful policies 
Australia can learn from? 

6. How would a prospective national gas reservation scheme interact with state and 
territory policies and regulations? 
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Background 
Australia has significant natural gas resources and has historically enjoyed comparatively low 
domestic gas prices, although prices vary between eastern and western markets. Low-priced and 
plentiful gas fuelled local industry and manufacturing demand, and encouraged the use of gas for 
households, particularly in the south-eastern states of Australia. 

In recent years, gas prices in the eastern markets increased and there have been concerns about 
future gas supply. There were a number of factors behind this, including declining supply from 
traditional sources of conventional gas, restrictive regulations in some jurisdictions, and the advent 
of a large LNG export industry in Queensland. As supply has caught up with demand, there has been 
a moderation in gas prices with spot prices at their lowest point since 2015. Contract prices have 
also fallen from their early 2017 highs. 

The Australian Government has acted to increase domestic gas supply and improve market 
operations, including by introducing the potential for export controls, transparency measures and 
other reforms (see Box 1.1). However, domestic gas users remain concerned about the effects 
of higher gas prices and potential future supply shortfalls on their operations. 

In this context, the Government has decided to examine whether Australia should reserve gas solely 
for domestic use. And, if so, how a prospective reservation scheme could balance the needs of 
producers and consumers, consistent with the Government’s commitment to deliver the most 
globally attractive and competitive investment destination for resources projects1. 

Reservation would involve diverting gas to the Australian market that may otherwise be exported. 
It is a complex topic requiring careful consideration. A number of past inquiries2 found that 
intervening in gas markets risks the introduction of market distortions over the long term. 
The Productivity Commission’s draft finding in its current study into resources sector regulation is 
that ‘domestic gas reservation schemes can reduce returns to investors and discourage investment 
in gas exploration and extraction, leading to higher prices in the longer run and imposing net costs 
on the community’.3  

Nonetheless, a number of countries with large gas export industries, like Canada and the United 
States, reserve the right to limit gas exports in the public interest (although neither country has 
acted on that right to date). Australia’s two largest gas producing states, Western Australia and 
Queensland, also adopt differing versions of domestic reservation. As such, a well-designed 
reservation policy could co-exist with a strong LNG export industry. 

These considerations take place as the Australian Government considers further development of its 
gas resources as part of the economic recovery from COVID-19. The gas sector plays a critical role in 
the Australian economy. Gas exploration and development businesses as well as LNG producers 
employ thousands of people and create billions of dollars in export earnings. Likewise, 
manufacturing and industrial activity are recognised for the economic value these sectors provide to 

                                                           
1 Department of Industry, Innovation and Science, Australia’s National Resources Statement, 2019, 27. 
https://www.industry.gov.au/data-and-publications/australias-national-resources-statement (Accessed 
11 August 2020). 
2 Department of Industry and Science, Energy White Paper, 2015, 20; and Productivity Commission, Examining 
Barriers to More Efficient Gas Markets, 2015, 20-21. 
3 Productivity Commission, Resources Sector Regulation – Draft Report, March 2020, 34. 
https://www.pc.gov.au/inquiries/current/resources (Accessed 15 July 2020). 
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the country. At the same time, international uncertainty around gas demand and prices means any 
potential policy interventions will need to be well-designed and carefully considered. 

Box 1.1: A snapshot of the Australian Government’s response to gas market issues 
The Australian Government has implemented a number of reforms and measures to bring on more 
gas supply and improve the functioning of gas markets (listed below). A prospective national gas 
reservation scheme could be considered as one part of the broader suite of measures aimed at 
improving gas markets. 

Australian Domestic Gas Security Mechanism (ADGSM): 
Introduced in July 2017, the ADGSM gives the Commonwealth Resources Minister the ability to 
restrict LNG exports in years where the domestic market is in shortfall. In 2019, the Government 
carried out a review into the ADGSM, finding it has been largely effective in securing gas supply. 

