
 

 
Gas Advisory Board 

 
Agenda 

 
Meeting No. 16 

Location: IMO Board Room 

Level 17, Governor Stirling Tower, 197 St Georges Terrace, Perth 

Date: Tuesday 16th July 2014 

Time: 3.00pm – 5.00pm 

 

Item Subject Responsible Time 

1.  WELCOME Chair 2 min 

2.  MEETING APOLOGIES / ATTENDANCE Chair 2 min 

3.  MINUTES OF PREVIOUS MEETING Chair 5 min 

4.  ACTIONS ARISING  Chair 5 min 

5.  GSI RULES 

a) GPRC_2014_01: GSI Fee Arrangements PUO 20 min 

6.  DEVELOPMENT OF A WA GAS MARKET IMO 60 min 

7.  GENERAL BUSINESS IMO 5 min 

8.  NEXT MEETING: Tuesday 14th October 2014 

 

Please note, the meeting will be recorded to assist with the preparation of minutes. 1 of 57
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Gas Advisory Board 
 

Minutes 

Meeting No. 15 

Location IMO Board Room 
Level 17, Governor Stirling Tower, 197 St Georges Terrace, Perth 

Date Tuesday, 20 May 2014 

Time 1.00pm – 3.30pm  
 

Attendees Class Comment 
Allan Dawson Chair  
Kate Ryan Independent Market Operator (IMO)  
John Jamieson Pipeline Owner/Operator (1:00pm-3:10pm) 
Mark Cooper Pipeline Owner/Operator  
Mike Shaw Large Gas User  
Pete Di Bona Gas Producer  
Stewart Gallagher Gas Producer (1:40pm-3.30pm) 
Andrew Sutherland Gas Shipper  
Stan Reid Gas Shipper  
Bryon McLaughlin Coordinator of Energy Proxy 
Natalia Kostecki Small End Users, Minister’s Appointee Proxy 
Nerea Ugarte Minister’s Appointee – Observer   
Natalie Jackson Economic Regulation Authority – Observer   Proxy  
Trent Morrow Market Reform Presenter 
Laura Koziol IMO Presenter 
Erin Stone IMO  Observer 
Michael Smythe Alinta Observer 
Chris Campbell Alinta Observer 
Allan MacDougall Gas Trading Observer (1:25pm-

3:30pm) 
Hans Niklasson Kleenheat Observer 
Ian Mumford BHP Observer 
Joachim Tan IMO Observer 
Martin Maticka IMO Observer 
Anne-Marie Foo IMO Observer 
Tim Middlehurst IMO Observer 
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Alex Penter IMO Observer 
Courtney Roberts IMO Minutes 
Apologies Class Comment 
Ray Challen Coordinator of Energy Proxy attended 
Aden Barker Small End Users, Minister’s Appointee Proxy attended 
Elizabeth Walters Economic Regulation Authority – Observer   Proxy attended 
   

Item Subject Action 

1. WELCOME  

The Chair opened the meeting at 1:00 PM and welcomed all members 
to the 15th Gas Advisory Board (GAB) meeting. 

 

2. MEETING APOLOGIES / ATTENDANCE 
The following apologies were received: 
• Ray Challen (Coordinator of Energy); 
• Aden Barker (Small End User); and 
• Elizabeth Walters (Economic Regulation Authority – Observer). 

The following proxies were noted: 
• Bryon McLaughlin for Ray Challen (Coordinator of Energy); 
• Natalia Kostecki for Aden Barker (Small End User); and 
• Natalia Jackson for Elizabeth Walters (Economic Regulation Authority – 

Observer). 

The following presenters/observers were noted: 
• Chris Campbell (Alinta); 
• Michael Smythe (Alinta); 
• Allan MacDougall (Gas Trading);  
• Ian Mumford (BHP); 
• Hans Niklasson (Kleenheat Gas); 
• Trent Morrow (Market Reform); 
• Tim Middlehurst (IMO); 

• Alex Penter (IMO); 
• Joachim Tan (IMO); 
• Erin Stone (IMO); 
• Anne-Marie Foo (IMO); 
• Laura Koziol (IMO); 
• Martin Maticka (IMO); and 
• Courtney Roberts (IMO). 

 

 

3. MINUTES OF PREVIOUS MEETING 
The minutes of GAB Meeting No. 14, held on 18 February 2014 were 
circulated prior to the meeting. 

No further comments were raised and the minutes of the previous 
meeting were accepted as a true record. 

Action Point: The IMO to publish the final version of minutes taken from 
GAB Meeting No 14.  

 
 
 
 
 

 
 

IMO 

4. ACTIONS ARISING 
Ms Kate Ryan advised the GAB that action item 36 had been completed 
and action item 41 would be presented at the meeting in Agenda Item 6. 
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5a. GPRC_2014_01: GSI FEE ARRANGEMENTS 
The Chair introduced Dr Natalia Kostecki to present the discussion 
paper outlining the options proposed to allocate a proportion of the 
Gas Services Information (GSI) Fees to Registered Production Facility 
Operators, on behalf of the Minister for Energy. 

Dr Kostecki noted the three options to be discussed were: 

1. an initial allocation of fees between Registered Shippers and 
Registered Production Facility Operators based on the number 
of participants and then an allocation within those groups on a 
volumetric basis; 

2. an initial allocation of fees between Registered Shippers and 
Registered Production Facility Operators on a 50/50 basis and 
then an allocation within those groups on a volumetric basis; or 

3. a purely volumetric allocation. 

Mr Pete Di Bona sought clarification on the operation of the Rule 
Change Process and noted that the IMO had considered this issue in 
development of the GSI Rules and decided that it was more efficient to 
levy the fees on the Registered Shippers only. The Chair noted that the 
IMO had determined that both methods would be consistent with the 
GSI Objectives. 

Mr Di Bona expressed his concern that the fee structure had only 
recently been established and that such a significant change early in the 
operation of the GSI Rules would set a precedent. Mr Stan Reid noted 
that rules were necessarily revisited regularly and changed over time. 

GAB members discussed the options: 

• Mr Mark Cooper noted that end-users are the ultimate 
beneficiaries of the GSI and therefore should bear the costs. He 
further noted that shippers are best placed to pass this cost on. 

• Mr Ian Mumford said that the provision of information under the 
GSI Rules benefitted everyone and therefore he believed that a 
50/50 split was reasonable.  

• Mr Andrew Sutherland noted that the basis on which the current 
arrangement was made was that shippers were able to pass the 
cost on was an assumption that doesn't necessarily hold true. 

• Mr Chris Campbell agreed with Mr Mumford that the whole 
market benefits from the GSI and therefore the fees should be 
split 50/50 between shippers and producers. Mr Sutherland 
noted that this would be similar to the current allocation of fees in 
the electricity market. 

• Mr Di Bona questioned what method was used to allocate fees 
on the east coast and what the justification was. The Chair and 
Mr John Jamieson noted that the fees were similarly levied on 
shippers and that they expected that this was because shippers 
were perceived to be in the best place to pass the costs through 
to the end-users and the arrangement reduces the overall 
administrative burden. 

• Mr Hans Niklasson noted that if there is value to both shippers 
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and producers, the cost should be split accordingly. 

Dr Kostecki informed the GAB that, given the discussion, the PUO 
would progress a Rule Change Proposal, on behalf of the Minister, on 
the basis of a 50/50 split between Registered Shippers and Registered 
Production Facility Operators and then allocated on a volumetric basis.  

Action Point: The PUO to submit GPRC_2014_01 into the formal rule 
change process. 

 
 
 
 
 
 

PUO 

6. PRESENTATION: WALLUMBILLA SUPPLY HUB DEVELOPMENT 
The Chair introduced Mr Jamieson to present an overview of the 
Wallumbilla Gas Supply Hub and APA’s experience through the 
development. 

GAB members discussed the operation, volume and price of trades and 
the development of APA’s new services to facilitate trade at the 
Wallumbilla Supply Hub. 

Action Point: The IMO to publish the presentation on the Wallumbilla 
Supply Hub Development on the GSI Website. 

 
 
 
 
 
 
 
 

 
IMO 

7. DEVELOPMENT OF A WESTERN AUSTRALIAN GAS MARKET 
The Chair welcomed Mr Trent Morrow from Market Reform to present a 
discussion of the high level design options considered for the 
development of a gas market in Western Australia (WA). 

Mr Morrow outlined the guiding principles proposed to underpin the 
development of a gas market in WA and requested feedback from GAB 
members. No comments were made. 

Mr Morrow provided an overview of the different elements of a market 
and discussed the ‘base model’ and extended options for each.  

The following points were noted with respect to the hub location: 

• Mr Cooper noted that the options should be considered in light of the 
opportunity to facilitate trade in the Pilbara area, which represented 
around 30 percent of the State’s consumption. Mr Campbell noted 
that under the base model, these customers would need access to 
full-haul, part-haul and back-haul services to be able to receive gas 
from all of the producers in the hub. Mr Allan MacDougall 
recommended that the IMO undertake further consultation with Gas 
Market Participants on the Pilbara Energy Pipeline and the 
Goldfields Gas Pipeline. 

• Mr Stewart Gallagher asked whether there were examples showing 
how the proposed hub would operate. Mr Morrow noted that most 
supply hub arrangements were similar to the extended model 
discussed. 

• Mr Cooper considered there was value in the extended model, 
noting that it would cost the Registered Pipeline Operators to 
facilitate the necessary contract changes. Mr Cooper estimated that 
it would cost DBP around $1 million to support these changes and 
indicated that it would be a slow process. 

• Mr Cooper noted that another potential hub location was around the 
Perth Basin. The Chair said that once the trading platform was 
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developed additional locations could be added cheaply and easily. 

• Mr Cooper questioned the value of locating a hub at the Mondarra 
Storage Facility, noting that this gas would ultimately have been 
bought from the Pilbara.  

The Chair welcomed Ms Laura Koziol to present the analysis that the 
IMO had undertaken on gas market fees. The Chair offered to provide a 
copy of the model used to determine the impact of different underlying 
assumptions with respect to fees to GAB members. 

Mr Cooper also noted that he expected that DBP would incur around 
$100,000 to implement the system changes necessary under the base 
model.  

The Chair invited GAB members to provide feedback on the proposal 
once they had a chance to consider it in more detail. Mr Di Bona asked 
what the next steps were. The Chair noted that the IMO would finalise 
the proposal and draft a letter to escalate the proposal to the 
Government to consider as part of the Electricity Market Review. 
Ms Ryan also noted that the IMO would engage more broadly with 
stakeholders before the next GAB meeting, as suggested by 
Mr MacDougall. Mr Campbell agreed that this would be useful. 

Action items: 
• The IMO to publish the presentation on the high level design options 

considered for the development of a gas market on the 
GSI Website. 

• GAB members to provide feedback on the proposal to develop a gas 
market in WA by 17 June 2014. 

• The IMO to consult with the gas industry more broadly with respect 
to the proposal to develop a gas market in WA. 

• The IMO to provide to GAB members a copy of the model used to 
determine the impact of different underlying assumptions with 
respect to fees. 

• The IMO to prepare a draft proposal for Government to consider, 
incorporating any feedback provided by GAB members for the 
consideration at the next GAB meeting. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

IMO 
 
 

GAB 
 

IMO 
 

IMO 
 
 
 

IMO 

8. GENERAL BUSINESS 
Gas Statement of Opportunities Information Request – Reserves 
Ms Ryan outlined the IMO’s request for information about gas reserves 
to be used in the Gas Statement of Opportunities (GSOO) and asked 
the GAB for any feedback. Mr Joachim Tan reiterated that intention was 
to use the data to improve the modelling for the GSOO and verify the 
estimates provided by external consultants. It was not the IMO’s 
intention to publish any disaggregated reserves data. 

Mr Di Bona noted the complexity of reserve calculations and noted the 
criticality of confidentiality of the information being requested.  

Mr Di Bona and Mr Gallagher also noted that this information is 
currently provided to the Department of Mines and Petroleum (DMP) 
and suggested that the IMO should seek it from them for consistency 
and to minimise the administrative burden. Ms Ryan agreed that this 
would be preferable but that the IMO understood that DMP doesn't 
collect this information for all producers covered by the GSOO. Mr Tan 
also noted that the IMO had previously requested the data from DMP 
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and the Commonwealth’s National Offshore Petroleum Title 
Administrator (NOPTA), but was told that the information was 
confidential for DMP and is only to be used for the purposes of 
complying with the relevant legislation. 

Mr Tan asked GAB members whether DMP provided specifications for 
the data or whether individual producers adjusted the data in 
accordance to the requested specifications prior to providing it. 
Mr Di Bona said he would find out and confirm with the IMO.  

GISP Final Budget Summary 
Ms Ryan provided attendees with a copy of the GISP final budget 
summary. Ms Ryan noted that the project had been completed around 
$300,000 under budget and that these savings would reduce future 
GSI Fees. 

Other 
Ms Ryan reminded GAB members that nominations for 2014/15 GAB 
membership close at 4.00pm on Thursday 22 May 2014. 

Action: 

• The IMO to discuss the GSOO information request further with 
Mr Di Bona and Mr Gallagher. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

IMO/PD/
SG 

CLOSED: The Chair declared the meeting closed at 3.30pm. 
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Gas Advisory Board (GAB) - Action Points 
 
Legend: 
 

Unshaded Unshaded action points are still being progressed. 

Shaded Shaded action points are actions that have been completed  

Missing Action items missing from sequence have been completed from previous meeting and subsequently removed from the 
log.   

 
# Year Action Responsibility Meeting 

arising 
Status / progress 

42 2014 The IMO to publish the final version of 
minutes taken from GAB Meeting No 14. 

IMO May Complete. 

43 2014 The PUO to submit GPRC_2014_01 into the 
formal rule change process. 

PUO May Underway. To be discussed under Agenda Item 5a. 

44 2014 The IMO to publish the presentation on the 
Wallumbilla Supply Hub Development on the 
GSI Website. 

IMO May Complete. 

45 2014 The IMO to publish the presentation on the 
high level design options considered for the 
development of a gas market on the 
GSI Website. 

IMO May Complete. 

46 2014 GAB members to provide feedback on the 
proposal to develop a gas market in WA by 
17 June 2014. 

GAB May Complete. 

47 2014 The IMO to consult with the gas industry 
more broadly with respect to the proposal to 
develop a gas market in WA. 

IMO May Complete. 

