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Overview

The Business Council of Australia (BCA) welcomes the opportunity to provide comment on the design and
implementation of the proposed suite of reforms recommended in the Gas Market Review Report.

Key takeaways

e Therange and significance of gas market reforms over the past decade speaks to the enormous challenges
faced by the gas sector and this Review is an opportunity to address these challenges decisively and more
effectively than in the past.

e  Getting the design and implementation of the proposed suite of Gas Market Review reforms right, will usher
in an era of policy and regulatory stability for the sector that balances the interests of all market participants
and helps to improve Australia’s energy affordability, energy security and international competitiveness.

e We arenow at the ‘pointy end’ of the policy development process, where i) the regulatory ecosystem ii)
careful policy calibration and iii) workable policy design will be all important getting the reform settings right.

e  Policy makers need to continue to undertake genuine and close consultation with industry participants on all
proposed gas sector reforms and take a holistic view of the regulatory ecosystem so that undue risk and
uncertainty are minimised.

e The calibration of an appropriate domestic reserve proportion must be guided by long term competitive
market equilibrium in the domestic gas market (as the policy objective) supported by rigorous and
comprehensive gas sector modelling.

e  Successful gas market reform requires long term stability and equity, flexibility in meeting obligations,
addressing oversupply risk and sustainably affordable gas price outcomes.

Context

Among the most important challenges and opportunities facing our nation is facilitating an orderly energy
transition to net zero by 2050 — one that best serves our economy and our community. How we transition our
electricity and gas markets will have a strong bearing not only on our emissions levels, but on our productivity
growth, our international competitiveness and living standards over the longer term.

In signing the Paris Agreement, Australia has committed to doing its part to limit global temperature increases to
well below 2.0°C (and pursue efforts to limit temperature increases to 1.5°C) by reducing its emissions and
achieving net zero by 2050. The BCA fully endorses Australia’s participation in the Paris Agreement and fully
supports Australia’s climate legislation enshrining this participation.

An opportunity for enduring reform

The range and significance of gas market reforms over the past decade, including the proposed suite of Gas
Market Review reforms, speaks to the enormous challenges faced by the gas sector as a critical part of
Australia’s broader energy system and energy transition.

We are now presented with a window of opportunity to address these challenges decisively and more effectively
than in the past. Getting the design and implementation of the proposed suite of Gas Market Review reforms
right, will usher in an era of policy and regulatory stability for the sector that balances the interests of gas users,
gas networks, gas producers and the broader economy. The current conflict in the Middle East is a salient
reminder of the importance of having a resilient domestic energy system and an optimal set of energy market
policy and regulatory settings.
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The Future Gas Strategy is a solid foundation

The BCA reiterates its supports for the Commonwealth Government’s Future Gas Strategy priorities and
principles, as the broader context for the design and implementation of the proposed suite of Gas Market Review
reforms.’

e  Australiais committed to supporting global emissions reductions to reduce the impacts of climate change
and will reach net zero emissions by 2050.

e  Gas mustremain affordable for Australian users throughout the transition to net zero.
e New sources of gas supply are needed to meet demand during the economy wide transition.

e Reliable gas supply will gradually and inevitably support a shift towards higher value and non substitutable
gas uses.

e  Gas and electricity markets must adapt to remain fit for purpose throughout the energy transformation.

e Australiais, and will remain, a reliable trading partner for energy, including Liquefied Natural Gas and low
emission gases.

Main points

The position BCA put to the Gas Market Review consultation in August 2025 was summarised in our submission
as follows.?

A well designed gas reservation scheme for the east coast has potential merit provided it replaces
any redundancy created with the existing three measures under review, and does not impact or
overlap in any way with the Western Australia Domestic Gas Policy.

The BCA concurs with the four key conclusions expressed in the Gas Market Review Report (released in
December 2025).°

1. “The Review has concluded that fundamental reform to Commonwealth gas market regulation is needed.

2. Ensuring Australia’s domestic market is adequately supplied atlower prices will require new supply, ongoing
investment, and a more efficient, streamlined regulatory framework supported by complementary
measures.

3. Thereisa limited window of opportunity for fundamental reform. Any reform must be timely, and careful to
balance securing domestic supply with market incentives to invest in and develop gas resources.

4. A recommendation to establish a domestic gas reservation scheme, and consider removing the Australian
Domestic Gas Security Mechanism, the Heads of Agreement with east coast LNG exporters and the pricing
provisions in the Gas Market Code”.