Heads of Agreement (HoA): 
In October 2017 and September 2018, the east coast LNG exporters agreed with the Australian 
Government that they would offer uncontracted gas to the domestic market in the event of 
shortfall. On 15 September 2020, the Prime Minister announced that the Government would 
negotiate a new agreement with the east coast LNG exporters that would strengthen price 
commitments. 

Gas inquiry 2017-2025: 
In 2017, the Government directed the ACCC to use its special powers to conduct an inquiry into 
Australia’s natural gas markets, and to publish important information on gas supply and pricing from 
2017 to 2020. In 2019, the Government announced the inquiry’s extension to 2025. 

Gas market transparency measures: 
Commonwealth, state, and territory governments are working to make gas producers and LNG 
exporters publish more information on gas prices, reserves, and resources to enable better decision-
making by gas market participants. 

Pipeline regulation:  
Commonwealth, state and territory energy ministers are undertaking a process to develop options 
to improve gas pipeline regulation. 

Gas Acceleration Program:  
Since 2017, the Government has provided $26 million to five projects to speed up the development 
of onshore gas projects for the domestic market. 

Australian Energy Market Operator (AEMO) Gas Supply Guarantee:  
In 2017, pipelines and producers committed to making gas available to meet peak demand periods 
in the National Electricity Market. 

Bilateral State Energy Deals:  
The Government is entering into bilateral agreements with state and territory governments on 
energy and emissions reductions. The first bilateral agreement, which committed $960 million from 
the Commonwealth, was signed with New South Wales on 31 January 2020. Agreements with other 
states are being negotiated and will be finalised progressively. 

 



 

Gas reservation issues paper industry.gov.au 7 
 

Gas-fired Recovery Plan:  
On 15 September 2020, the Prime Minister, the Hon Scott Morrison MP, announced that the 
Government would reset the east coast gas market and create a more competitive and transparent 
Australian Gas Hub, move to unlock gas supply, deliver an efficient pipeline and transportation 
market through the National Gas Infrastructure Plan, and empower gas customers. 

Australia’s gas markets 
This section provides some factual context on issues in Australia’s gas markets, identifies issues that 
have emerged in recent years with respect to supply and price, and provides a brief description of 
some of the issues created by COVID-19.   

Overview of changes to domestic gas markets 
In recent years, the domestic gas market has undergone significant change due to an unprecedented 
level of investment in LNG export projects in eastern Australia. The three east coast LNG joint 
ventures have entered into large, long-term LNG export agreements requiring access to significant 
gas reserves to meet contractual obligations. These LNG joint ventures control large gas reserves 
and production in eastern Australia. They are also major suppliers of gas to the domestic market and 
increasingly have become alternate suppliers to the south-eastern states.  

However many gas users face an uncertain outlook. There has been some price relief for commercial 
and industrial (C&I) gas users, especially in spot markets. The economic downturn associated with 
the pandemic has led to lower demand for some C&I users’ products and increased the risks they 
face, including the risks posed by take-or-pay obligations. There are arguments that it is important to 
use the current moment to reform the gas market to lock in lower contract prices for C&I users, 
including manufacturers, who will play a critical role in fuelling economic recovery. 

Concern about future east coast supply shortages 
While the ACCC does not foresee a gas shortfall in 2021, it does anticipate increased risks 
surrounding the adequacy of future gas supplies in the east coast to meet demand if undeveloped 
gas reserves are not brought into production as required. 

In the medium term, the Gas Statement of Opportunities 2020 report, the Australian Energy Market 
Operator (AEMO) forecasts that supply from existing and committed gas developments will be 
sufficient to meet forecast gas demand across eastern and south-eastern Australia until at least 
20234 (see Figure 1).  

Beyond 2023, the situation is less certain. The ACCC foresees that from this date there is increasing 
uncertainty and risk of a supply shortfall due to reliance on undeveloped reserves and a risk of lack 
of investment in gas supply development compounded by currently low international prices.5 This 
risk is heightened for the south-eastern states; AEMO forecasts that southern supply will reduce by 

                                                           
4 AEMO, Gas Statement of Opportunities, March 2020, 3. https://aemo.com.au/energy-systems/gas/gas-
forecasting-and-planning/gas-statement-of-opportunities-gsoo 
5Australian Competition and Consumer Commission, Gas inquiry  2017–2025 Interim report 
July 2020, 14. 
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more than 35 per cent over the next five years, despite an increase in committed gas developments 
in the past year.  