Gas Advisory Board Meeting No 16: 16 July 2014 
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# Year Action Responsibility Meeting 
arising 

Status / progress 

48 2014 The IMO to provide to GAB members a copy 
of the model used to determine the impact of 
different underlying assumptions with respect 
to fees. 

IMO May Complete. 

49 2014 The IMO to prepare a draft proposal for 
Government to consider, incorporating any 
feedback provided by GAB members for the 
consideration at the next GAB meeting. 

IMO May Underway. For discussion under Agenda Item 6. 

50 2014 The IMO to discuss the GSOO information 
request further with Mr Di Bona and Mr 
Gallagher. 

IMO/PD/SG May Complete. 
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Gas Services Information 
Pre Rule Change Proposal 
 
 
Rule Change Proposal ID: GRC_2014_01 
Date received:   TBA 
 
Change requested by:  
  

Name: NATALIA KOSTECKI, A/Assistant Director Markets 

Phone: (08) 6551 4669 

Fax: (08) 6551 4766; (08) 6551 4765 

Email: Natalia.Kostecki@finance.wa.govau 

Organisation: PUBLIC UTILITIES OFFICE 

Address: Level 1, Albert Facey House, 469 Wellington St  
Perth WA 6000 

Date submitted: TBA 

Urgency: <2-medium> 
 Change Proposal title: GSI Fee arrangements – Inclusion of Registered Production 

Facility Operators 

GSI Rule(s) affected: GSI Rules (Part 7, Division 4) – R114 through R120 and 
Schedule 1 - Glossary. 

 
Introduction 

Rule 129 of the Gas Services Information (GSI) Rules provides that any person 
(including the IMO) may make a Rule Change Proposal by completing a Rule Change 
Proposal form that must be submitted to the Independent Market Operator.   

This Rule Change Proposal can be posted, faxed or emailed to: 

Independent Market Operator 
Attn:  Group Manager, Development and Capacity 
PO Box 7096 
Cloisters Square, Perth, WA 6850 
(08) 9254 4339 
Email: market.development@imowa.com.au 

The Independent Market Operator will assess the proposal and, within five business 
days of receiving this Rule Change Proposal form, will notify you whether the Rule 
Change Proposal will be further progressed.  

In order for the proposal to be progressed, all fields below must be completed and the 
change proposal must explain how it will enable the GSI Rules to better contribute to the 
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achievement of the GSI Objectives.   

The objectives are to promote the long-term interests of consumers of natural gas in 
relation to: 

(a) the security, reliability and availability of the supply of natural gas in the State; 

(b) the efficient operation and use of natural gas services in the State; 

(c) the efficient investment in natural gas services in the State;  and 

(d) the facilitation of competition in the use of natural gas services in the State. 
 
 
Details of the Proposed Rule Change 
 

1. Describe the concern with the existing GSI Rules that is to be 
addressed by the proposed rule change 

The GSI Rules (Part 7, Division 4) currently provide for GSI Fees, which recover the 
IMO’s costs of providing GSI Services (the Gas Bulletin Board (GBB) and Gas 
Statement of Opportunities), to be charged to Registered Shippers (that is, shippers). 
This arrangement does not recover GSI Fees from Registered Production Facility 
Operators (that is, producers) who may also benefit from GSI Services.  

The proposed Rule Change is to amend the GSI Fee arrangements so that fees paid 
under the GSI Rules for the performance of the functions of the operator are also paid by 
producers of natural gas in Western Australia. 

It is considered that the amended GSI Fee arrangements should aim to: 

• share the costs of providing the services more equitably across the gas market 
supply chain; 

• recognise that both buyers and sellers of natural gas are likely to benefit from the 
information provided by the GSI Services established under the GSI Rules; and 

• transparently identify the basis upon which the GSI Fee for shippers and producers 
is calculated.  

The total cost for the performance of GSI functions is therefore to be allocated equally 
(fifty-fifty) between shippers and producers and then apportioned on a volumetric basis 
within each of these two groups.  

Daily Actual Flow Data representing actual production volumes is the logical approach to 
apportioning costs on a volumetric basis to producers as this information is already 
collected by the IMO under GSI Rule 73(1) as part of GBB information.  

The proposed Rule Change will also rectify, with respect to shippers, a potential issue 
pertaining to the apportioning of the GSI Fee in regard to gas delivered into the 
Mondarra gas storage facility. 

The current definition of Aggregated Shipper Delivery Quantity in Schedule 1 of the GSI 
Rules includes all volumes of gas delivered to any delivery point, including Mondarra. 
This means that gas taken from Dampier Bunbury Pipeline (DBP) and delivered into 
Mondarra, and then subsequently taken from Mondarra and delivered to a point of 
consumption on the DBP or the Parmelia Gas Pipeline in the same invoice period is 
effectively  counted twice.  
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Under a strict equal (fifty-fifty) allocation between producers and shippers there is no 
impact. However in volumetric terms, shipped quantities would appear slightly higher 
than produced quantities. 

In regard to the allocation of the GSI Fee between shippers, where the allocation is 
based on the volume of gas delivered, any gas going through the Mondarra storage 
facility is effectively double-counted. Shippers who choose to park gas in a storage 
facility are effectively put at a disadvantage to those who choose to park gas in another 
GBB pipeline.  

The proposed Rule Change will therefore also amend the definition of Aggregated 
Shipper Delivery Quantity in Schedule 1 of the GSI Rules so that the exception 
pertaining to “Delivery Points feeding into another GBB Pipeline” will be extended to a 
GBB Storage Facility. 

It should be noted that under the equal (fifty-fifty) allocation of the GSI Fee between 
shippers and producers, the quantities of gas produced and consumed is roughly the 
same as if the GSI Fee was allocated on a purely volumetric basis. At present, double-
counting has a negligible effect as the quantities passing through Mondarra are small. 
However, any increase in turnover of gas stored at Mondarra would necessarily mean 
that shipped quantities would be higher than the quantities produced at Registered 
Production Facilities so that the volume split would no longer reflect an equal (fifty-fifty) 
allocation. 

The requirement for producers to provide Daily Actual Flow Data is already captured 
under existing subrule 73(1), and it is this rule that will be used by the IMO to calculate 
the GSI Fee apportioned to producers. This subrule is a civil penalty provision for the 
purposes of the GSI Regulations.The analogous requirement with regard to shippers 
(that is, the requirement to provide Aggregated Shipper Delivery Quantities) is captured 
under existing subrule 115(1), which is also a civil penalty provision. 

The proposed Rule Change identifies a new subrule 115A(3) as a civil penalty provision 
for the purposes of regulation 15 and Schedule 1 of the GSI Regulations. The new 
subrule requires a producer to notify the IMO of any change to Daily Actual Flow Data 
(that it is aware of) for a particular GSI Invoice Period. 

Making subrule 115A(3) maintains consistency with existing subrule 115(3), which 
prescribes a civil penalty where a Registered Pipeline Operator fails to notify the IMO of 
any change to Aggregated Shipper Delivery Quantities (that it is aware of) for a 
particular GSI Invoice Period.  

2. Explain the reason for the degree of urgency 
There is a “medium” level of urgency attached to GRC_2014_01: GSI Fee arrangements 
– Inclusion of Registered Production Facility Operators. 

The proposed Rule Change has been submitted on behalf of the Minister for Energy, 
who in May 2013 requested that amendment be made to the GSI Fee arrangement to 
extend the GSI Fee to Registered Production Facility Operators. At the time, the Minister 
indicated that the proposed Rule Change should be progressed with some priority. 

Subsequent to stakeholder feedback following discussion of the proposed Rule Change 
as a Pre-Rule Change Proposal at the Gas Advisory Board meeting of 20 May 2014, the 
Public Utilities Office has amended the proposed Rule Change to include an updated 
definition of Aggregated Shipper Delivery Quantity to remedy the issue of double-
counting. 
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3. Provide any proposed specific changes to particular GSI Rules (for clarity, 
please use the current wording of the Rules and place a strikethrough where 
words are deleted and underline words added)  

… 

114 IMO may recover GSI Services costs  

 For each Financial Year, the IMO may recover from Registered Shippers and 
Registered Production Facility Operators an amount equal to the Approved 
Annual Revenue for that Financial Year. 

… 

115A Calculation of Aggregated Daily Actual Flow Data 

(1) The IMO must calculate the Aggregated Daily Actual Flow Data for each 
Registered Production Facility Operator for each GSI Invoice Period, within 20 
Business Days after the end of the period. 

(2) Aggregated Daily Actual Flow Data must include the quantities injected for 
each Gas Day that starts in that GSI Invoice Period. 

(3) If a Registered Production Facility Operator or the IMO becomes aware of a 
change to the Daily Actual Flow Data for a particular GSI Invoice Period (but 
no later than one year after the end of that period) then the operator must 
provide the IMO with an updated version of the relevant quantities for that 
period as soon as practicable. 

Note: This subrule is a civil penalty provision for the purposes of the GSI Regulations. 
(See the GSI Regulations, regulation 15 and Schedule 1).  

 

116 Basis for calculation of GSI Fees for Registered Shipper 

(1) The GSI Fee F for a Registered Shipper s for GSI Invoice Period p in Financial 
Year y is calculated as: 

F(s,p) = ((Budget(y) * days in p / days in y) + U(p) – UR(p))  

* DG(s,p) / TG(p) 

The GSI Fees F for the GSI Invoice Period p in Financial Year y is calculated 
as: 

𝐹(𝑝) = 𝐵𝑢𝑑𝑔𝑒𝑡(𝑦) × 
𝑑𝑎𝑦𝑠 𝑖𝑛 𝑝
 𝑑𝑎𝑦𝑠 𝑖𝑛 𝑦

+ 𝑈(𝑝) − 𝑈𝑅(𝑝) 

Wwhere: 
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𝐵𝑢𝑑𝑔𝑒𝑡(𝑦) Budget (y) is: 

(a) if the Minister has approved the GSI Budget Proposal for Financial 
Year y, the Approved Annual Revenue for Financial Year y; or 

(b) if the Minister has not yet approved the GSI Budget Proposal for 
Financial Year y, the Approved Annual Revenue for the previous 
Financial Year;  

𝑈(𝑝) U(p) is the sum of any GSI Fees invoiced for preceding GSI Invoice 
Periods but unpaid at the time GSI Fees for GSI Invoice Period p are invoiced 
and which the IMO reasonably believes it will not be able to recover from the 
party invoiced (and has not been previously reallocated to Registered 
Shippers as a U(p) amount); and 

𝑈𝑅(𝑝) UR(p) is the sum of any amounts included in the calculation of U for a 
preceding GSI Invoice Period which have been recovered since the GSI Fees 
for GSI Invoice Period p-1 were invoiced;. 

(2) The GSI Fee for the GSI Invoice Period p for a Registered Shipper s is 
calculated as: 

𝑓(𝑠, 𝑝) = 0.5 × 𝐹(𝑝) ×
𝐷𝐺(𝑠, 𝑝)
𝑇𝐷𝐺(𝑝)

 

Where: 

𝐷𝐺(𝑠, 𝑝) DG(s,p) is the total of the Aggregated Shipper Delivery Quantities for 
each Registered Shipper s and GSI Invoice Period p from all GBB Pipelines 
that provided the shipper with a pipeline service in GSI Invoice Period p; and 

𝑇𝐷𝐺(𝑝) TG(p) is the sum of the DG(s,p)𝐷𝐺(𝑠, 𝑝) quantities for all Registered 
Shippers s for GSI Invoice Period p. 

 

(3) The GSI Fee for the GSI Invoice Period p for a Registered Production Facility 
Operator 𝑥 is calculated as: 

𝑓(𝑥, 𝑝) = 0.5 × 𝐹(𝑝) × 𝑃𝐺(𝑥,𝑝)
𝑇𝑃𝐺(𝑝)

              

Where: 

𝑃𝐺(𝑥, 𝑝) is the total of the Aggregated Daily Actual Flow Data for Registered 
Production Facility Operator 𝑥 and for the GSI Invoice Period p as calculated 
by the IMO under rule 115A; and 

𝑇𝑃𝐺(𝑝) is the sum of the 𝑃𝐺(𝑥, 𝑝) quantities for all Registered Production 
Facility Operators and for the GSI Invoice Period p. 

 

117 IMO to issue GSI Invoice 

… 
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(3) Where the IMO is able to calculate the Aggregated Daily Actual Flow Data 
under rule 115A within 20 Business Days after the end of the relevant GSI 
Invoice Period, the IMO must, within 30 Business Days of the end of that 
period: 

(a) calculate the GSI Fee for each Registered Production Facility Operator 
for that period in accordance with rule 116; and 

(b) issue a GSI Invoice to each Registered Production Facility Operator for 
that period. 

(4) Where the IMO is not able to calculate the Aggregated Daily Actual Flow Data 
under rule 115A within 20 Business Days after the end of the relevant GSI 
Invoice Period, the IMO may: 

(a) issue a GSI Invoice later than the time specified in subrule (3); or  

(b) calculate the GSI Fees and issue GSI Invoices in accordance with 
subrule (3) based on the best data available to the IMO. 

118 Obligation to pay GSI Invoice 

 (1) Subject to subrules (2) and (4), a Registered Shipper or Registered Production 
Facility Operator must pay a GSI Invoice within 10 Business Days after the 
receipt of the invoice, regardless of whether there is a dispute regarding the 
invoice under rule 120. 

Note: This subrule is a civil penalty provision for the purposes of the GSI Regulations. 
(See the GSI Regulations, regulation 15 and Schedule 1). 

… 

(3) A Registered Shipper or Registered Production Facility Operator must pay a 
replacement invoice within 10 Business Days after receipt of the invoice, 
regardless of whether there is a dispute regarding the invoice under rule 120. 

Note: This subrule is a civil penalty provision for the purposes of the GSI Regulations. 
(See the GSI Regulations, regulation 15 and Schedule 1). 

(4) A Registered Shipper or Registered Production Facility Operator is not 
required to pay a GSI Invoice if the invoice is for an amount of less than one 
dollar. 

119 Review of GSI Fee calculation 

… 

(2) The IMO may also, subject to subrule (3), recalculate the GSI Fees for a GSI 
Invoice Period at any other time if it considers it appropriate in all the 
circumstances.  
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Note: For example, this could be a manifest error in the original calculations, or 
notification of a significant change to Aggregated Shipper Delivery Quantities or 
Aggregated Daily Actual Flow Data.  

… 

(4) Where the IMO recalculates GSI Fees for a GSI Invoice Period, the IMO must 
send an Adjustment GSI Invoice to each Registered Shipper or Registered 
Production Facility Operator, as applicable. 