We are now at the ‘pointy end’ of the policy development process, where i) the regulatory ecosystem ii) careful
policy calibration and iii) workable policy design will be all important in delivering on these four conclusions and
avoiding unintended consequences.

T Australian Government, Department of Industry, Science and Resources Future Gas Strategy May 2024.
2 BCA Submission to the Commonwealth Gas Market Review Consultation Paper, August 2025.
S Referenced on page 5 of the Gas Market Review Report, December 2025.
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The regulatory ecosystem

Notwithstanding the potential merits of individual reforms, regulatory change in and of itself creates risk and
uncertainty for industry participants in a sector that is characterised by very large and very long lived capital
investments.

The proposed suite of Gas Market Review reforms (contained in the 18 recommendations) includes a recognition
that a transition plan will be needed to phase in the design and implementation of the various elements of the
reform package. The BCA strongly concurs with the Gas Market Review finding that not everything can be done
at the same time and that careful coordination and sequencing of reform elements will be critical.

We note the following examples of recent and proposed reforms which — although outside the proposed suite
of Gas Market Review reforms — arguably create undue regulatory uncertainty for industry participants.

e The proposed extension of the Australian Energy Market Operator’s east coast gas system reliability and
supply adequacy framework — which is at the very least, premature in advance of the design and
implementation of the proposed suite of Gas Market Review reforms.

e The Australian Energy Regulator’s broad discretion under the Form of Regulation Review framework —
which lacks prudent thresholds and limits on self initiated assessments by the regulator of gas infrastructure
investments.

e The development of the Australian Energy Market Commission Gas Networks in Transition work program —
which is exacerbating uncertainty around how the regulatory asset base of gas infrastructure investments
will be treated going forward.

Some BCA members will address the implications of these (and other) individual reforms — for the proposed
suite of Gas Market Review reforms — more specifically in their individual submissions to this consultation.

The BCA recommends that policy makers continue to undertake genuine and close consultation with industry
participants on all proposed gas sector reforms and take a holistic view of the regulatory ecosystem in order to
consider the interactions, alignment, coordination and sequencing of different reforms, so that undue risk and
uncertainty are minimised.

Careful policy calibration

The Gas Market Review Report highlights the importance of balancing two critical objectives with respect to the
design and implementation of a domestic gas reservation scheme (DGRS) and supporting reforms.

e That the "domestic market is adequately supplied at lower prices”.

e That reform be “careful to balance securing domestic supply with market incentives to invest in and develop
gas resources”.

A competitive domestic gas market equilibrium — reflecting adequate gas supply, reasonable costs of
production, and a reasonable return to capital that would result from a competitive market —is needed to
promote fairness and affordability for gas consumers, while also maintaining the incentive for gas infrastructure
operators and gas producers to invest in supply capacity overtime.

To this end we also highlight the importance of i) improved gas market transparency, ii) improvements to the gas
market code, iii) greater long duration contracting and iv) more streamlined market governance and reporting
obligations to support efficient, effective and equitable gas market outcomes overtime.

The Government has indicated in its proposed DGRS that “"domestic obligations [be] calibrated to ‘oversupply’
the market to ensure energy security, competition, access for gas buyers and downward price pressure”.*

4 Australian Government, Gas Market Review, Working Draft Slides for Discussion, Detailed Design and Implementation Roundtable.
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Our concern with this approach is that if the DGRS has the effect of pushing the domestic gas market below its
competitive equilibrium in the short term, there will be inevitable pressure on domestic gas prices to rise in the
medium to long term, as potential new investments in domestic supply capacity become uneconomic. This
would also place an increasing reliance on the DGRS policy framework and possibly progressively higher reserve
proportions in the future to make up for a lack of investment in domestic supply capacity. This would inevitably
create ongoing policy instability and undermine much needed investment certainty in the sector.

While the Minister(s) has already announced a DGRS reserve proportion range of between 15 and 25 per cent, the
Gas Market Review Report does not define a competitive domestic gas market equilibrium in any specific detail
or present any modelling connecting the quantity of gas in the domestic market to the price of gasin the
domestic market. In other words, how do policy makers know that this reserve proportion range is appropriate to
achieve the objectives of the Gas Market Review?