Figure 1: Projected eastern and south-eastern Australia gas production (export LNG and domestic) -
existing projects, committed and anticipated developments and forecast demand 6 

 

Unless additional southern supply sources are identified and developed, LNG import terminals are 
progressed or pipeline limitations are addressed, gas supply restrictions and curtailment of gas-
powered generation (GPG) for the National Electricity Market (NEM) may be necessary on a number 
of peak winter demand days in the south-eastern states from 2024.7 

The ACCC also warns that the risk of gas supply shortages (especially in the south-eastern states) 
may be increased because of infrastructure constraints, with a number of transport and compression 
facilities close to fully contracted.8 

AEMO further states that global oil and gas demand trends may see LNG demand varying from 
expectations and indirectly impacting prices and the availability of domestic supply and LNG imports. 
Importantly AEMO has not modelled the impacts of the COVID-19 coronavirus on domestic and 
international gas demand.9  

We are now seeing a significant fall in international gas demand, LNG spot market prices are at 
record lows, the international oil market has collapsed, and there has been a large decrease in east 
coast domestic spot market prices. 

  

                                                           
6 AEMO, Gas Statement of Opportunities, March 2020, 9. Available from: https://aemo.com.au/energy-
systems/gas/gas-forecasting-and-planning/gas-statement-of-opportunities-gsoo (Accessed 15 July 2020). 
7 Ibid, 3. (Accessed 15 July 2020) 
8 Australian Competition and Consumer Commission, Gas inquiry  2017–2025 Interim report 
July 2020, 13 (Accessed 24 August 2020).  
9 AEMO, Gas Statement of Opportunities, March 2020, 3. Available from: https://aemo.com.au/energy-
systems/gas/gas-forecasting-and-planning/gas-statement-of-opportunities-gsoo (Accessed 15 July 2020). 
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Box 1.2 State government policies to ensure supply  

Options for a prospective gas reservation proposal should be considered alongside new and existing 
policies to increase gas supply. 

To help address the issue of potential supply shortfalls, the Queensland and Victorian governments 
introduced policies which will inform investment and encourage gas supply for the east coast. 

In 2017, the Queensland Government introduced the ‘Australian market supply condition’ on certain 
tenements, requiring that any gas developed on the leased acreage must be sold and used only in 
Australia.10 

On 16 June 2020, the Victorian Parliament passed legislation to enable onshore exploration for 
conventional gas from 1 July 2021.11 The new legislation also requires offshore producers to supply 
domestic consumers with equal first opportunity to buy new petroleum and gas discovered under 
acreage released since 2018. At the same time, the policy will maintain a ban on hydraulic fracturing 
and coal seam gas – effectively ruling out the development of other unconventional gas resources.  

On 17 August 2020, the Western Australian Government announced an updated gas policy to secure 
domestic supply, whereby “local gas” cannot be exported to the eastern states or overseas.12 

The ACCC notes that new state government policies, including the removal of moratoria and the 
release of new acreage are likely to take several years to improve supply and that, as a result, 
options to address potential gas shortfalls will narrow the closer we get to 2024. 

 

Western Australian gas supply outlook 
In Western Australia’s distinct domestic gas market, AEMO forecasts gas supply to exceed demand 
over the outlook period until 2029. Supply is expected to be underpinned by prospective projects 
under development, including the Browse Basin, Scarborough and the onshore Perth Basin (see 
Figure 2) Noting that investment decisions are currently deferred for the Browse Basin and 
Scarborough LNG projects. Gas demand in Western Australia is expected to grow at an average 
annual rate of 1.2 per cent in the base scenario, largely due to growth in the mining and minerals 
processing sectors. 