(5) A Registered Shipper or Registered Production Facility Operator must, within 
10 Business Days of receiving an Adjustment GSI Invoice, pay any amounts 
owing. 

Note: This subrule is a civil penalty provision for the purposes of the GSI Regulations. 
(See the GSI Regulations, regulation 15 and Schedule 1). 

(6) Where an Adjustment GSI Invoice reduces the amount payable by a 
Registered Shipper or Registered Production Facility Operator, the IMO must 
credit the relevant amount to the next GSI Invoice issued under rule 117 to 
that shipper the relevant Gas Market Participant.  

(7) Where a Registered Shipper or Registered Production Facility Operator is no 
longer registered with the IMO and has a credit balance, the IMO must, as 
soon as practicable, pay the amount to the shipper by direct bank transfer to 
an account nominated by the shipper the relevant Gas Market Participant. 

120 Disputes regarding GSI Invoices 

(1) If a Registered Shipper or Registered Production Facility Operator wishes to 
dispute a GSI Invoice received from the IMO, it must notify the IMO of the 
disputed invoice within 10 Business Days after receiving the invoice and the 
Registered Shipper the relevant Gas Market Participant and the IMO must 
seek to resolve that dispute in accordance with the dispute resolution process 
set out in this rule.  

(2) To resolve the dispute:  

(a) the Registered Shipper the relevant Gas Market Participant must, 
when notifying the dispute to the IMO, inform the IMO of the reasons 
for it disputing the GSI Invoice;  

(b) the IMO must provide sufficient information to the Registered Shipper 
the relevant Gas Market Participant regarding the calculation of the 
disputed amount, within 10 Business Days of the dispute being 
notified;  
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(c) a nominated representative of each of the Registered Shipper the 
relevant Gas Market Participant and the IMO must seek to resolve the 
dispute within 10 Business Days of the IMO providing the necessary 
information to the Registered Shipper the Gas Market Participant; and 

(d) if the dispute is not resolved by the nominated representatives as 
referred to in subrule (2)(c):  

(i) where the IMO and the Registered Shipper the relevant Gas 
Market Participant can agree on a means of resolving the 
dispute by mediation, expert determination or some other 
similar alternative dispute resolution mechanism, the IMO and 
the Registered Shipper the relevant Gas Market Participant 
must use that mechanism; or  

(ii) in the event that the IMO and the Registered Shipper the 
relevant Gas Market Participant are unable to agree on a 
dispute resolution mechanism, either party may commence 
proceedings before a court of competent jurisdiction in relation 
to the dispute. 

(3) If, as a result of the resolution of a dispute regarding a GSI Invoice, the IMO is 
obliged to repay to a Registered Shipper or Registered Production Facility 
Operator part or the whole of an amount received under rule 118, then the 
IMO must repay the amount (at the option of the Registered Shipper the 
relevant Gas Market Participant) either: 

(a) by way of a credit on the next GSI Invoice issued under rule 117 for a 
GSI Invoice Period; or  

(b) by a payment to the Registered Shipper the relevant Gas Market 
Participant within 10 Business Days after the day resolution is reached. 

(4) If as a result of the resolution of a dispute regarding a GSI Invoice, there is a 
finding that the GSI Invoices for one or more Registered Shippers or 
Registered Production Facility Operators were incorrectly calculated, the IMO 
must recalculate the GSI Fees for the relevant GSI Invoice Period for all 
Registered Shippers or Registered Production Facility Operators in 
accordance with rule 119. 

… 

Schedule 1- Glossary 

… 

Adjustment GSI Invoice means an invoice that is sent to a Registered Shipper or 
Registered Production Facility Operator after: 
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(a) recalculation of the GSI Fees payable for a GSI Invoice Period under 
rule 119; or  

(b) an adjustment to the GST amount payable for a GSI Invoice Period 
under rule 124. 

… 

Aggregated Daily Actual Flow Data means, for a Registered Production Facility 
Operator, the quantity of natural gas that has been injected from that Facility into GBB 
Pipelines for the relevant GSI Invoice Period determined from data provided under 
subrule 73(1). 

… 

Aggregated Shipper Delivery Quantity means, for a Registered Shipper and a GBB 
Pipeline, the delivery quantities for that shipper aggregated for all Delivery Points on the 
GBB Pipeline, except those Delivery Points feeding into another GBB Pipeline or GBB 
Storage Facility (see rule 115). 

… 

Daily Actual Flow Data means, for a Gas Day: 

… 

(c) for a GBB Production Facility, the quantity of natural gas that is 
metered (based on operational metering data) as having been, or 
estimated by the Registered Production Facility Operator to have been, 
has been injected from the fFacility into each relevant Receipt Point on 
a GBB Pipeline on that Gas Day determined on the basis of 
operational metering data where available or otherwise estimated by 
the Registered Production Facility Operator. 

… 

GSI Fee means the fee payable by a Registered Shipper or Registered Production 
Facility Operator to the IMO and calculated under rule 116. 

GSI Invoice means an invoice issued to a Registered Shipper or Registered Production 
Facility Operator by the IMO, and includes an Adjustment GSI Invoice. 

 

 

3. Describe how the proposed GSI Rule change would allow the Rules to 
better address the GSI Objectives 

The current method of calculating GSI Fees assumes the ultimate beneficiaries of the 
GSI Services are gas consumers.  In the absence of an effective way of directly charging 
all consumers, fees were charged as close as possible to end-users to minimise the 
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absorption of costs by other parties along the supply chain.  Registered Shippers 
(shippers) are either end-users themselves or sell gas to end-use customers (retailers). 

There are approximately 38 shippers to whom costs may be charged under the GSI 
Rules. GSI Fees are calculated on a pro-rata basis determined by each shipper’s share 
of total gas deliveries by all GBB Pipelines. 

This GSI Rule change proposal seeks to reinforce the objective given at (d) above – the 
facilitation of competition in the use of natural gas services.   

Of the two GSI Services, the GBB aims to identify current opportunities for gas trades, 
which benefits sellers of gas as well as gas buyers. The sharing of costs equally 
between shippers and producers promotes equity between consumers and producers 
across the gas market supply chain.  

In addition, rectifying the matter of double-counting improves the accuracy with which 
the GSI Fee is apportioned to shippers and remedies the situation of a storage facility 
being placed at a competitive disadvantage against conventional pipeline storage 
services.  

 

GSI Fee 
The GSI Fee paid by Registered Shippers (shippers) as a portion of the total cost of the 
operator for the performance of its GSI functions, will reduce as the consequence of 
Registered Production Facility Operators (producers) contributing to the recovery of the 
total cost.   

Under the proposed fifty-fifty split between shippers and producers, the cost to shippers 
will halve form around $6.88 per TJ to $3.44 per TJ (based on figures calculated by the 
IMO for January - March 2014).   

There are currently five producers that will be affected by the amendments 
recommended by this GSI Rule Change Proposal.  

Due to the limited number of producers, there is unlikely to be a material impact on the 
IMO’s cost of administering the amended GSI Fee arrangements, so that the total cost of 
providing the GSI Services by the IMO is unlikely to be materially affected. 

Compliance costs 
The method of calculating the share of the operator’s costs apportioned to producers is 
directly derived from information already collected for the Gas Bulletin Board by the IMO 
from Registered Production Facility Operators, ensuring that there is no additional cost 
to market participants in regard to providing information. 
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Agenda Item 6: Development of a Wholesale Gas Market in WA 
 
1. BACKGROUND 

At the October 2013 Gas Advisory Board (GAB) meeting, members expressed support for the 
IMO to investigate the potential development of a wholesale gas market in Western Australia 
(WA). The IMO committed to include further discussion on the options available in a GAB 
meeting agenda in early 2014. The IMO engaged Market Reform to develop a discussion paper 
to outline at a high-level the potential structure of a wholesale gas market and facilitate a 
discussion with GAB members. 

At the February 2014 meeting, GAB members discussed the benefits of an independently 
operated wholesale gas market in WA and the key elements of effective gas and capacity trading 
mechanisms. GAB members generally supported the continuation of the IMO’s investigations 
into the development of a wholesale gas market in WA.  

At the May 2014 meeting, a high-level market design (provided at Attachment A) and the 
associated costs were presented to the GAB to inform its consideration of the progression of a 
proposal to Government to establish a wholesale gas market in WA. The actions to progress the 
proposal included: 

• GAB members to provide feedback on the proposal to the IMO by 17 June 2014; 

• The IMO to consult with the gas industry more broadly with respect to the proposal; and 

• The IMO to prepare a draft proposal for Government to consider, incorporating any 
feedback provided by GAB members for consideration at the next GAB meeting. 

Since the May 2014 GAB meeting, the IMO has consulted more broadly with industry members 
with respect to the benefits and design of the proposed wholesale gas market and scheduled an 
industry workshop to be held on 16 July 2014. 

The IMO has also prepared an initial draft Ministerial (provided at Attachment B). A document of 
this nature would be provided to the Minister for Energy for approval, together with the final 
iteration of the high-level design document (to be updated following the industry workshop and 
subsequent GAB discussions), if supported by the GAB. 

 
2. RECOMMENDATIONS 

The IMO recommends that the GAB: 

• Discuss the views expressed to-date, including at various GAB meetings and the 
industry workshop;  

• Discuss the proposed high-level market design; 

• Note the attached draft Ministerial; and 

• Agree to the next steps to progress the proposal. 

20 of 57



   
   
   

 
 
 
 
 

 
 
 
 

High Level Design for a Gas Market in Western Australia 
Gas Advisory Board  

Draft Report 
 
 
 
 

13 May, 2014 
   

 
 
 
 
 
 
 

 
 
 
 

 

  
21 of 57



 
High Level Design for a Gas Market in Western Australia 

 

Table of Contents 
EXECUTIVE SUMMARY .................................................................................................................................. 3 

INTRODUCTION ................................................................................................................................................... 3 
SCOPE ................................................................................................................................................................. 3 
THE BASE DESIGN .............................................................................................................................................. 3 
EXTENDED MARKET DESIGN .............................................................................................................................. 4 

1. INTRODUCTION ....................................................................................................................................... 6 

2. SCOPE AND GUIDING PRINCIPLES .................................................................................................... 7 
2.1. SCOPE ................................................................................................................................................... 7 
2.2. GUIDING PRINCIPLES ............................................................................................................................ 7 

3. INTRODUCTION TO SOME KEY TERMINOLOGY .......................................................................... 9 

4. DISCUSSION OF DESIGN OPTIONS ................................................................................................... 11 
4.1. MARKET MODEL ................................................................................................................................ 11 
4.2. FUNDAMENTAL HUB DESIGN DECISIONS ........................................................................................... 12 
4.3. PARTICIPATION IN THE MARKET ........................................................................................................ 16 
4.4. HUB LOCATIONS ................................................................................................................................ 16 
4.5. GAS BALANCING ARRANGEMENT ...................................................................................................... 19 
4.6. PRODUCTS .......................................................................................................................................... 19 
4.7. PIPELINE CAPACITY TRADING ARRANGEMENTS ................................................................................ 19 
4.8. TRADING MECHANISM ....................................................................................................................... 20 
4.9. GAS DELIVERY ................................................................................................................................... 21 
4.10. SETTLEMENT AND PRUDENTIAL ......................................................................................................... 22 
4.11. MARKET INFORMATION...................................................................................................................... 23 
4.12. LEGAL FRAMEWORK .......................................................................................................................... 24 
4.13. COST RECOVERY ................................................................................................................................ 24 

5. HIGH LEVEL DESIGN ........................................................................................................................... 25 

 Market Reform, 2014.  2 of 33 
All Rights Reserved.  

22 of 57



 
High Level Design for a Gas Market in Western Australia 

 
Executive Summary 

Introduction 
The Independent Market Operator (IMO) engaged Market Reform to develop a high level design for a 
gas spot market in Western Australia. The purpose of the high level design is to provide a basis for 
further consideration of a gas market by the Gas Advisory Board (GAB), assess impacts and estimate 
costs.  Market Reform and the IMO conducted interviews with a selection GAB members and 
industry stakeholders to assist in the specification of guiding principles and the high level design. 
The recommendations relate to both a base design and an extended design.  The base design 
minimises the degree of change by operating as an overlay on current gas supply, balancing and 
transportation arrangements at the proposed hub locations.  We recommend the base design if the 
GAB wants to achieve the main benefits of a gas market without requiring material change to current 
contractual and operating arrangements.  The extended design provides greater benefits, though at 
some increase in implementation cost.  We recommend further consideration of these market features 
and their implementation where industry is willing to make the required contractual and operational 
changes.   

Scope  
The scope is to develop a high level design of the core trading and settlement functions for a gas 
market in Western Australia.  The IMO has provided a set of Guiding Principles (see Section 2.1) to 
be accounted for in developing the high level design. 

