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6 May 2005 
 
 
 
Mr John Feil 
Executive Director  
National Competition Council 
GPO Box 250B 
Melbourne, VIC 3001 
 
 
By Email: info@ncc.gov.au 
 
 
Dear Mr Feil, 
 
MOOMBA TO ADELAIDE PIPELINE SYSTEM- APPLICATION TO REVOKE COVERAGE UNDER 
THE NATIONAL GAS CODE 
 
Origin Energy (Origin) appreciates the opportunity to provide some comments on Epic 
Energy’s (Epic) Application to the National Competition Council (NCC) to have coverage 
revoked on the Moomba to Adelaide Pipeline System (MAPS).  
 
Origin is an active participant in the energy industry and is the second largest retailer in 
Australia with over 2 million customers. Origin largely participates in the contestable 
elements of the energy market concentrating on retail, generation and upstream gas 
supply, but also has interests in a number of distribution and transmission gas pipelines, 
most notably the SEAGas pipeline connecting Vic and SA.  Origin also owns around 50 per 
cent of the coal seam gas (CSG) reserves in Surat-Bowen basin in central QLD.  
 
Consistent with Origin’s diverse interests across the supply chain it supports regulatory 
outcomes that maximise economic efficiency as a whole rather than those reflecting the 
interests of particular market segments. In this respect, where workable competition can 
be achieved, Origin considers that the market is better able to drive industry to efficient 
outcomes than regulation, which tends to be intrusive and costly and imposes significant 
regulatory risk on industry participants.  
 
In this context, it would appear that competition has developed sufficiently in the South 
Eastern Australian market to justify revocation of the MAPS Mainline; however, as Epic 
itself acknowledges, the case is less compelling for the Angaston and Whyalla/Port Pirie 
Laterals. In view this, the overall case for revocation would be considerably reinforced, 
in our view, if stronger incentives could be placed upon Epic to ensure compliance with 
its behavioural undertakings. To this end, Origin considers the NCC should consult with 
participants on possible options for a light-handed monitoring regime.  In addition, we 
consider it is important that participants have an opportunity to provide input into the 
content of Epic’s behavioural undertakings, which should ideally be made a condition of 
revocation. 
 
These issues are briefly expanded upon below. 
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The case for revocation- Mainline 
 
It is increasingly becoming evident that regulatory economics is limited in its ability to 
estimate the efficient costs and prices of firms. Even in a theoretical sense, prices can 
only be estimated in equilibrium and with the qualification of very strong  assumptions, 
such as an infinite number of buyers and sellers, perfect information with regard to 
present and future market conditions and the absence of fixed costs. Unfortunately most 
real markets are rarely in static equilibrium (but always tending to be either moving 
away or towards it) tend to have few buyers and sellers, are subject to substantial fixed 
costs and, most importantly of all, are characterised by imperfect information (bringing 
risk and uncertainty into the equation). However, when the assumptions of the perfectly 
competitive model break down, estimating the correct regulated prices and/or revenues 
becomes a highly complex and subjective exercise, prone to significant error. 
 
Consequently, Origin believes a high threshold should be set for regulation. Where a 
workable level of competition can be achieved the efficiency benefits of having the 
market determine prices and revenues exceeds that possible through regulation; despite 
market outcomes perhaps not being exactly what theoretical economics might have 
predicted. 
 
Origin is confident that a workable level of competition between pipeline services exists 
in the South East Australian market, for the following reasons: 
 

• Demand for gas in South Eastern Australia is not solely reliant on MAPS or 
Moomba, as it may be may be sourced from alternative fields in Bass Strait and 
the Gippsland basin through the SEAGAS pipeline, so there is some basin on 
basin and pipeline on pipeline competition; 

• While capacity on SEAGAS is currently fully contracted out to 2019, SEAGAS 
can be economically expanded to accommodate further volumes if necessary, 
which would act as a competitive constraint on MAPS pricing; 

• There is forecast to be significant excess capacity on MAPS post 2005, and 
given the high fixed costs of pipelines and low marginal costs there is some 
incentive for Epic to maximise through put, particularly in the context of the 
competitive threat of another pipeline; 

• Epic faces a number of well informed large shippers and producers which are 
able to exert significant countervailing power on pricing; 

• Demand for MAPS transportation capacity is a ‘derived demand’ which means it 
will be constrained by the price of gas substitutes such as coal fired electricity 
imports into SA; 

• Any misuse of market power by Epic will be subject to the Trade Practices Act; 
and,  

• Relevant parties may apply to have coverage revoked on MAPS if prices are 
considered excessive. 

 
 
For these reasons Origin is cautiously supportive of Epic’s Application for revocation of 
the Mainline.  
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The case for revocation - Lateral lines 
 
Where the prospect for a workable level of competition is unlikely however, a stronger 
case for regulation exists. Prima facie, Epic’s arguments for revocation of the 
Whyalla/Port Pirie and Angaston laterals would appear much less cogent. Indeed, Epic 
itself acknowledges that the lack of spare capacity and effective substitutes for users of 
these laterals implies a significantly greater potential for the exercise of market power.  
 
In this context we welcome Epic’s commitment to price access on the laterals in a 
manner consistent with that of Mainline, where such pricing would be determined under 
more competitive market conditions. In support of this commitment, Origin notes that 
Epic has resolved to provide open and transparent access in accordance with a Code of 
Conduct developed by the Australian Pipeline Industry Association.  
 
Nevertheless, despite Epic’s apparent good faith, Origin agrees with the concerns 
expressed by the NCC on this matter in its issues paper, where in the absence of 
monitoring and strong incentives for compliance, the potential and incentive for the 
misuse of market power remains. 
 
In this regard, Origin concerns would be significantly allayed if, firstly, participants were 
given the opportunity to provide input into the content of Epic’s code of conduct and 
behavioural undertakings as a condition of revocation (particularly to ensure appropriate 
symmetrical obligations).  Secondly, Origin would also like to see Epic’s behavioural 
undertakings exposed to some form of light-handed monitoring by the Australian 
Competition and Consumer Commission. Possible options for how this could best be 
achieved should form part of this consultation. 
 
 
Conclusion 
 
Origin is cautiously optimistic that a sufficient level of competition has developed in the 
South East Australian market to justify revocation of at least the Mainline of MAPS. 
However, the likely level of competitive constraint on the laterals appears significantly 
lower. Origin would be considerably more supportive of the complete revocation of MAPS 
if it was done consequent upon participant ratification of the undertakings; and further, 
if stronger incentives could be placed upon Epic to comply with these undertakings. To 
achieve the latter aim, we suggest that the NCC explores possible options for 
implementing a light-handed monitoring regime.  
 
We would be happy to assist the Commission with any further information it may require 
in respect of the issues discussed in this submission. Please contact Jonathan Teubner on 
(08) 8217 5833 in the first instance. 
 
 
Yours sincerely, 
 
 
 
 
Tony Wood 
General Manager, Public & Government Affairs 
 
 