                                                           
10 Queensland Government, Department of Natural Resources, Mines and Energy. 
https://www.dnrme.qld.gov.au/mining-resources/initiatives/review-of-domestic-gas-pilot-program (Accessed 
24 August 2020). 
11 Victoria’s moratoria on onshore conventional gas exploration and development was to expire on 
30 June 2020. 
12 Government of Western Australia, Media Statements, Revised policy to secure domestic gas supply and 
create jobs, 17 August 2020, https://www.mediastatements.wa.gov.au/Pages/McGowan/2020/08/Revised-
policy-to-secure-domestic-gas-supply-and-create-jobs.aspx (Accessed 19 August 2020). 
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Figure 2: AEMO base scenario WA gas market balance (terajoules (TJ)/day), 2020 to 2029 13 

LNG exporters and the domestic gas market 

Australia’s LNG projects enable the development of large offshore and onshore gas resources that 
may otherwise be too large and expensive to be developed solely for domestic supply - in this way, 
LNG producers contribute supply to the domestic gas market.  

The ACCC reports that LNG exporters forecast they will supply 214 PJ under gas sale agreements to 
the domestic gas market in 2021, out of a forecast total demand of 541 PJ for commercial and 
industrial demand, gas-powered generation and households.14 LNG exporters also forecast they will 
have excess uncontracted gas for the same year, which the ACCC highlights they could sell 
domestically, alleviating supply risks (subject to infrastructure constraints).15 

In Western Australia, LNG exporters play a particularly significant role in the domestic market, 
meeting almost 50 per cent of domestic demand in 2018.16  

Consideration of options for a prospective national gas reservation scheme is taking place in an 
uncertain world with new risks. The COVID pandemic has bought a fall in international gas demand, 
LNG spot market prices have seen record lows and the international oil market, against which many 
LNG exports are pegged, has fallen. This uncertainty has contributed to a historic write-down of oil 
and gas assets, with around USD$12 billion of Australian oil and gas assets written down by July this 
year.  

Some industry commentators argue that reservation may create greater risk and uncertainty for 
future gas projects, potentially curtailing future production. It is important to consider how a 
prospective reservation scheme could be applied in a low oil and gas-price environment, where 

                                                           
13 AEMO, WA Gas Statement of Opportunities, December 2019, 3. https://aemo.com.au/energy-
systems/gas/gas-forecasting-and-planning/wa-gas-statement-of-opportunities-wa-gsoo (Accessed 15 July 
2020). 
14 Australian Competition and Consumer Commission, Gas inquiry  2017–2025 Interim report 
July 2020, 24 and 26. 
15 Australian Competition and Consumer Commission, Gas inquiry  2017–2025 Interim report 
July 2020, 23. 
16 Government of Western Australia, Department of Jobs, Tourism, Science and Innovation, Western Australia 
Liquefied Natural Gas Profile July 2019, 2019, 3. https://www.jtsi.wa.gov.au/docs/default-source/default-
document-library/wa-lng-profile-0719.pdf?sfvrsn=afe7701c_4 (Accessed 15 July 2020). 
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economic recovery will take place over an uncertain time frame, and where policy responses to the 
pandemic are evolving around the world. 

Price dynamics in Australian gas markets 
The establishment of LNG export facilities in Queensland has changed the dynamics of Australia’s 
eastern gas market by partially exposing domestic consumers to international gas prices. 
International LNG prices are now reflected in east coast domestic spot prices (see Figure 3).  

 

Figure 3: Domestic and international gas average quarterly spot prices, 2013-202017 

The July 2020 ACCC Gas Inquiry report notes that, despite the recent drop in international prices, 
domestic contract price offers for 2020 and 2021 were more than AUD$2 per gigajoules (GJ) higher 
than LNG netback prices.18 

As a point of comparison, the United States’ Henry Hub is a well-functioning gas market. The Hub is a 
liquid, transparent and competitive market with access to extensive pipeline infrastructure and large 
gas quantities.  

Question 1 
How would a prospective national gas reservation scheme address a potential domestic gas 
shortfall and impact gas markets in the medium or the longer term? 