The Base Design 
Hub Locations 
It is proposed that a spot market for the wholesale trading of natural gas is developed at physical gas 
trading hubs based around the Carnarvon Basin gas fields and the Mondarra Gas Storage Facility 
(MGSF).  The Carnarvon Basin hub, defined by the inlet points to the Dampier to Bunbury Natural 
Gas Pipeline (DBNGP) from the Carnarvon Basin gas fields, has the potential to pool together 
producers and shippers operating in the Pilbara region.  The Mondarra hub, located at the connection 
point between the MGSF and the DBNGP, could meet balancing and short-term portfolio 
requirements of trading participants. 
Participation 
Participation in the market will be voluntary and will be open to all gas market participants with the 
capability to deliver or receipt gas at a hub.  
The market operator will implement and operate the trading platform, settle transactions, monitor 
settlement exposures and hold credit support.  The IMO is well positioned to carry out the role of 
market operator because of the capabilities and facilities it has established to carry out its role as 
operator of the Western Australian Gas Bulletin Board (GBB) and as operator of the Wholesale 
Electricity Market (WEM). 
Facility operators will not have a direct role in the market as the delivery of transactions will be 
carried out by trading participants in accordance with their gas supply and transportation contracts.    
Trading  
Products for physical delivery of gas to a hub, for spot and short-term forward delivery periods, will 
be traded on an exchange platform.  The exchange will match buy and sell orders to form transactions 
continuously during the opening hours of the market.  
Services to support the trading of pipeline capacity will be developed including a platform for 
matching buyers and sellers, standard trading terms and settlement of transactions.  Facility operators 
are encouraged to provide transfer services to shippers to increase the efficiency of secondary trading 
of pipeline capacity. 
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Gas Delivery 
Transactions will create a firm obligation for the seller to deliver gas to the hub and for the buyer to 
receipt gas at the hub.  The gas delivery process will be based on a bilateral mechanism where the 
buyer and seller will be responsible for the delivery of gas utilising their pipeline contracts.  Trading 
participants will also be responsible for calculating and communicating actual delivery quantities to 
the market operator for settlement purposes.  
Settlement and Prudential 
The market operator will regularly settle transactions, gas delivery variations and fees with trading 
participants. Trading participants must provide credit support to the market operator to cover their 
settlement exposures. 
Market Information 
Trading participants will receive reports containing information to support their participation in the 
market including; confirmation of order submission and the execution of transactions, details required 
to fulfil their gas delivery obligations, actual gas delivery quantities, invoices and settlement 
supporting data. 
The transparency of gas prices would be enhanced by publication of the price and quantity of 
transactions carried out through the spot market. 
Legal Framework and Funding 
The legal framework could be set out in suite of regulatory instruments including an act, regulations 
and rules or it could take the form of a contractual agreement between the market operator and trading 
participants.  The IMO is governed by rules and as such some components of the legal framework, in 
particular the enabling of the market and the high level market framework, should be rules based.  The 
framework for the product specifications and the standard terms for trading, gas delivery and 
settlement should allow the market to provide a timely response to developments required by trading 
participants. 
The cost of implementing and operating the gas market should, to the extent practicable, be recovered 
from gas market participants.  Sponsorship of the market by participants should be considered further 
as a means of providing greater financial certainty and as a commitment to the market implementation 
and its on-going development.  Ideally market fees would be paid by trading participants when they 
participate in the market through a variable transaction fee.  However, recognising uncertainty of 
transaction volumes associated with a voluntary market, funding of the market may also require fixed 
participation fees or a guarantee from industry or government for the recovery of costs. 

Extended Market Design 
Extended functionality could be incorporated into the design, increasing the benefits from having a 
gas market though with some degree of change and additional cost required to implement the market. 
The extended market features are largely independent of each other and their implementation should 
be driven by industry.  
Hub Locations 
Intra-hub transfer services – which involve arrangements to allow gas traded at one point within a hub 
to easily be moved to another – could extend the definition of each hub to increase the number of 
participants that can participate in the market.  The definition of the Carnarvon Basin hub would be 
extended to include all pipeline inlet and outlet points in the Pilbara region.  While the Mondarra hub 
could be extended to allow the direct participation of shippers on the Parmelia Gas Pipeline (PGP).  
Forward Products  
The delivery period of products could be extended further into the future to include monthly and 
quarterly products.  The trading of forward products generate larger exposures compared to the spot 
market and as such should be supported by the prudential processes of a clearing house. 
Pipeline Capacity Products  
Standardised trading terms and the regular trading of unused pipeline capacity could provide a base 
for the future development of exchange traded pipeline capacity products. 
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Gas Delivery Obligations  
The netting of gas delivery obligations across offsetting buy and sell transactions (for the same hub 
and delivery gas day) would reduce administration for trading participants.  The netting of gas 
delivery obligations would require a system for matching the net buy and sell positions of trading 
participants and would require the market operator to be licenced or seek exemption to the financial 
services provisions of Chapter 7 of the Corporations Act. 
Gas Delivery Mechanism  
The direct exchange of transaction data between the facility operator and the market operator would 
reduce administration for trading participants and would allow trading counterparts to remain 
anonymous.    
Gas Delivery Confirmation  
The direct confirmation of gas deliveries by the facility operator would reduce administration for 
trading participants and the timely provision this data would provide more certainty of settlement 
outcomes and reduce credit support requirements.   
Settlement and Prudential 
Combining the settlement of the proposed gas market and the electricity market (WEM) could be of 
value to gas powered generators through the reduction of circular cash flows and the netting of credit 
support requirements. 
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1. Introduction 
The Independent Market Operator (IMO) engaged Market Reform to develop a high level design for a 
gas spot market in Western Australia.  The purpose of the high level design is to provide a basis for 
further consideration of a gas market by the Gas Advisory Board (GAB), assess impacts and estimate 
costs. This report does not consider gas market design issues in detail nor does it consider issues 
relating to the implementation of the market.   
This report follows the presentation of the Gas Market Design Considerations paper at the February 
meeting of the GAB where it was identified that the main drivers for a market are the establishment of 
an efficient, transparent and independent trading platform and robust settlement and prudential 
arrangements.   
Market Reform and the IMO conducted interviews with a selection GAB members and industry 
stakeholders to assist in the specification of guiding principles and the high level design outlined in 
this report. 
The recommendations outlined in this report relate to both a base design and an extended design.  The 
base design minimises the degree of change by operating as an overlay on current gas supply, 
balancing and transportation arrangements.  The extended design increases the benefits of a gas 
market though with some degree of change required to implement the market.     
This report is structured as follows: 

• Section 2 outlines the scope and guiding principles for the design of a gas spot market. 
• Section 3 defines the key terminology used in this report.  
• Section 4 discusses gas market design options. 
• Section 5 outlines the high level design. 
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2. Scope and Guiding Principles 

2.1. Scope 
The scope requires Market Reform to develop a high level design for a gas market in Western 
Australia.  The gas market should be voluntary, simple, liquid, inexpensive to implement and operate 
and should minimise the impact on current supply and transport contracts. The high level design is 
required to address the following topics: 

• Location of hubs.  

• Products that could be traded in the market. 

• Pipeline capacity trading. 

• Settlement and prudential arrangements. 

• Legal framework and cost recovery. 

2.2. Guiding Principles 
The principles outlined in the table below will guide the design of a gas market in Western Australia. 
The term “gas market” may refer to one or more instances of a gas market at different locations in 
Western Australia.   

# Principle 

1 Facilitate competition between buyers and sellers 
The gas market should facilitate competition between potential buyers and sellers of gas and 
pipeline capacity through an efficient and cost effective trading mechanism. 

2 Maximise participation 
Participation in the gas market should be voluntary and should be accessible to as many 
wholesale gas market participants and traders as possible.  The gas trading hub should be 
designed, to the extent practicable, to meet the needs of potential trading participants.   

3 Minimise transaction times and costs 
The market arrangements for the formation and settlement of transactions should be simple 
and efficient and should minimise the total transaction times and costs to participants. 

4 Enhance transparency 
Transaction prices should be published to give transparency to the value of gas and pipeline 
capacity.  Statistics on traded quantities should also be published. 

5 Anonymous trading 
The identities of participants involved in trades should remain confidential except where the 
identities are required for gas delivery purposes. 

6 Full collateralisation of settlement risks 
Settlement risks should be estimated and monitored and should be fully collateralised by 
trading participants. 

7 Avoid the requirement to change gas pipeline arrangements 
The gas market should not obligate changes to existing pipeline scheduling and commercial 
arrangements but should not preclude evolution of these arrangements by industry. 

8 Maximise consistency with existing Shipper / Producer trading conventions/processes 
The gas market conventions/processes should, to the extent practicable, be consistent with 
conventions /processes already established in Western Australia. 
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# Principle 

9 Independent governance of trading arrangements 
Appropriate governance arrangements should exist so that there is a level playing field for 
trading participants and there is confidence in market outcomes.  

10 Minimise system impacts on participants 
The gas market data exchange conventions should minimise inconsistencies with existing 
participant systems used for similar functions in Western Australia and elsewhere in Australia. 

11 Cost recovery 
The cost of implementing and operating the gas market should, to the extent practicable, be 
recovered from gas market participants recognising uncertainty in the level and growth of 
transaction volumes. 
The cost recovery arrangements should be relatively simple, efficient and cost effective in and 
of themselves. 

 

 Market Reform, 2014.  8 of 33 
All Rights Reserved.  

28 of 57



 
High Level Design for a Gas Market in Western Australia 

 

3. Introduction to some key terminology 
This section provides short descriptions of key terminology used in this report which may be helpful 
to readers.   
Physical Equipment and Operators 

• Facilities: Gas transmission pipelines and gas storage facilities. 

• Facility operator: The operator of a gas transmission pipeline or a storage facility.  

• Market operator: Implements and operates the core function of the market including the 
trading platform, settlement of transactions, monitor settlement exposures and holds credit 
support. 

• Shipper: Term used in this report to refer to a customer of a gas transmission pipeline or a gas 
storage facility that is entitled to transport or store gas in a facility. 

Contract and Transaction Terminology 

• Imbalance trade: Service offered to shippers on the Dampier to Bunbury Natural Gas Pipeline 
(DBNGP) that allows an Accumulated Imbalance to be traded with another shipper that has 
the effect of reducing the Accumulated Imbalance of both shippers. 

• In-ground transfer: Service offered to shippers on the Mondarra Gas Storage Facility (MGSF) 
that allows title of gas in the storage facility to be transferred to another shipper.  

• Inlet producer sale: Sale of gas by a producer to a shipper for delivery at the inlet point to the 
DBNGP.  The producer, as agent for the shipper, informs the DBNGP of the quantity of gas 
to be allocated to the shipper in accordance with the transaction.  

• Inlet shipper sale: Sale of gas by a shipper to another shipper for delivery at the inlet point to 
the DBNGP.  Facility provided by the DBNGP allows a shipper to on-sell gas it has 
purchased from another party at the inlet to the DBNGP.  Shippers register inlet sales with the 
DBNGP so that they can be reflected in the shipper nominations and allocations.     

• Maximum Daily Quantity (MDQ): The pipeline capacity contracted by a shipper that can be 
utilised on a gas day.  

• Multi-shipper Agreement: Agreement that defines the allocation of gas between shippers at an 
inlet point or an outlet point of the DBNGP. 

• Pipeline contract: Contract between a facility operator and a shipper including a Gas 
Transportation Agreement (GTA), storage agreement or other pipeline related service 
agreement. 

Trading Terminology 
• Buyer: makes bids to buy a quantity of gas at a specified price.  Once a buyer has entered into 

a transaction they must receipt the transacted quantity of gas at the hub.  A buyer must have 
the contractual right with the relevant facility operator to receipt gas at the hub (or re-direct to 
another facility).   

• Seller: makes offers to sell a quantity of gas at a specified price.  Once a seller has entered 
into a transaction they must deliver the transacted quantity of gas at the hub.  A seller could 
be a producer, a shipper that has taken title to gas from a producer (or another shipper) or a 
shipper with gas stored in a facility. 

• Trading participant: An entity registered to participate in the market that is permitted to enter 
into transactions. i.e. it can be a buyer or a seller. 

• Exchange: A market where gas or other commoditised products can be bought and sold. 
• Exchange traded: Term given to a highly standardised product that is capable of being traded 

on an exchange.  
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• Matching engine: Feature of a trading platform that pairs together a bid and an offer in a 

specified product to form a transaction, comprising a transaction price and quantity.     

• Pipeline capacity trading: Provision of short-term pipeline1 services by facility operators and 
the facilitation of secondary trading of pipeline services. 

• Secondary trading: Trading of a commodity or service after it has been issued in the primary 
market.  In the case of pipeline capacity, the primary allocation is between a facility operator 
and a shipper while secondary trading is the on-selling of a service from one shipper to 
another. 

Processes and Services Terminology 

• Balancing service: Service provided by a facility operator or shippers on a facility to correct 
for any imbalance between actual gas flows and a quantity of gas transacted at the hub.  If 
there is no balancing service then a mechanism is required to financially settle any variations 
between the actual quantity of gas delivered and the transaction quantity.  

• Operational Balancing Agreement (OBA): Agreement between facility operators to balance 
physical gas flows at a connection point between facilities.  Under the agreement the facility 
operators resolve imbalances resulting from a difference between scheduled flows and the 
actual physical gas flow. 

• Gas delivery process: the process of gas delivery and receipt at a hub from nominations and 
scheduling though to metering and allocations.   

 

1 Pipeline capacity services refer to gas transportation or gas storage services offered by a pipeline or storage 
facility. 
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4. Discussion of Design Options 
This section provides a discussion of the key components of a gas market design.  Section 5 presents 
the high level design. 

4.1. Market Model 
A range of different gas market models were outlined in the Gas Market Design Considerations paper 
presented to the February meeting of the GAB including: 

• A gas trading hub (or supply hub) is a market for the wholesale trading of natural gas.  A 
trading hub is typically a location with a significant concentration of supply or a major trans-
shipment point.   

• A demand hub, like the Short-Term Trading Market (STTM) in Sydney, Adelaide and 
Brisbane, allows gas users and shippers to trade transmission pipeline delivered gas at the 
point of delivery to a distribution network.   

• A market carriage model, like the Victorian Gas Market, uses a much more sophisticated 
scheduling arrangement where bids and offers at different locations are used to centrally 
schedule all injections and withdrawals into the network.  This differs from the more common 
contract carriage model where gas is scheduled separately with each pipeline operator.   

A physical gas trading hub market model is proposed for Western Australia because of the 
concentration of supply, distributed nature of gas demand (rather than being concentrated around a 
distribution network) and the principle of a simple market design that minimizes the impact on 
existing contractual arrangements. 
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4.2. Fundamental Hub Design Decisions 
This section outlines the key decisions that need to be made in designing a gas trading hub.  These key design decisions have flow on implications for the 
trading, gas delivery and settlement features of the market.   
  
Market Feature Option Description Pro’s Con’s 

Gas Balancing 
Arrangements2 

Physical hub with 
balancing service or 
virtual hub3 with 
balancing service. 
For example, 
transfer of gas in a 
pipeline or gas in a 
storage facility. 

A balancing service at the hub 
corrects for any under or over 
delivery to ensure that a 
transaction is delivered in full to 
the buyer.    
 

Subject to force majeure, the actual 
delivered quantity will equal the 
transaction quantity.  As such, no 
mechanism is required for the 
settlement of delivery variations. 
Reliable gas deliveries. 
More certainty of settlement outcomes 
and lower credit support requirements. 

There would be costs and contractual 
changes required to implement and 
maintain a balancing service for the 
market. 

Physical hub4  
specifically no 
balancing service. 
For example, inlet 
to DBNGP at a 
major supply point. 
 

Location at which gas flows 
between a major supply point 
and a pipeline or between 
pipeline(s) and a storage 
facility. 
The quantity of gas transferred 
and allocated to the buyer is 
based on the actual throughput 
at the hub and as such can vary 
from the transaction quantity. 