The BCA recommends that calibration of an appropriate DGRS reserve proportion be guided by long term
competitive market equilibrium in the domestic gas market (as the policy objective) supported by rigorous gas
sector modelling that captures the full gas market value chain, from upstream production, through network
infrastructure, to end use consumption. Modelling conducted in this regard should be released as part of the
policy development process in the interests of ensuring policy outcomes are evidenced based.

Workable policy design

The BCA offers the following comments for Government to consider in relation to the design of a workable DGRS
and supporting reforms.

Long term stability and equity

e A DGRS should be applied equitably to LNG producers — which necessitates a common commencement
date and an appropriate recognition of their existing and future domestic supply commitments.

e An appropriate upper limit reserve proportion for the DGRS should be set for at least 10 to 15 years — which
means governments will need to refrain from ad hoc changes to this upper limit once enshrined in the
rules/law.

e We note that ‘production volume’ appears to be the preferred point of obligation for the DGRS but how this
will be measured for the purposes of scheme compliance needs to be clarified before LNG producers can
meaningfully support many other design features.

e Determination of an appropriate reserve proportion for the DGRS (which is ambitiously scheduled to apply
from January 2027) must provide a pathway for existing export LNG contracts and LNG investment decisions
to be honoured — which can only be assured after specific engagement and consultation on this matter with
the LNG producers.

Flexibility in meeting obligations

e Enabling a flexible approach to meeting domestic supply obligations (DOS) under the DGRS is the best way
to minimise potential market distortions and to allow market forces to pursue least cost pathways to
complying with these obligations.

e We note that multiple DSO compliance cycles (quarterly, annual or longer) are possible and that the pros and
cons of each should be explicitly evaluated against the objectives of the Gas Market Review objectives,
before an appropriate cycle is determined.

e The concept of ‘additionality” in domestic supply is critically important to the efficiency, effectiveness and
equity of a DGRS — and further engagement and investigation with industry participants is essential to
operationalise this concept.

Feedback on Gas Market Review implementation



Addressing oversupply risk

Setting a DSO requirement to ‘supply’ a certain volume of gas to the domestic market which —when added
to domestic gas supply “is greater than forecast domestic demand” — substantially increases the risks
associated with an oversupplied domestic gas market — even after a release valve or other
adjustment/mitigation mechanism has been applied. °

A perennially oversupplied domestic gas market would severely deter investment in domestic supply
capacity over time, which is inconsistent with the objectives of the Gas Market Review — given that
sustainably affordable domestic gas prices are supported by ongoing investment in domestic supply
capacity.

We note that there are a few ways to design-in an adjustment/mitigation mechanism to address oversupply
risk — for example, calibrating the reserve proportion to ‘competitive equilibrium’ rather than ‘oversupply’, or
running surplus supply clearance auctions as proposed — and that the pros and cons of each should be
explicitly evaluated against the objectives of the Gas Market Review.

The design of an adjustment/mitigation mechanism must support the condition that all east coast LNG
producers contribute equitably to the DGRS overtime.

While the obligations under a DGRS fundamentally fall on large gas producers, there may be merit in
requiring large gas users to inform the market of their willingness to pay and contract duration preferences
to help establish what a competitive domestic gas market equilibrium looks like for the purposes of
calibrating a DGRS.

Sustainably affordable gas prices

Encouraging investment in new domestic supply capacity is an important part of being able to deliver
sustainably affordable gas prices and ensuring sufficient gas is available for Australia’s hard to abate
industries in the transition to net zero.

We note that other factors, such as electrification, energy efficiency, demand side flexibility and technology,
are also important in being able to deliver sustainably affordable gas prices and ensuring sufficient gas is
available for Australia’s hard to abate industries in the transition to net zero.

Network infrastructure constraints, streamlining and accelerating project approvals processes and removing
other regulatory disincentives to investing must be pursued in conjunction with the establishment of a well
designed DGRS.

The development of gas resources closer to demand centres can also help to deliver sustainably affordable
gas prices — noting that a reliance on reserving gas in the north to supply demand in the south, will be
limited by transportation capacity constraints and costs (at least in the short to medium term), especially in
times of extreme shortfall risk.

A gas market (and regulatory) environment that is conducive to long duration contracting behaviour can also
help to deliver sustainably affordable gas prices by reducing the risk premium embedded in the pricing of
shorter duration contracts — which is benefits both buyers and sellers.

5 Australian Government, Gas Market Review, Working Draft Slides for Discussion, Detailed Design and Implementation Roundtable.
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