                                                           
17 The east coast spot market price is the unweighted average of the Brisbane STTM, Sydney STTM, Victorian 
DWGM, Adelaide STTM, and Wallumbilla Hub markets. Energy Edge, Gas Market Analysis Tool. 
www.energyedge.com.au/Products/GasMarketAnalysisTool.aspx. Gas Trading Australia Pty Ltd Spot Market 
data, http://www.gastrading.com.au/spot-market/historical-prices-and-volume; Bloomberg (2020); Argus 
(2020).  
18 Australian Competition and Consumer Commission, Gas inquiry  2017–2025 Interim report 
July 2020, 23. 
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Trade and investment in Australia’s oil and 
gas sector  
Impact on investment 
Gas projects, and LNG projects in particular, are costly and inherently risky - and even more so in the 
current uncertain environment. They have long planning horizons and typically require long-term 
contracts to underwrite their development cost. The Productivity Commission maintains that gas 
reservation schemes can reduce returns to investors and discourage investment in gas exploration 
and extraction, leading to higher gas prices in the longer run.19 Likewise, in 2016, the ACCC 
recommended gas reservation policies should not be introduced, given their likely detrimental effect 
on already uncertain supply.20 

The Government is aware of the importance of maintaining regulatory stability in the oil and gas 
sector, which already faces increased risks and uncertainties for investment as a result of COVID-19. 
In its July 2020 gas inquiry interim report, the ACCC found that the uncertainties of COVID-19 and 
low oil prices might impact upstream investments. These uncertainties intensify the risks the east 
coast gas market faces over the supply and demand outlook.21 

When examining whether to apply a reservation policy, the Government will consider the potential 
impacts on oil and gas investment and Australia’s investment reputation more broadly over the 
short and longer term. To provide greater certainty to gas producers, the Government has already 
made it clear that a potential gas reservation scheme would only be applied to prospective projects. 
When considering options, it will be important to reflect upon what kind of projects or activities 
would be captured by the definition of ‘prospective’, if such a policy is adopted.  

This question is also relevant to the efficacy of any policy, at least in the short term. In Australia, the 
majority of the large gas projects at the feasibility stage are backfill projects that utilise existing LNG 
project infrastructure. Other projects like Santos’ Narrabri Gas Project in New South Wales have 
already committed to supplying exclusively to the domestic market.  

                                                           
19 Productivity Commission, 2020, Inquiry into Resources Sector Regulation – Draft Report, 34. 
https://www.pc.gov.au/inquiries/current/resources#draft. The cost of reservation is highlighted in Deloitte 
Access Economics for APPEA, Economic Impacts of Gas Reservation, 2013, ii and Business Council of Australia, 
Submission to the ACCC East Coast Gas Inquiry, 2015, 36.  
20 Australian Competition and Consumer Commission, Inquiry into the East Coast Gas Market, April 2016, 8. 
https://www.accc.gov.au/publications/inquiry-into-the-east-coast-gas-market (Accessed 7 August 2020). 
21 Australian Competition and Consumer Commission, Gas inquiry  2017–2025 Interim report 
July 2020, 7. (Accessed 24 August 2020). 
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Impact on trade 
Gas is a major export commodity for Australia. In 2019, Australia was the world’s largest exporter of 
LNG, with exports worth $49 billion.22 In addition, over 28,000 people were employed in oil and gas 
extraction in Australia in 2019,23 almost 40 per cent of whom are located in regional areas.24  

Some Asian countries are at least partially reliant on Australian LNG for their energy security. 
A number of these regional partners have also invested heavily in gas projects in Australia. It is clear 
that Australia benefits from this trade and foreign investment, while our regional partners benefit 
from access to reliable gas supply. LNG exporters also have legal obligations under these contracts 
that they are required to fulfil. It is important to consider the way that reservation may impact upon 
Australia’s economic relationships and trade with its partner countries. 

As highlighted by the International Energy Agency in its Gas 2020 report, gas exporters face 
uncertainty over the next five years with an unprecedented drop in gas demand caused by COVID-19 
lockdowns coupled with market oversupply25. 

Questions 2 and 3 
How would a prospective national reservation scheme affect investment in oil and gas projects? 