Avoids costs and contractual changes 
required to implement and operate a 
balancing service for the market. 

The actual quantity may vary from the 
transaction quantity.  As such, a 
mechanism is required for the 
settlement of any variations between 
the actual delivered quantity and the 
transaction quantity. 
Reduced reliability of gas deliveries. 
Higher credit support requirements. 
 

2 Balancing arrangements discussed in this section are separate from the balancing service applicable to parts of the Perth gas distribution network.  
3 A virtual hub could be a notional trading point.  
4 We do not consider a virtual hub without a balancing service. A virtual hub matches transactions between participants at different locations in the network as if they were at 
the same location.  A balancing service is required to ensure the secure operation of the hub given this fiction.  
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Market Feature Option Description Pro’s Con’s 

Gas Delivery 
Mechanism 

Counterparty: 
Bilateral  

Parties to a transaction organise 
the delivery of gas in 
accordance with their 
contractual agreements with the 
relevant facility operator/s.  

Avoids costs, pipeline contracts need 
not change to implement a direct 
mechanism between the market 
operator and the facility operator. 
However, with the IMO as the market 
operator these changes should be 
relatively minor given the facility 
operators have established an interface 
with the IMO for the provision of gas 
bulletin board data. 

Counterparty details are provided to 
the buyer and seller by the market 
operator. 
Operational costs for buyer and seller 
associated with the delivery of gas – 
specifically nominations, calculating 
the delivered quantity and 
communicating this information to the 
market operator. 

Counterparty: 
Facility operator 
(i.e. ‘multi-lateral’)  

Transactions (or net positions) 
are provided directly to the 
relevant facility operator/s by 
the market operator. 

Transaction counterparties remain 
anonymous. 
Allows automation of the gas delivery 
process which reduces administration 
for trading participants. 

Cost and pipeline contract changes 
associated with establishing the 
mechanism.   

Delivery 
Obligation 

Individual 
transaction 

Trading participant must deliver 
or receipt gas for each 
individual transaction. 
 

Avoids system development costs and 
licencing requirements that would be 
associated with the netting of gas 
deliveries.  
 

More administration for trading 
participants associated with 
nominations, scheduling and 
settlement processes.  However, this 
administration should be manageable 
for spot products. 

Delivery netting Trading participants need only 
deliver or receipt their net gas 
deliveries. 
 

Less administration for trading 
participants associated with 
nominations, scheduling and 
settlement processes. 
Transaction details remain 
anonymous, only information relating 
to net positions is exchanged between 
trading participants. 

Consideration of the financial services 
licencing implications of netting in 
accordance with Chapter 7 of the 
Corporations Act is required. Note 
that the Gas Supply Hub was provided 
with an exemption for the trading of 
delivery netted products. 
Additional systems development 
associated with developing the 
delivery netting functionality.  
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Market Feature Option Description Pro’s Con’s 

Delivery 
Confirmation 

Trading participants 
provide 
confirmation  

Trading participants calculate 
the actual quantity of gas 
delivered based on allocation 
data provided by their facility 
operator.  Trading participants 
then provide the actual gas 
delivery information to the 
market operator for settlement 
purposes. 

Avoids any costs and contractual 
changes for the facility operator in 
setting up and maintaining this 
function.  However, note that the costs 
should be relatively low given facility 
operators already perform certain 
allocations and they have established 
an interface with the IMO for the 
provision of gas bulletin board data. 

More administration for trading 
participants, potential for disputes 
between trading participants. 
Uncertainty associated with actual gas 
deliveries and settlement outcomes. 
Higher credit support requirements 
associated with the delay between the 
gas day and the confirmation of gas 
delivery5.  

Facility operator 
provides 
confirmation 

The facility operator allocates 
gas and provides actual 
delivered quantities to the 
market operator for settlement 
purposes. 

Less administration for trading 
participants. 
Timely confirmation of gas deliveries 
increases certainty of actual gas 
deliveries and settlement outcomes. 
Reduces credit support requirements 
for trading participants.  

Costs and contractual changes for the 
facility operator in setting up and 
maintaining this function. 

5 On the MGSF and other facilities operated by APA indicative allocations are provided to shippers on the day after the gas day and final allocations are provided to shippers 
seven days after the end of the month.  Final allocations at inlet points on the DBNGP are provided to shippers on the day after the gas day.   

 Market Reform, 2014.  14 of 33 
All Rights Reserved.  

                                                 

34 of 57



 
High Level Design for a Gas Market in Western Australia 

 
Market Feature Option Description Pro’s Con’s 

Settlement and 
Prudential Model 

Bilateral Buyer and seller financially 
settle all transactions and any 
variations. 
All billing, credit support and 
prudential processes carried out 
bilaterally between the trading 
participants. 

Avoids the need for the market 
operator to establish a settlement and 
prudential function.  However, with 
the IMO as the market operator the 
WEM settlement and prudential 
capabilities could be leveraged to 
deliver services to the gas market.   

Only trading participants with a 
bilateral trading (master) agreement 
can be matched on the trading 
platform.  Trading participants would 
need to maintain and provide a list of 
authorised counterparties to the 
market operator.   

Centralised (or 
market settlement) 

The market operator settles all 
transactions, collecting 
payments from buyers and 
making payments to sellers. 

The trading platform can match any 
buyer with any seller. 
Allows settlement of a single invoice 
for all transactions in a billing period. 
Reduces duplication of bilateral credit 
support. 
Market operator estimates and 
monitors prudential exposure.   

The market operator must establish a 
settlement and prudential function for 
the gas market.  
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4.3. Participation in the Market 
It is proposed that participation in the market is voluntary.  The proposed market will overlay current 
gas transportation and supply contracts and as such to participate in the market an organisation will 
need to have the capability to deliver gas to the hub or to receipt gas from the hub.    

Potential trading participants include gas producers, gas powered generators (GPGs), large industrial 
users and gas retailers.  Financial institutions could also participate in the spot market if they can 
access flexible transport or storage services, either on a pipeline or at dedicated storage facilities.  It is 
important that the market meets the needs of these potential trading participants and that the design of 
the market has the flexibility to evolve with the trading requirements of industry.  

The market operator will register participants, implement and operate a trading platform, settle 
transactions, monitor settlement exposures and hold credit support.  The IMO is well positioned to 
carry out the role of market operator because of the capabilities and facilities it has established to 
carry out its role as operator of the Gas Bulletin Board (GBB) and the Wholesale Electricity Market 
(WEM).  Through its role as the operator of the WEM, the IMO could also realise potential synergies 
between the gas and electricity markets.  It is understood that some enabling legislation would be 
required for the IMO to act as the market operator.  The delivery of services by the market operator 
(i.e. new build, outsource) is beyond the scope of this report. 

The base model proposed for the market does not require any direct participation in the market by 
facility operators.  Facility operators would schedule the delivery of gas in accordance with 
contractual nominations received from their customers.  An extended model for the market is the 
direct participation of facility operators in the market to streamline the gas delivery processes 
including nominations and the confirmation of deliveries for settlement purposes. 

4.4. Hub Locations 
At least one gas trading hub must be defined, though multiple hubs could be defined at different 
locations. 
Potential trading hubs have been identified at the Carnarvon Basin gas fields and the Mondarra Gas 
Storage Facility.  These locations have been selected because they have the potential to pool together 
buyers and sellers and to leverage off existing transfer, balancing and other pipeline related services 
that support the trading of gas.  
The definition of a hub is the specific physical location or locations at which gas must be delivered to 
in accordance with market transactions.  The challenge in defining each of the hubs is balancing the 
principles of simplicity and avoiding mandated changes to existing contracts against maximising 
participation and liquidity.  It is recommended that further analysis and consultation on the hub 
definitions is undertaken during a detailed design phase of the market implementation. 
Carnarvon Basin 
Gas fields in the Carnarvon Basin supply the majority of the Western Australian domestic gas market.  
A hub based around this supply source has the ability to pool together gas producers in the Carnarvon 
Basin as well as gas users and retailers shipping gas on the DBNGP, Pilbara Energy Pipeline (PEP) 
and Goldfields Gas Pipeline (GGP). 
The simplest definition of the hub is to select one major inlet point as the physical location for gas 
trading. However, producers that do not supply gas at the designated inlet point would need to arrange 
for the transport of gas to the hub potentially placing them at a disadvantage to other sellers.  The 
ideal would be to select a physical location that all producers have similar access to (e.g. Compressor 
Station 1 (CS1) on the DBNGP).  However, it is understood that on the DBNGP there is currently no 
mechanism for transferring title at locations other than an inlet or outlet point to the pipeline.  
A more complex hub definition is required.  Figure 1 shows two possible options, one is called the 
Base Model hub definition and is the simplest to implement while the other the Extended Model hub 
definition requires more services to support it, though would facilitate more trading opportunities.  
These are discussed in turn. 
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The Base Model hub definition groups together the inlet points from the Carnarvon Basin gas fields in 
the definition of the hub.  This hub definition increases the potential trading liquidity of the hub by 
pooling together potential buyers and sellers. For this hub design to work all buyers must have the 
ability to receipt gas at each of the defined inlet points.  This hub design allows existing balancing 
arrangements to be used and avoids the requirement to establish hub services6.  
It is understood from the DBNGP that, subject to contractual terms and conditions and physical 
limitations, shippers can reallocate MDQ between inlet points so that they can purchase gas at any of 
the defined inlet points on the DBNGP as shown in Figure 1.  However, it should be noted that some 
shippers may not currently have MDQ at each of the defined inlet points and as such they would need 
to carry out the actions required by the DBNGP to access the defined inlet points.     
Pooling inlet points in this fashion works best if shippers see no difference in transportation costs 
relative to those points. If transportation costs are the same from each of the inlet points, as is the case 
for the T1 full haul DBNGP service, then buyers should be indifferent to which inlet they transact at.  
However, if a buyer’s transportation charge is different for receipting gas from different inlet points, 
as may be the case with P1 part haul or B1 backhaul services7, then the buyer would be uncertain8 of 
the value of the commodity when bidding for the product on the exchange.   

Figure 1: Options for defining the Carnarvon Basin hub  

 
The Extended Model hub definition would include all inlet and outlet points from the DBNGP in the 
Pilbara region.  The direct participation of shippers on the PEP and the GGP could increase the level 
of participation and in turn trading liquidity.  A significant benefit of this hub definition is that all 
buyers and sellers would have common access to the hub and any uncertainty associated with 
shipping costs would be removed.  
This Extended Model hub definition would require the development of intra-hub transfer services9 to 
facilitate the transfer of gas from anyone of the inlet points to anyone of the outlet points.  The 

6 Rather than allow a seller at any location to be matched with a buyer at any location, the inlet point relevant to 
a transaction could be designated by the seller.  The buyer would be informed of the relevant inlet point at the 
time of the transaction. 
7 The tariff for the part haul and back haul services are quoted per km in the Access Arrangement for the 
Dampier to Bunbury Natural Gas Pipeline. 
8 This uncertainty could be removed if the buyer accesses a pipeline service that allows gas to be transferred 
from any of the inlet points to any of the outlet points for a pre-determined fee.  
9 The extended hub definition is also likely to benefit from the development of services for the balancing of gas.  
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operation of the Extended Model hub would benefit from the netting of transactions and the 
coordination of gas deliveries between the connecting facilities by a hub operator.  The netting of 
offsetting buy and sell transactions at specific locations within the hub would reduce the quantity of 
gas that must be physically transferred across the hub.  
Mondarra Gas Storage Facility 
The MGSF, located near Dongarra at the intersection of the DBNGP and the Parmelia Gas Pipeline 
(PGP), is the largest commercial storage facility in Western Australia.  The MGSF has storage 
capacity of 15PJ with the capability to inject gas into the storage facility from the DBNGP at a rate of 
70TJ/day and for gas to be withdrawn from the facility into the DBNGP or the PGP at a rate of up to 
150TJ/day.  Gas flowing from the DBNGP can also bypass the storage facility and flow directly into 
the PGP.  The development of the storage facility was underpinned by a long term contract with a 
foundation customer.    
Stakeholders commented that Mondarra is not currently a common location for the trading of gas and 
some questioned the creation of a hub at this location.  The definition of the hub has been explored, 
though, as given the injection and withdrawal capability and the connectivity of the MGSF, a hub at 
this location could provide a valuable product for meeting the balancing and short-term gas trading 
requirements of participants.  
For the Mondarra hub we again describe a “Base Model” and an “Extended Model” hub definition as 
shown in Figure 2.  The Base Model hub definition for Mondarra is the connection point between the 
DBNGP and the MGSF.  This hub definition has the potential to pool together potential buyers and 
sellers on both the DBNGP and the MGSF. Gas flows at this location are bi-directional and it is 
understood that the flows into and out10 of the storage facility are allocated separately.  To facilitate 
the potential transactions at this location there may need to be some change to the existing allocations 
agreements or the creation of a notional allocation point.    

Figure 2: Options for defining the Mondarra hub 

 
The hub definition could be extended to include the connection point to the PGP.  This hub definition 
could increase trading liquidity through the direct participation of shippers on the PGP.  This extended 
hub definition would require an intra-hub transfer service to ensure that transactions between shippers 
on the connecting facilities can be delivered.  The operation of the Extended Model hub would benefit 
from the netting11 of transactions and the coordination of gas deliveries between the connecting 
facilities by a hub operator. 

10 Inlet and outlet points in Figure 2 are with respect to the MGSF. 
11 It is understood that nominations for injections and withdrawals at MGSF are netted as part of current 
operations. 
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As an alternative to the Extended Model, if shippers on the PGP could contract for a service to 
transfer gas from the MGSF-DBNGP connection point (Base Model hub definition) into the PGP then 
it may be possible to achieve a similar level of liquidity with the Base Model hub definition.  

4.5.  Gas Balancing Arrangement 
A balancing service at a hub would correct for any under or over delivery to ensure that a transaction 
is delivered in full to the buyer.  The development of balancing services for the market would increase 
the reliability of gas delivery for trading participants and would simplify the settlement and prudential 
model as the market would not require a mechanism for settling delivery variations.   
While not applicable to the proposed gas trading hubs, a balancing arrangement operates within the 
retail gas market.  The swing shipper service is a balancing arrangement managed by the Retail 
Energy Market Operator (REMCo) that applies only to the Metro North sub-network of Mid-West 
and South-West Gas Distribution System.  It is understood that an Operational Balancing Agreement 
(OBA) exists at the inlet point from some of the Carnarvon Basin gas fields.   
A balancing service could be procured and maintained by the facility operator or balancing could be 
provided by shippers through a competitive market mechanism.  However, there would be costs and 
contractual changes required to implement and maintain a balancing service for the market.  In 
keeping with the guiding principles, a balancing service is not proposed for the market.  Instead 
trading participants will utilise their existing contracts for gas supply and balancing and the market 
will require a mechanism for settling gas delivery imbalances. 
Further consideration should be given to the balancing requirements of the market if it is decided to 
extend the definition of the proposed hubs. 

4.6. Products 
The gas market would trade “products”.  Standardised products can be traded through an exchange 
platform operated by the market operator while less standard products could be traded bilaterally with 
the market operator providing a matching service.  The exchange traded products for physical gas 
delivery to a hub, covering spot and short-term delivery periods, will need to be defined including 
requirements for gas specification and pressure, gas quantities and gas delivery requirements. 
Additional products for the trading of gas in a facility could also be developed for the market.  Such 
products could be based on the imbalance trading mechanism on the DBNGP or the in-ground transfer 
service on the MGSF.  These products are based on a “balanced” transfer of gas and as such would be 
simple to trade and settle.  However, only a subset of the potential trading participants are likely to be 
able to trade these products as they require a contract for the specific transfer service with the relevant 
facility operator.  These products could be offered without impacting the high level design and should 
be considered further by industry as part of any future discussion of the specific products to be traded. 
Some stakeholders expressed an interest in the development of forward products.  The trading of 
forwarded products could be accommodated within the proposed trading mechanism.  However, the 
prudential approach proposed as part of the base model design (see section 4.10) would result in 
relatively high credit support requirements when applied to forward products.  The efficient 
management of credit support requirements for forward transactions is to employ the processes of a 
clearing house using initial and variation margins (based on the mark-to-market).  The development of 
forward products, in conjunction with the prudential processes of a clearing house, is proposed as an 
extended model for the market.  

4.7. Pipeline Capacity Trading Arrangements 
The development of pipeline capacity trading arrangements is an important component of the market 
development for the following reasons:  

• To support greater participation in the gas spot market by allowing trading participants 
located across WA to deliver gas to and take gas away from a trading hub or to move gas 
between trading hubs in situations where they may not have shipping contracts in place to 
facilitate this. 
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• An efficient and transparent trading arrangement increases the opportunity for trade and 

improves economic outcomes by allowing the lowest cost gas supplies to be transported to the 
highest value users. 

We understand that DBNGP is the only pipeline currently offering a capacity trading service.  A 
shipper seeking additional capacity for a gas day can contract directly with the DBNGP through its 
Spot Capacity arrangement. However, all pipelines allow the bilateral trading of pipeline capacity 
between shippers (bare transfer) or the trading of a delivered gas product.   
Some stakeholders proposed that pipeline capacity products should also be traded through the 
proposed gas market.  However, a challenge for trading capacity on an exchange is the 
standardisations of terms, including the specific receipt and delivery points.  Rather than develop an 
exchange traded capacity product for the initial stage of the market it is proposed that services are 
developed to support the shipper-to-shipper trading of unused pipeline capacity.  Services the market 
and pipeline operators could provide to enhance trading and provide value to participants include: 

• Standardisation: Industry led development of standard terms and conditions would reduce 
transaction times and costs which would increase the feasibility of short term trading between 
shippers.  

• Matching service: Provide a platform for potential buyers and sellers to be matched together 
to initiate bilateral negotiation of a pipeline capacity transaction.  Once matched parties could 
negotiate the terms of a transaction based around the industry standard terms and conditions.  

• Settlement: The gas market could settle transactions between the participants.  Provided the 
participants have the necessary credit support, transactions12 could be registered with the 
market for settlement as part of the regular billing of gas commodity transactions. 

• Pipeline operator transfer services: Transactions facilitated through the bare transfer of 
capacity between shippers can increase operational risks for the parties.  As nominations and 
allocations are all via the contract holding shipping, the purchaser must reveal information 
about their gas trading activity that may prefer, and would otherwise, remain confidential. 
Services that allow direct operational interaction between the pipeline operator and the buyer 
should be developed. 

Standardisation and regular trading of secondary pipeline capacity could provide a base for the future 
development of exchange traded pipeline capacity.  In particular, the development of multiple hubs on 
the DBNGP could provide the necessary standardisation for a pipeline capacity product to be 
developed for between-hub transportation13.   

4.8. Trading Mechanism 
To support the support the wholesale trading of gas the market requires standard trading terms and a 
platform for participants to place orders and for those orders to be matched to form transactions. 
Auction vs continuous matching 
Auction matching is the periodic, for instance once a day, matching of buy and sell orders to form 
transactions at a common clearing price.  Continuous matching, by contrast, matches an offer to sell a 
set quantity with a bid to buy that same quantity with an offer (or bid) remaining active until it can be 
matched. 
A continuous matching approach is proposed for the market because transactions can be formed at 
any time within the opening hours of the market providing greater ability for participants to transact in 
response to changing demand or supply requirements compared to a periodic auction.  However, the 
longer the opening hours of the exchange the more resources that must be deployed by the market 

12 The settlement of the face value of a transaction could be relatively straight forward item for the market to 
settle.  However, it should be noted that a requirement to settle additional items, for example imbalance charges, 
would increase the complexity of this service provision. 
13 An alternative product is a gas swap between the two hub locations. 
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operator and trading participants.  Further consideration of the opening hours of the market should be 
conducted during a detailed design phase of the market implementation.   
Off-market trade facility 
An off-market trade facility allows trading participants that have entered into a transaction bilaterally 
to register that transaction with the market for settlement.  The inclusion of an off-market trade 
facility in the design of the gas market would allow trading participants to take advantage of the 
standardised product definitions and centralised settlement and prudential arrangements whilst 
providing the flexibility to negotiate transactions bilaterally or to engage a broker to fill their trading 
requirements. 
The involvement of brokers in the market could enhance trading liquidity.  In turn, a centrally settled 
gas product could be a valuable new product for brokers and their customers.   

4.9. Gas Delivery 
Gas Delivery Obligations 

A transaction should create a firm obligation for a seller to deliver gas to the hub and for the buyer to 
receipt gas at the hub.  If the transaction is not firm, such that the seller can fail to deliver or the buyer 
fails to take the gas, then this increases the cost of administering the market, puts pressure on 
balancing arrangements and reduces the attractiveness of trade. 

An extended feature for the market would be the netting of gas delivery obligations14 across buy and 
sell transactions for each specific gas day15. The further the gas delivery is into the future the more 
likely it is that a trading participant will need to adjust their original transaction positions and as such 
the more valuable delivery netting would be to trading participants.  The netting of gas deliveries 
would occur just prior to the start of the delivery gas day and would require the market operator to 
maintain a system for matching the net buy and sell positions of trading participants.  

Because delivery netting allows a trader to financially close out their transaction positions it is 
understood that netted products would require the market operator to be licenced or seek exemption to 
the financial services provisions of Chapter 7 of the Corporations Act.   
Gas Delivery Mechanism 
It is proposed that gas delivery is based on existing bilateral gas delivery processes.  Such an approach 
would not require any changes to existing pipeline-shipper gas delivery arrangements and as such is 
consistent with the guiding principles. 
Under a bilateral gas delivery process the market operator does not have a role in the delivery of gas.  
As shown in Figure 3, the market operator provides information to the buyer and seller so that they 
can make the necessary nominations to the relevant facility operator/s to fulfil their gas delivery 
obligation.  The facility operator would schedule and allocate gas in accordance with their pipeline 
contract.  Trading participants would then calculate the actual delivered quantities and communicate 
this information to the market operator for settlement purposes.   
An extended model for the market is for the facility operator to act as the counterpart to transactions. 
This allows the gas delivery instructions to be communicated directly from the market operator to the 
facility operator.  The extended model would reduce administration by trading participants associated 
with nominations, calculating actual delivered quantities and confirming gas deliveries with the 
market operator.  The extended model would also allow transacting parties to remain anonymous. 

14 Netting relates to gas delivery obligations only – all transactions must be financially settled. 
15 For example, a trading participant enters into a 10TJ sale transaction, later in the trading day conditions 
change so the trading participant enters into a 6TJ purchase transaction for the same gas day.  Where gas 
delivery obligations are netted the trader is required only to arrange the delivery of their net 4TJ sale position.   
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Figure 3: Gas Delivery Mechanism 

 
Allocations and Transfer of Title 
It is understood that injections and withdrawals from the DBNGP are allocated to shippers in 
accordance with a Multi-shipper Agreement.  Under existing Inlet Producer Sales, the producer as 
agent for the shippers, informs the DBNGP of the quantity of gas that has been transferred to each of 
the shippers at the inlet point.  Shippers can transfer title of gas they receipt from a producer by 
registering an Inlet Shipper Sale with the DBNGP. 
Allocations on the MGSF are performed in accordance with an agreement between shippers.  APA 
Group offers a service to shippers on the MGSF that allows them to transfer title of gas in the facility 
to another shipper. 
Gas Delivery Imbalance 
Under the proposed design it will possible for gas deliveries to vary from transacted quantities and as 
such the market will require a mechanism16 to: 

1. Adjust settlement to reflect the actual quantity of gas delivered, and 

2. Provide compensation to the non-defaulting party for any additional pipeline costs incurred as 
a result of the default on gas delivery obligations.   

Gas Delivery Confirmation 
Confirmation of the actual quantity of gas delivered will be required by the market operator for 
settlement purposes.  As per the proposed bilateral gas delivery mechanism, trading participants will 
calculate the actual delivered quantities based on allocations they receive from the relevant facility 
operator and then provide this information to the market operator. 

4.10. Settlement and Prudential 
A centralised settlement and prudential model is proposed for the market.  A centralised model 
reduces transaction costs across industry by netting payments and charges into a single invoice, 
reducing circular cash flows and avoids duplication of credit support facilities.  The IMO could 

16 It is understood that the current convention is that in the first instance parties attempt to physically make up a 
variation on another gas day – this convention should be accommodated within the market arrangements. 
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& calculates allocations.

* If the seller is a producer then they provide their sales allocations to the facility operator.

** The market operator and facility operator would also provide information relating to gas delivery obligations and actual gas deliveries to trading participants.
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provide this service to the market by leveraging its electricity market settlement and prudential 
capabilities. 
Settlement 
All transactions, gas delivery variations and market fees will be settled by the market operator:  

• Transactions: the settlement value for all transactions is the product of the transaction price 
and transaction quantity. 

• Gas Delivery Variation: where the buyer and seller are not otherwise able to resolve a gas 
delivery variation then they will be able to settle the variation through the market.  This 
settlement item adjusts the transaction settlement to reflect the actual quantity of gas 
delivered. 

• Market fees: Comprises a fixed participation fee as well as a variable component based on the 
quantity of transactions executed during the billing period.    

Settlement could take place monthly around a similar time to the billing of existing gas supply and 
transportation agreements.  Alternatively, the credit support requirements for buyers could be reduced 
by applying a weekly billing period with similar timelines as the Short Term Energy Market (STEM) 
operating in the electricity market. 
An extended model for the market is to combine the settlement of the gas market with the settlement 
of the WEM.  Combining the settlement of the gas and electricity markets could be of value to gas 
powered generators through the reduction of circular cash flows and the netting of credit support 
requirements.  Further consideration should be given to the potential impacts of this proposal on the 
electricity market (including rule changes).  
Prudential 
A key driver for the gas market identified by stakeholders is the implementation of robust prudential 
requirements and processes. 
The posting of credit support by trading participants reduces the risk of a payment default by a trading 
participant on the normal operation and settlement of the market.  Consistent with the guiding 
principles all settlement risks will be collateralised by trading participants.  Under this approach 
buyers will be required to provide credit support to meet the face value of their transactions.   The 
market operator will regularly estimate the exposure of each trading participant and monitor these 
exposures against their credit support. 
An extended model for the market, and one that should be considered further if forward products are 
developed, is to base credit support requirements on initial and variation margins (mark-to-market) as 
per the prudential approach applied by a clearing house. 

4.11. Market Information 
Trading participants will require information to assist their participation in the market.  At a minimum 
the market should provide the following information to trading participants: 

• Confirmation of order submissions so that active orders and exposures can be monitored. 

• Confirmation of executed transactions so that trading positions can be monitored. 

• Details required for gas delivery including counterparty, gas delivery location and quantities.    

• Actual gas delivery quantities to allow imbalances to be managed and expected cash flows to 
be monitored. 

• Invoices and settlement data to allow participants to reconcile their invoices. 
The transparency of gas prices would be enhanced by publication of the price and quantity of 
transactions carried out through the spot market. 
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4.12. Legal Framework 
The legal framework establishes the market and provides the legal basis for the trading of defined 
products.  The legal framework for the market would be required to carry out the following functions: 

• Establish market and enable the market operator.  

• Standard terms and conditions for the trading, delivery and settlement of gas and pipeline 
capacity.  

• Product specifications which define the commodity traded.   

• Rights and obligations of trading participants. 

• Monitoring and enforcing compliance with the rules. 
The legal framework for the market could be structured in the form of a suite of regulatory 
instruments including an act, regulations, rules and procedures.  An alternative legal framework 
applied at many international energy exchanges is to structure the market rules and product 
specifications in the form of a contractual agreement between the market operator and participants. 
Many of the elements of the legal framework do not impact upon the market design or general 
workings of the market systems and processes. In particular, product specifications define the 
commodity traded rather than how it is traded, delivered and settled. 
The IMO is governed by rules and as such some component of the legal framework would need to be 
contained in a rules based framework.  The product specifications and the standard terms for trading, 
gas delivery and settlement could be rules or contract based provided that the framework allows a 
timely response to market developments required by trading participants.   

4.13. Cost Recovery 
The establishment of a market requires a trading platform, reporting and settlement system, legal 
documentation of the market rules and product specifications and market readiness activities. 
The cost of implementing and operating the gas market should, to the extent practicable, be recovered 
from gas market participants recognising uncertainty in the level and growth of transaction volumes 
associated with a voluntary market.  Sponsorship of the market by participants should be considered 
further as a means of providing greater financial certainty and as a commitment to the market 
implementation and its on-going development.   
Market fees 
Ideally market fees would be paid by trading participants when they participate in the market through 
a variable transaction fee.  However, given the uncertainty of market fees associated with voluntary 
participation the market operator may need to charge a fixed participation fee or require some 
guarantee from industry or government for the recovery of its costs. 
It may be appropriate to charge a fixed participation fee where market costs are, to some extent, 
dependent on the number of participants (for example, the licensing cost of specialised market 
software).  However, the fixed participation fees should not be set so high as to create a barrier for 
small organisations to participate in the market.   
Sponsorship 
Sponsorship could take the form of: 

• Upfront payment or commitment to the payment of participation fees by trading participants. 