What would be the impact of a prospective national reservation scheme on Australia’s LNG trade? 

Domestic gas users 
The importance of gas to Australian industry 
Natural gas is used across many sectors as both an energy source and as a raw material (feedstock). 
It is used for heat, as a feedstock in chemical processes, as with ammonia production (which 
eventually becomes fertiliser) and in electricity generation.  

A reliable supply of affordable energy, including gas, is vital for the Australian economy, particularly 
for energy-intensive manufacturing. In 2017-18, gas provided one fourth of Australia’s energy, 
fuelled one fifth of the country’s electricity generation, and accounted for over 40 per cent of the 
energy used by the manufacturing sector.26 Affordable and reliable gas has been one of Australia’s 
competitive advantages, enabling manufacturers to build competitive businesses with significant 
employment. 

                                                           
22 DISER, Resources and Energy Quarterly June 2020. 
https://publications.industry.gov.au/publications/resourcesandenergyquarterlyjune2020/index.html (Accessed 
14 August 2020). 
23 Australian Bureau of Statistics, 6291.0.55.003 Labour Force, Australia, Detailed, Quarterly, May 2020. 
https://www.ausstats.abs.gov.au/ausstats/ABS@archive.nsf/0/37300FD6897FE835CA2585910016DF12/$File/
6291006.xls (Accessed 14 August 2020).       
24 Australian Bureau of Statistics, Census of Population and Housing, 2016.  
25 International Energy Agency, Gas 2020, https://www.iea.org/reports/gas-2020 (Accessed 14 August 2020).  
26 Australian Government Department of Industry, Science, Energy and Resources, Australian Energy Update 
2019. https://www.energy.gov.au/publications/australian-energy-update-2019 (Accessed 16 July 2020). 
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The total manufacturing industry (including gas reliant manufacturers) is Australia’s sixth largest 
employer, employing over 850,000 people across thousands of companies, and accounting for 
5.6 per cent of GDP and $125 billion in export earnings according to ABS statistics.27  

The impacts of high gas prices on commercial and 
industrial gas users 
As the ACCC noted in its July 2020 report, high gas prices have created challenges for a number of 
C&I gas users.28 Concerns about high gas prices have seen C&I gas users regularly warning of job 
losses and postponements of capital investment including equipment upgrades. 

Gas prices can affect electricity prices because of the important role that gas plays in electricity 
generation. In 2018, the ACCC estimated that for every AUD$1.0/GJ rise in gas prices, the wholesale 
price of electricity rises by up to AUD$11/megawatt hour, depending on regional differences in the 
NEM. Lower gas prices are helping to drive down electricity prices.  

In terms of energy reliability, AEMO’s Integrated System Plan indicates that gas-powered generation 
(GPG) will continue to be an important generation component of the NEM. Gas supplied about 
11.7 per cent of the NEM total electricity generation in 201929 and was particularly important for 
peaking and firming capacity. Increasing levels of variable renewable energy will require more GPG 
to provide the grid-firming capacity that ensures electricity can be securely supplied to homes and 
businesses. 

Many energy intensive businesses are also located in regional areas, such as the Hunter Valley, 
Gladstone, Bell Bay, Portland, Whyalla and Port Kembla. These industries are key suppliers of 
government projects such as the $10 billion Inland Rail program and the $90 billion shipbuilding 
plan. They are also significant drivers of domestic research and development, exports and economic 
growth.  

In this context, the Government review aims to understand better whether it is necessary to 
intervene in gas markets in an attempt to restore competitive advantages to Australian industries, 
how effective any intervention could be in sustainably achieving its objectives, and whether a 
reservation scheme would be effective in lowering gas prices for domestic users in a sustainable 
manner.  

Question 4 
What would be the quantifiable benefits of a prospective national reservation scheme for 
domestic gas users and for power generation? 

                                                           
27 According to ABS statistics from 15 July 2020, the manufacturing industry is Australia’s sixth largest industry 
for employment, employing over 850,000 people across thousands of companies, and accounting for 5.6 per 
cent of GDP and $125 billion in export earnings.  
28 C&I users included the commercial sector, such as construction, retail, agriculture, and public services, and 
industry, such as those included in the ACCC’s Gas Inquiry Report, 2020, 1, 
https://www.accc.gov.au/regulated-infrastructure/energy/gas-inquiry-2017-2025/january-2020-interim-report 
(Accessed 15 July 2020). 
29 Australian Energy Statistics 2019. Table O: Australian electricity generation, by fuel type, physical units. 
https://www.energy.gov.au/publications/australian-energy-update-2019 (Accessed 24 August 2020). 
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Market interventions and regulatory 
frameworks 
The Australian legal and regulatory framework  
In Australia, the regulatory framework for oil and gas exploration and development is split between 
federal, state and territory governments, with the Commonwealth Government responsible for 
offshore resources, and state and territory governments responsible for onshore resources.  

While there is no national reservation policy, across the country there are already different 
approaches to regulating gas markets to ensure that Australia’s domestic market is adequately 
supplied. These range from “light-touch” industry-led solutions at the Commonwealth level to what 
is commonly described as “blanket reservation”, as is the case in Western Australia.  

Australian Domestic Gas Security Mechanism (ADGSM)  
While not a pure reservation scheme, the ADGSM does give the Commonwealth Government the 
power to intervene in gas exports in limited circumstances. In the case of an anticipated gas shortfall 
bought on by LNG exports, the Government can implement export controls, in this way potentially 
diverting gas to the domestic market. The ADGSM is due to cease on 1 January 2023. 

Non-regulatory approach 
On two occasions, a Heads of Agreement has been signed by the Prime Minister and representatives 
of the three east coast LNG exporters to ensure these producers make available a secure supply of 
gas to the east coast market. Under the agreement, LNG exporters committed, in the event of a 
domestic shortfall, to offer uncontracted gas to the domestic market before selling this gas 
internationally. The current Heads of Agreement expires at the end of 2020. 

The Australian Government has said it intends to renew and strengthen the Heads of Agreement 
with east coast LNG exporters. 

Acreage reservation 
Through its regulation of petroleum leases, the Queensland Government imposes a condition on 
certain tenements that any petroleum developed on the leased acreage must be sold and used only 
in Australia.30 Recently, the Queensland Government included a requirement for gas produced to be 
supplied to domestic manufacturing.  

The Queensland Government commissioned an independent review of this policy in 2019. The final 
report released in February 2020 found that stakeholders broadly accepted the policy but noted 
there was room for improvement around adaptability, efficiency and transparency, and provision of 
information to market participants.31  

Preferential reservation  
Victoria’s amended legislation has a reservation component. The Offshore Petroleum and 
Greenhouse Gas Storage Act 2010 (Vic) Section 152A now requires offshore producers in Victorian 

                                                           
30 Referred to as “The Australian market supply condition”. 
31Aurecon Australasia Pty Ltd for the Queensland Government, Review of the Australian Market Supply 
Condition, 2020, https://www.dnrme.qld.gov.au/mining-resources/initiatives/review-of-domestic-gas-pilot-
program (Accessed 15 July 2020). 
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state waters to provide domestic consumers with an equal first opportunity to buy new petroleum 
and gas discovered under acreage released since 2018. Victoria’s new gas regulations are still to go 
through a consultation and regulatory impact process, after which the details of the preferred supply 
policy will be developed. 

New gas supply from Victoria would be closer to users in south-eastern Australia, reducing transport 
costs. This would especially be the case if Victoria lifted its onshore unconventional gas bans. 

Blanket reservation 
Western Australia adopts a blanket policy that requires LNG producers to reserve the equivalent of 
15 per cent of LNG production for the domestic market. LNG producers can obtain project approval 
by proving they will reserve gas for the market, develop the necessary infrastructure, and show 
diligence and good faith in marketing the gas.32 

The policy is described as flexible with respect to exact timing, price, and sale conditions. 
For example, the policy does not specify the price at which gas is to be offered for sale - this is 
instead determined by the market and producers can withhold gas in reserve to sell at a time when 
market conditions are preferable. 