• Commitment by a trading participant to be a liquidity provider (market maker).  A liquidity 
provider makes bids and or offers on the exchange to help promote transparency and liquidity.   

• Commitment by facility operators to work with industry to develop services to support the 
development of the market. 

 

 Market Reform, 2014.  24 of 33 
All Rights Reserved.  

44 of 57



 
High Level Design for a Gas Market in Western Australia 

 
5. High Level Design 
This section presents a concise statement of two versions of the proposed high level design.  Rows that are unshaded reflect the simplest design that would 
satisfy most of the key objectives of a market.  Shaded rows reflect extended functionality that could be incorporated into the design, extending the benefits 
from having a gas market though with some increase to the degree of change required to implement the market.   Each aspect of the design is described in the 
context of a specific feature and is assessed against the Guiding Principles.  The views of industry, based on conversations with a cross section of GAB 
Members, are summarized.   

Table 1: High Level Design 

Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Gas Trading 
Hubs 

At least one trading hub must be defined. 

We propose designated trading hubs based around 
the inlet points from the Carnarvon Basin gas fields 
and Mondarra - DBNGP aligning with the 
inlet/outlet of the Mondarra Gas Storage Facility and 
the DBNGP. 

Each hub is defined as a specific physical location/s 
at which the title of gas can be transferred between 
trading participants. 

Changes to pipeline contracts are not required with 
these hub definitions. 

The hub definitions are a balance between the 
principles of maximising participation and avoiding 
the requirement to change to change gas pipeline 
arrangements (Principles 2 and 7).   

 

Voluntary gas trading hub. 

The inclusion of shippers on 
the Goldfields Gas Pipeline 
(GGP) viewed by some as 
beneficial to market 
liquidity. 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Gas Trading 
Hubs 
(extended) 

Hub services are developed by industry to support the 
operation of the hubs. 

Replace Carnarvon Basin with Pilbara region: 
Services developed to group together inlet points and 
outlet points (Pilbara, Goldfields pipelines) in the 
definition.  Hub operator nets trades and schedules 
gas flows across the hub to ensure transactions 
between buyers and sellers in different locations are 
delivered. 

Replace Mondarra – DBNGP with Mondarra: 
Services developed for the transfer of gas between 
facilities connecting to the Mondarra Storage facility.  
One of the facility operators takes the role of netting 
trades and coordinating gas deliveries at the hub.   

Hub services are required under this option. 

The development of intra-hub services for the Pilbara 
region would increase the number of potential buyers 
and sellers that can be pooled together enhancing 
liquidity.   

The development of intra-hub transfer services 
between all of the facilities connecting to Mondarra 
could increase the number of potential buyers and 
sellers that can be pooled together.  

The coordination of gas deliveries between the 
market and facility operators could enhance the 
efficiency of operations.   

The extended hub definitions maximise participation 
(Principle 2). However, the hub definitions conflict 
with the principle of avoiding the requirement to 
change gas pipeline arrangements (Principle 7).    

Acknowledgement of the 
benefits of a hub 
incorporating all inlet and 
outlet points in the Pilbara 
regions.   
Some of the view that a 
Pilbara region hub should 
be proposed as the base 
model for the market.   

Gas Balancing 
Arrangements  

No mandated balancing service for the gas trading 
hubs.  Instead, balancing will be in accordance with 
existing pipeline contracts and any variation between 
a transaction and the actual flow will be settled 
(physically or financially) between trading 
participants. 

While the establishment of balancing services would 
increase the reliability of deliveries there is likely to 
be considerable costs associated with the 
implementation and on-going operation of these 
arrangements. 

The proposal avoids the requirement to change gas 
pipeline arrangements (Principle 7). 

Strong view that a new 
balancing service should not 
be included in the base 
model for the market. 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Participation 
Requirements 

Voluntary participation in the market. 

Trading participants must be able to deliver or receipt 
gas at the hub.  To participate in the market trading 
participants must have the right to deliver gas to the 
hub or be a shipper on the relevant facilities. 

Trading participants must be able to provide credit 
support in an acceptable form to cover the exposure 
associated with their transactions. 

The simple design and physical nature of products 
means that participants must have existing pipeline 
contracts.   

The proposed market is accessible to wholesale gas 
market participants and ensures that settlement risks 
are collateralised (Principles 2 and 6).   

Strong view that 
participation should be 
voluntary. 

Trading 
Mechanism 

An independent market operator operates an 
exchange for the wholesale trading of gas products. 

Orders in designated products matched continuously 
throughout the opening hours of the market to form 
transactions.  

An off-market trade facility allows bilateral 
transactions to be registered with the market for 
settlement. 

Providing there is sufficient liquidity, the proposed 
trading mechanism allows transactions to be formed 
in a fast and transparent manner in response to 
changing market conditions. 

The mechanism allows competition between buyers 
and sellers, reduces transaction costs, provides 
anonymity of orders and is independently operated.  
(Principles 1, 3, 5 and 9). 

Preference for continuous 
matching rather than an 
auction.   

Products Gas commodity products listed on the exchange for 
trading. 

Products are for physical gas delivery at a hub and 
for spot and short-term forward delivery periods.  

No “exchange traded” capacity products. 

 

Capacity products are not included in the basic model 
because further development work would be required 
to define a homogenous product that is compatible to 
trading on an exchange – that is there are many 
potential sellers and buyers. 

The products are accessible to wholesale gas market 
participants, simple to trade and minimise 
transaction costs.  (Principles 2 and 3) 

Interest in spot products and 
some interest in week-ahead 
and month-ahead products. 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Products 
(extended) 

Develop medium-term forward products (e.g. from a 
few months out) in conjunction with a clearing 
house. 

Develop exchange traded pipeline capacity products. 

Forward products and capacity products would be 
developed to meet the evolving needs of trading 
participants.  Supporting arrangements would 
minimise transaction costs. (Principles 2 and 3) 

Some interest in forward 
products including monthly 
and quarterly products. 

Some interest in pipeline 
capacity products traded 
through the exchange. 

Pipeline 
Capacity 
Trading 
Arrangements 

Develop standard terms and conditions for secondary 
trading of pipeline capacity. 

Market operator provides a platform for matching 
buyers and sellers of unused pipeline capacity. (i.e. 
not exchange traded products) 

Development increases participation in the gas 
market, reduces transaction costs and avoids change 
to gas pipeline arrangements. (Principles 2, 3, and 7) 

 

Orders (bids 
& offers) 

Trading participants submit orders in a specific 
product to the market operator. 

Efficient and transparent process. (Principles 1 and 
3) 

 

Transactions The matching engine for exchange traded products 
pairs buy and sell orders together to form transactions 
in designated products. 

The exchange operates in a mode of continuous 
matching trading during the opening hours of the 
market. The matching of orders to form transactions 
occurs continuously throughout the opening hours of 
the market. 

The exchange will allow off-market transactions (in 
products listed on the exchange) to be registered for 
settlement.  

Transactions can be executed, subject to there being 
sufficient liquidity, by trading participants when 
required.  

The mechanism is efficient, transparent and cost 
effective and minimises transaction costs.  
(Principles 1, 3 and 5). 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Gas Delivery 
Obligations. 

The seller must deliver gas and buyer must receipt 
gas for each individual transaction on a firm basis 
without netting transactions.  

The netting of gas delivery obligations is not 
proposed for the base model because it would require 
additional systems and financial services licensing17.   

The proposal is simple and cost effective to 
implement. (Principles 2 and 8) 

Strong view that 
transactions should be firm. 

No view on netting. 

The process for managing 
default on gas delivery that 
is not caused by a seller 
should be considered 
further. 

Gas Delivery 
Obligation  
(extended) 

Seller must deliver and buyer must receipt their net 
gas delivery position. 

Net gas delivery obligations across offsetting buy and 
sell transactions in the same product (hub) and 
delivery gas day. 

The longer the period between a transaction and the 
delivery period (as for forward products) the more 
likely it is that a trading participant will enter into 
offsetting buy and sell transactions to manage their 
gas position for a particular gas day.   

The listing of medium-term forward products should 
be accompanied by the netting of gas delivery 
obligations.  

The extended proposal would minimise transaction 
costs.  (Principle 3) 

 

17 It is understood that the trading of a “netted” product would require the market operator to be licensed or to seek an exemption to licensing to the financial services 
provisions of the Chapter 7 of the Corporations Act. 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Gas Delivery 
Mechanism 

Bilateral gas delivery. 

Transaction details reported to the buyer and the 
seller so that they can organise the delivery of gas in 
accordance with their existing contractual 
arrangements with the relevant facility operator/s. 

Buyer (and or seller) makes nominations to the 
relevant facility operator/s for the delivery of gas in 
accordance with their transaction obligations. 

The facilitation of gas deliveries between the market 
operator and the relevant facility operators would 
require amended pipeline contracts as well as a new 
systems interface.  As such, a bilateral model where 
there is no requirement to change existing contracts is 
proposed for the basic model.  

This proposal avoids change to gas pipeline 
arrangements and is consistent with existing trading 
conventions. (Principles 7 and 8) 

Strong support for a 
bilateral gas delivery 
mechanism. 

Gas Delivery 
Mechanism 
(extended) 

The market operator communicates transactions or 
net deliveries directly to the relevant facility 
operator/s on behalf of the trading participants. 

The extended model provides a more efficient 
process and allows trading counterparts to remain 
confidential. 

The establishment of trading liquidity should provide 
a justification to develop the systems and amended 
contracts to support the implementation of the 
extended gas delivery mechanism.   

This extended proposal minimises transaction costs 
and allows counterparts to remain anonymous 
throughout the gas delivery process.  (Principles 3 
and 5)  

However, changes to pipeline contracts would be 
required. (Principle 7) 

Acknowledgement of 
potential benefits of the 
extended gas delivery 
mechanism. 

Gas 
Scheduling 

Facility operator/s schedules gas flows in accordance 
with nominations and existing contracts. 

As per existing arrangements. 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Allocations Facility operator allocates gas deliveries in 
accordance with their existing shipper agreement/s. 

Trading participants calculate the actual delivered 
quantity of gas for each of their transactions based on 
information provided to them by the Facility 
operator/s. 

As per existing arrangements. 

 

 

Gas Delivery 
Confirmation 

Trading participants provide and confirm actual gas 
delivery information with the market operator for 
settlement purposes. 

As per the proposed bilateral gas delivery 
mechanism, delivery confirmation should be 
performed by trading participants so that there is no 
requirement to amend contracts or implement new 
systems. 

This proposal avoids change to gas pipeline 
arrangements and is consistent with existing trading 
conventions.  (Principles 7 and 8) 

 

Gas Delivery 
Confirmation 
(extended) 

Facility operators provide actual gas delivery 
information to the market operator for settlement 
purposes. 

The timely provision of actual gas delivery 
information will provide more certainty of settlement 
outcomes and reduce credit support requirements.   

The establishment of trading liquidity should provide 
the justification to develop the systems and amended 
contracts required to support the implementation of 
the extended gas delivery confirmation.   

This extended proposal minimises transaction costs.  
(Principle 3). 

However, changes to pipeline contracts would be 
required. (Principle 7) 

Acknowledgement of the 
potential benefits of 
extending the design of the 
market to include the 
confirmation of gas 
deliveries by the facility 
operator. 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Settlement & 
Prudential 
Model 

The market operator centrally settles transactions 
with trading participants. 

Trading participants must provide credit support to 
the market operator to cover their potential settlement 
exposure on delivered transactions, transaction not 
yet due for delivery and active orders. 

Centralised settlement of the market reduces 
transaction costs  

The IMO has settlement and prudential staff, systems 
and processes for the WEM.  If the IMO is the 
market operator then these capabilities could be used 
to develop a robust and efficient settlement 
mechanism for the gas market. 

Proposal minimises transaction costs.  (Principle 3)   

Mixed views on whether a 
centralised or bilateral 
settlement approach should 
be employed. 

Some of the view that a 
robust prudential approach 
is required. 

Strong view that, at least 
initially, the gas market 
should be settled separately 
from the WEM. 

Settlement & 
Prudential 
Model 
(extended) 

The market operator centrally settles gas transactions 
with trading participants.  Aggregate settlement and 
exposures across the WEM and the gas market. 

 

The netting of settlement amounts between the gas 
and electricity market will reduce circular cash flows 
and credit support requirements of participants 
operating in the gas and electricity markets.  

For example, a gas powered generator could offset 
amounts owed to it in the WEM against amounts it 
owes for purchases in the gas market. 

This extended proposal minimises transaction costs 
whilst maintaining full collateralisation of settlement 
risks.  (Principles 3 and 6). 

View was that initial 
implementation should be 
separate from WEM  

Settlement & 
Prudential 
Model 
(extended) 

Apply the prudential processes of a clearing house to 
transactions in medium-term forward products. 

The trading of medium to long term forward products 
should be accompanied by the more efficient risk 
management processes of a clearing house (mark-to-
market).  It is understood that a clearing license is 
required provide these services to the market.  

This extended proposal minimises transaction costs 
and ensures that settlement risks are collateralized 
efficiently.  (Principles 3 and 6). 
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Market 
Feature 

Proposed High Level Design Reason and Assessment  
Against Principles 

Industry Views 

Market 
Information 

Trading participants will receive reports containing 
information on their participation in the market 
including; confirmation of order submission and the 
execution of transactions, details required to fulfil 
their gas delivery obligations, actual gas delivery 
quantities, invoices and settlement supporting data. 
Publish transaction prices and quantities. 

Provide trading participants with information they 
require to participate efficiently in the market. 

The publication of market statistic will increase price 
transparency.  

The proposal enhances the transparency of gas 
prices. (Principle 4). 

 

Legal 
Framework 

The enabling of the market and the high level market 
framework are set out in a rules based framework.   

Product specifications and standard terms for trading, 
gas delivery and settlement are set out in rules and a 
subservient document.  

A stakeholder group is established to provide advice 
on the market implementation and development. 

Balance between providing appropriate  

The proposal provides a framework for independent 
governance of trading arrangements. (Principle 9)    

Market development should 
be industry led but an 
independent operator is 
required.  