If administering a blanket reservation policy of this nature at the national level, the Commonwealth 
Government would likely need to consider the volume of gas required to adequately supply the 
domestic market, an amount that would fluctuate in ways difficult to predict over time. It would also 
need to consider the manner in which gas is sold and at what price. 

On 17 August 2020, the Western Australian Government announced a new domestic reservation 
scheme for onshore gas projects. Under the updated policy, ‘local gas’ cannot be exported to the 
eastern states or overseas, with an in-principle exception applied to the Waitsia project.33 

Case by case assessments 
In considering options for a prospective national gas reservation, it is important to look at whether 
such reservation is applied via a ‘blanket’ approach or whether ‘case by case’ assessments are 
warranted. A ‘blanket’ approach makes the requirements clear to project proponents while ‘case by 
case’ assessments can provide a level of flexibility to ensure the scheme is appropriately applied to 
meet the need of specific projects, markets and consumers.  

International approaches to gas reservation 
A number of gas-exporting countries, including the United States and Canada, adopt different kinds 
of gas reservation schemes. Other countries, such as Norway, have high levels of state ownership 
and more explicitly regulate in the long-term societal interest. Some consider this as evidence that 
reservation schemes can lead to a well-supplied domestic market while also fostering a healthy LNG 
export industry.  

                                                           
32 Government of Western Australia, Department of Jobs, Tourism, Science and Innovation, WA Domestic Gas 
Policy, 2020, https://www.jtsi.wa.gov.au/economic-development/economy/domestic-gas-policy (Accessed 15 
July 2020). 
33 Government of Western Australia, Media Statements, “Revised policy to secure domestic gas supply and 
create jobs”, 17 August 2020, https://www.mediastatements.wa.gov.au/Pages/McGowan/2020/08/Revised-
policy-to-secure-domestic-gas-supply-and-create-jobs.aspx (Accessed 19 August 2020). 
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It will be important to examine these schemes to understand the varying legal and regulatory 
frameworks, geological conditions, and economic imperatives that exist across the different 
jurisdictions. What is appropriate for one country may not be suitable to apply to Australian gas 
markets. 

United States 
In the United States, gas exports to countries with which the United States has a free-trade 
agreement are automatically deemed to be in the public interest and must be approved ‘without 
modification or delay’. If no free-trade agreement applies, LNG exports are presumed to be ‘in the 
public interest’ unless the United States Department of Energy (DOE) finds otherwise after 
conducting an informal adjudication process.34  

Canada 
In Canada, the Canada Energy Regulator assesses licence applications to determine if the volume of 
the energy commodity proposed for export is surplus to Canadian requirements. 

Other Countries 
Other Organisation for Economic Cooperation and Development gas exporting countries may have 
policies from which Australia can learn. This includes Norway or the Netherlands, where 
governments works with gas producers to optimise gas production but without intervening in 
domestic markets. Further, a number of gas-exporting developing countries may illustrate the 
impacts of government attempts to regulate domestic gas supply and price, particularly countries 
with small domestic gas markets compared to export volumes. 

Questions 5 and 6 
Are there gas reservation models that have worked in other jurisdictions which could work at the 
national level in Australia or are there examples of unsuccessful policies Australia can learn from?  

How would a prospective national gas reservation scheme interact with state and territory 
regulations? 
 

                                                           
34 When assessing the gas export project to a non-FTA country, the DOE takes into consideration the scope of 
the project, the participants in the transaction, the terms of the transaction, as well as the source and security 
of the natural gas supply to be exported, among other things. Applicants are expected to explain why the 
proposed action is in the public interest. The Department of Energy of the United States of America, ‘Proposed 
Procedures for Liquefied Natural Gas Export Decisions Daily Journal of the United States Government’, Federal 
Register: Proposed Policies, 2014, 
https://www.federalregister.gov/documents/2014/06/04/2014-12932/proposed-procedures-for-liquefied-
natural-gas-export-decisions (Accessed 16 July 2020) 
 