Market Fees Ideally the market will be funded through variable 
transaction fees.  Funding of the market may also 
take the form of sponsorship, fixed participant fees or 
a guarantee from industry or government. 

Proposal is consistent with the cost recovery 
principle.  (Principle 11)    

Support for fixed and 
variable charging, cost 
recovery from participants. 
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MINISTER FOR ENERGY 
 
 
 
PROPOSAL TO DEVELOP A WHOLESALE GAS MARKET IN WESTERN AUSTRALIA 

 
ISSUE 

At the October 2013 Gas Advisory Board (GAB) meeting, members discussed the logical 
progression of the recently implemented Gas Bulletin Board (GBB) and Gas Statement of 
Opportunities. Members expressed support for the IMO to investigate the potential 
development of a wholesale gas market in Western Australia (WA).  

The IMO understands that the trading mechanisms that currently exist do not meet the 
needs of all potential participants. In particular, the IMO is aware that existing 
mechanisms do not provide the level of independence or financial security to allow broad 
participation and therefore sufficient liquidity of the currently traded products.  

In addition, the IMO notes the current state of the gas industry, with new supplies 
expected over the coming years a trend toward shorter gas contracts and the need for 
some participants (for example, electricity generators) to access flexible gas supplies 
provides an opportunity to introduce a well-supported, effective market that will improve 
the efficiency of the WA gas market. 

In response to the GAB members’ request, the IMO has undertaken an initial feasibility 
study and developed guiding principles and a proposed high-level design that is expected 
to meet the requirements of the industry. Specifically, these seek to: 

• maximise participation to facilitate liquidity of, and therefore competition in the 
market; 

• enhance the transparency of the gas market; and 

• minimise the impact on the existing commercial arrangements, trading 
conventions, systems and processes. 

RECOMMENDATION 

It is recommended that you: 

• consider the merits of developing a wholesale gas market in WA in the context of 
the Government’s investigation on the State’s fuel resources under the purview of 
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the Electricity Market Review; and 

• inform the GAB of your decision on whether the proposal should be developed 
further. 

SUMMARY OF THE PROPOSAL 

A range of different gas market models have been considered and discussed at a high 
level with the GAB and Gas Market Participants. On the basis of the feedback received in 
consultation undertaken to date, the IMO has developed a proposed wholesale gas 
market design to achieve the benefits of a voluntary, independent, financially secure and 
liquid market, while keeping it cost effective. The key design features are: 

Market Model 

The proposed market would be based on the principle of voluntary participation of 
producers, large users and retailers.  

The proposed market model is a gas supply hub, which is considered appropriate 
because of the concentrated nature of supply and distributed nature of demand in WA. It 
is considered that the initial trading hub is best located around the Canarvon Basin on the 
Dampier to Bunbury Natural Gas Pipeline. However, a secondary hub could also be 
located around the Mondarra Gas Storage Facility. 

Products 

Initially, the IMO expects that the market would trade standard, short-term products (for 
example, on-the-day, day-ahead and week-ahead) through an exchange platform. As the 
market evolves and/or participants express interest in other products, the exchange 
platform could accommodate additional products including medium-term and capacity 
products. It should be noted that, while critical to support a market, the proposal does not 
include capacity trading arrangements as it is understood that DBP Transmission currently 
operates a capacity trading platform that can be used to facilitate trades through a 
wholesale gas market. 

Trading Mechanism 

To support the trading of wholesale gas, the market requires standard terms and 
conditions for participants to offer and accept trades. The trading mechanism would match 
bids and offers to form transactions at a common clearing price. It is proposed to be 
achieved through continuous matching within the opening hours of the market. This will 
allow flexibility for participants to transact in response to changing demand or supply 
requirements.  

Gas Delivery 

It is proposed that the gas delivery arrangement is based on the existing gas delivery 
processes. This would not require any changes to existing pipeline-shipper gas delivery 
arrangements. 
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Settlement and Prudential Requirements 

A centralised settlement model is proposed for the market. This will reduce transaction 
costs across the industry by netting payments and charges into a single invoice and 
reducing circular cash flows. It is also proposed to allow participants to register off-market 
trades for settlement through the market. 

A key driver for the development of this proposal was the implementation of robust 
prudential requirements and processes. The proposed governance structure includes the 
posting of credit support by participants to reduce the risk of a payment default on the 
market. 

Market Information 

To support participation in, and efficiency of the market, the proposal includes the general 
publication of prices and volumes bid and offered into the market as well as those traded 
through the market, thereby increasing transparency. 

Governance 

A legal framework to establish and govern the operation of the market is required. It is 
expected that this would take the form of a suite of regulatory instruments would be 
implemented through amendments to those underpinning the Gas Services Information 
(GSI). 

Cost Recovery 

On the basis of the proposed high-level design, the IMO estimates development and 
implementation costs of $1.0 to $1.5 million and annual operational costs of $400,000 to 
$600,000. It is understood that participants may also incur costs, in particular legal costs 
associated with amendments to existing contracts. However, without further development 
of the details of the design, these are not easily quantifiable. 

The proposal is to recover all costs from participants through a variable transaction fee. 
However, as the proposed market is voluntary, there is a level of uncertainty with respect 
to the recovery of all costs in any one year. To overcome this, it is proposed that any 
shortfall be recovered through GSI fees or, if transaction fees exceed market costs, 
subsidise GSI fees. Participant and/or Government sponsorship could also be considered.  

Further details of the proposed high-level design are provided in the attached report[s]. 

CONSULTATION UNDERTAKEN 

In response to the GAB’s request in October 2013, the IMO assessed the feasibility of the 
development of a wholesale gas market in WA. In January 2014, the IMO engaged 
Market Reform, an independent economic consulting firm with recent experience 
developing a supply hub in Queensland, to assist to develop a high-level market design.  

This design was tested with various GAB members before being presented at the 
May 2014 GAB meeting. At the May meeting, members discussed a number of design 
options and requested that the IMO hold a workshop to engage the industry more broadly 
on the proposal. The workshop was held on 16 July 2014. 
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Through June and July 2014, the IMO also met with another 15 industry representatives 
to gauge the level of interest in a wholesale gas market and any seek any further 
comments on the proposed design. The IMO also met with members of the Electricity 
Market Review Steering Committee and project team to discuss the proposal. A list of the 
parties consulted throughout the process is attached. 

[insert overview of comments/feedback from consultation and workshop]. 

At its July meeting, the GAB finalised the details of this proposal and agreed to submit it 
for Government consideration as part of the Electricity Market Review. 

IMPLEMENTATION 

The IMO would be able to leverage the GSI Rules and GBB functions to facilitate the 
development of the regulatory and system changes required to establish a wholesale gas 
market.  

The IMO would also investigate existing platforms (including those operated by the 
Australian Energy Market Operator and private sector parties) to ensure cost-effective 
implementation. 

The IMO expects that implementation would take approximately 18-24 months. 

 

The IMO will be pleased to provide your office, or the Public Utilities Office, with further 
information on the proposal, should this be required to assist your deliberations.  

 
 
 
 
 
 
 
ALLAN DAWSON 
CHAIR, GAS ADVISORY BOARD 
 
30 July 2014 

APPROVED 
 
 
 
 
 

DR MIKE NAHAN MLA 
MINISTER FOR ENERGY; FINANCE; 
CITZENSHIP AND MULTICULTURAL 
INTERESTS 
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	02. Gas Srvices Information Rule Change Proposal GRC_2014_01   GSI Fee ~ As submitted to IMO 9 July 2014
	(a) the security, reliability and availability of the supply of natural gas in the State;
	(b) the efficient operation and use of natural gas services in the State;
	(c) the efficient investment in natural gas services in the State;  and
	(d) the facilitation of competition in the use of natural gas services in the State.
	…
	114 IMO may recover GSI Services costs
	For each Financial Year, the IMO may recover from Registered Shippers and Registered Production Facility Operators an amount equal to the Approved Annual Revenue for that Financial Year.
	…

	115A Calculation of Aggregated Daily Actual Flow Data
	(1) The IMO must calculate the Aggregated Daily Actual Flow Data for each Registered Production Facility Operator for each GSI Invoice Period, within 20 Business Days after the end of the period.
	(2) Aggregated Daily Actual Flow Data must include the quantities injected for each Gas Day that starts in that GSI Invoice Period.
	(3) If a Registered Production Facility Operator or the IMO becomes aware of a change to the Daily Actual Flow Data for a particular GSI Invoice Period (but no later than one year after the end of that period) then the operator must provide the IMO wi...
	116 Basis for calculation of GSI Fees for Registered Shipper
	(1) The GSI Fee F for a Registered Shipper s for GSI Invoice Period p in Financial Year y is calculated as:
	𝐵𝑢𝑑𝑔𝑒𝑡(𝑦) Budget (y) is:
	(a) if the Minister has approved the GSI Budget Proposal for Financial Year y, the Approved Annual Revenue for Financial Year y; or
	(b) if the Minister has not yet approved the GSI Budget Proposal for Financial Year y, the Approved Annual Revenue for the previous Financial Year;

	(2) The GSI Fee for the GSI Invoice Period p for a Registered Shipper s is calculated as:

	117 IMO to issue GSI Invoice
	…
	(3) Where the IMO is able to calculate the Aggregated Daily Actual Flow Data under rule 115A within 20 Business Days after the end of the relevant GSI Invoice Period, the IMO must, within 30 Business Days of the end of that period:
	(a) calculate the GSI Fee for each Registered Production Facility Operator for that period in accordance with rule 116; and
	(b) issue a GSI Invoice to each Registered Production Facility Operator for that period.

	(4) Where the IMO is not able to calculate the Aggregated Daily Actual Flow Data under rule 115A within 20 Business Days after the end of the relevant GSI Invoice Period, the IMO may:
	(a) issue a GSI Invoice later than the time specified in subrule (3); or
	(b) calculate the GSI Fees and issue GSI Invoices in accordance with subrule (3) based on the best data available to the IMO.


	118 Obligation to pay GSI Invoice
	(1) Subject to subrules (2) and (4), a Registered Shipper or Registered Production Facility Operator must pay a GSI Invoice within 10 Business Days after the receipt of the invoice, regardless of whether there is a dispute regarding the invoice under...
	…
	(3) A Registered Shipper or Registered Production Facility Operator must pay a replacement invoice within 10 Business Days after receipt of the invoice, regardless of whether there is a dispute regarding the invoice under rule 120.
	(4) A Registered Shipper or Registered Production Facility Operator is not required to pay a GSI Invoice if the invoice is for an amount of less than one dollar.

	119 Review of GSI Fee calculation
	…
	(2) The IMO may also, subject to subrule (3), recalculate the GSI Fees for a GSI Invoice Period at any other time if it considers it appropriate in all the circumstances.
	…
	(4) Where the IMO recalculates GSI Fees for a GSI Invoice Period, the IMO must send an Adjustment GSI Invoice to each Registered Shipper or Registered Production Facility Operator, as applicable.
	(5) A Registered Shipper or Registered Production Facility Operator must, within 10 Business Days of receiving an Adjustment GSI Invoice, pay any amounts owing.
	(6) Where an Adjustment GSI Invoice reduces the amount payable by a Registered Shipper or Registered Production Facility Operator, the IMO must credit the relevant amount to the next GSI Invoice issued under rule 117 to that shipper the relevant Gas M...
	(7) Where a Registered Shipper or Registered Production Facility Operator is no longer registered with the IMO and has a credit balance, the IMO must, as soon as practicable, pay the amount to the shipper by direct bank transfer to an account nominate...

	120 Disputes regarding GSI Invoices
	(1) If a Registered Shipper or Registered Production Facility Operator wishes to dispute a GSI Invoice received from the IMO, it must notify the IMO of the disputed invoice within 10 Business Days after receiving the invoice and the Registered Shipper...
	(2) To resolve the dispute:
	(a) the Registered Shipper the relevant Gas Market Participant must, when notifying the dispute to the IMO, inform the IMO of the reasons for it disputing the GSI Invoice;
	(b) the IMO must provide sufficient information to the Registered Shipper the relevant Gas Market Participant regarding the calculation of the disputed amount, within 10 Business Days of the dispute being notified;
	(c) a nominated representative of each of the Registered Shipper the relevant Gas Market Participant and the IMO must seek to resolve the dispute within 10 Business Days of the IMO providing the necessary information to the Registered Shipper the Gas ...
	(d) if the dispute is not resolved by the nominated representatives as referred to in subrule (2)(c):
	(i) where the IMO and the Registered Shipper the relevant Gas Market Participant can agree on a means of resolving the dispute by mediation, expert determination or some other similar alternative dispute resolution mechanism, the IMO and the Registere...
	(ii) in the event that the IMO and the Registered Shipper the relevant Gas Market Participant are unable to agree on a dispute resolution mechanism, either party may commence proceedings before a court of competent jurisdiction in relation to the disp...


	(3) If, as a result of the resolution of a dispute regarding a GSI Invoice, the IMO is obliged to repay to a Registered Shipper or Registered Production Facility Operator part or the whole of an amount received under rule 118, then the IMO must repay ...
	(a) by way of a credit on the next GSI Invoice issued under rule 117 for a GSI Invoice Period; or
	(b) by a payment to the Registered Shipper the relevant Gas Market Participant within 10 Business Days after the day resolution is reached.

	(4) If as a result of the resolution of a dispute regarding a GSI Invoice, there is a finding that the GSI Invoices for one or more Registered Shippers or Registered Production Facility Operators were incorrectly calculated, the IMO must recalculate t...
	…

	Schedule 1- Glossary
	(a) recalculation of the GSI Fees payable for a GSI Invoice Period under rule 119; or
	(b) an adjustment to the GST amount payable for a GSI Invoice Period under rule 124.
	…
	…
	…
	(c) for a GBB Production Facility, the quantity of natural gas that is metered (based on operational metering data) as having been, or estimated by the Registered Production Facility Operator to have been, has been injected from the fFacility into eac...
	This GSI Rule change proposal seeks to reinforce the objective given at (d) above – the facilitation of competition in the use of natural gas services.
	Of the two GSI Services, the GBB aims to identify current opportunities for gas trades, which benefits sellers of gas as well as gas buyers. The sharing of costs equally between shippers and producers promotes equity between consumers and producers ac...
	In addition, rectifying the matter of double-counting improves the accuracy with which the GSI Fee is apportioned to shippers and remedies the situation of a storage facility being placed at a competitive disadvantage against conventional pipeline sto...
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