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Synergy — 
Ms S.E. Winton, Chair. 
Mr W.J. Johnston, Minister for Energy. 
Mr J.R. Waters, Chief Executive Officer. 
Mr K. Matacz, Chief Finance Officer. 
Mr R. Watson, Executive Director, Infrastructure and Finance, Department of Treasury. 
Mr N. Roberts, Chief of Staff, Minister for Energy. 
Mr P. Meyerkort, Senior Policy Adviser. 
Miss K. McKenzie, Senior Policy Adviser. 
[Witnesses introduced.] 
The CHAIR: This estimates committee will be reported by Hansard. The daily proof Hansard will be available 
the following day. Members may raise questions about matters relating to the operations and budget of the 
off-budget authority. Off-budget authority officers are recognised as ministerial advisers. It is the intention of the 
Chair to ensure that as many questions as possible are asked and answered and that both questions and answers 
are short and to the point.  
The minister may agree to provide supplementary information to the committee rather than asking that the question 
be put on notice for the next sitting week. I ask the minister to clearly indicate what supplementary information he 
agrees to provide and I will then allocate a reference number. If supplementary information is to be provided, I seek 
the minister’s cooperation in ensuring that it is delivered to the principal clerk by Friday, 31 May 2019. I caution 
members that if a minister asks that a matter be put on notice, it is up to the member to lodge the question on notice 
through the online questions system. 
I give the call to the Leader of the Opposition. 
Dr M.D. NAHAN: I am going to focus on Synergy. 
Mr W.J. JOHNSTON: We have one hour with Synergy. 
Dr M.D. NAHAN: I would like to discuss the general financial position of Synergy and its outlook. We noticed 
that both the dividends and income tax paid to the state is almost down to zero, if not zero, and there are no tariff 
adjustment payments to Synergy. Can the minister indicate why there are no TAPs if the business is not making 
a profit or paying a dividend? 
Mr W.J. JOHNSTON: The TAP is not a legal requirement. 
Dr M.D. NAHAN: It is not a legal requirement, but it is a mechanism to keep the company solvent. If the company 
was making losses due to the tariff policies of the government, TAP was intended to keep the company solvent. 
In 2017–18, the annual report forecasts a substantial loss for the business. There is declining revenue and also the 
data shows that it is obviously not profitable in terms of income tax and dividends. I would like to explore the 
financial strength of the business. Is it making a profit, by how much and what is the outlook going forward? 
Mr W.J. JOHNSTON: The business is currently cash flow positive on its operations. There is no question that it is 
a challenging environment because three issues are impacting it. The first issue is the changed nature of the generation 
profile, something that the Leader of the Opposition talked about in the 2016 estimates when I was sitting in that chair 
and he was sitting in this chair. The second issue is that Synergy has the challenge of the government’s decision-making 
processes about the regulated tariff. The third element is the 2004 decision of the Economic Regulation Authority 
to shift around $250 million from transmission customers to distribution customers. Of course, the overwhelming 
majority of distribution customers are Synergy customers; therefore, because that cost is shifted, that will also impact 
on Synergy’s business. 

Dr M.D. NAHAN: What loss does the minister expect in 2017–18? It was a forecast loss, but was it realised? 
What was the magnitude? 

Mr W.J. JOHNSTON: What was the magnitude in 2017–18? The 2017–18 annual report has been published; 
the member should have a read of it. 

Dr M.D. NAHAN: That was a forecast, I believe. In 2017–18, it had a loss. What is the expected loss for 2018–19? 

Mr W.J. JOHNSTON: From 2018–19, there is an expectation that there will be a small profit. As the member 
knows from his time as the Minister for Energy, Synergy has been paying down debt over the last few years. There 
is only $33 million of debt. It has been cash flow positive for quite a number of years now. 
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Dr M.D. NAHAN: If Synergy is expected to pay a profit, why does the government not expect an income tax and 
dividend payment from the business going forward? 

Mr W.J. JOHNSTON: The member has not asked me about that; that is a different issue. The member was asking 
about 2017–18 and 2018–19. 

Dr M.D. NAHAN: The two are related. If the minister is expecting the business to be profitable, why is there not 
an income tax payment from Synergy on page 266, and a dividend to the government from a profitable business?  

[11.10 am] 

Mr W.J. JOHNSTON: Sorry, I am not sure—page 226 of what? 

Dr M.D. NAHAN: I refer to page 266 of budget paper No 3, which runs through general government revenue 
from public corporations. 

Mr W.J. JOHNSTON: As the member knows, because he changed the law, Synergy is required to pay interim 
dividends, and the dividend is paid in advance, not in arrears. In 2017–18 and 2018–19, the dividends have already 
been paid. A small dividend is shown on the page referenced by the member. Synergy is budgeted to pay a further 
dividend of $2.8 million in the 2019–20 financial year, which is shown on page 266 that the member referenced, 
having paid $12.2 million in the 2018–19 financial year. 

Mr D.T. REDMAN: The point raised by the Leader of the Opposition is that there is a threat on Synergy going 
forward. The minister can point out the budget figures, which will talk about what it is predicted to make, but the 
threats are such that Treasury has even itemised it in a risk section of the Economic and Fiscal Outlook. It talks 
about the changing nature of the renewable energy market and the fuel supply market arrangements. Can the 
minister go to the basis of the Department of Treasury putting up a big red flag here and saying that there is some 
risk going forward and give us an understanding of that? 

Mr W.J. JOHNSTON: That is exactly what I said. I would argue that there are three big risks, and I think this is 
what Treasury is referring to. One is the changing nature of the generation profile, because of the increased use of the 
distributed energy resources. Another is the decision by government to not allow the A1 tariff increase that was 
planned by the former Liberal–National government. The final issue is the decision by the Economic Regulation 
Authority to move costs from transmission customers of Western Power to distribution customers of Western Power, 
given that Synergy is overwhelmingly the business that looks after distribution customers. Those three things are 
clearly significant challenges to the business moving forward. 

Mr D.T. REDMAN: This also refers to fuel-supply market conditions. Perhaps the minister can clarify that risk, 
which is highlighted in the Economic and Fiscal Outlook? 

Mr W.J. JOHNSTON: A range of elements come into that. I thought the former Liberal–National government’s 
decision to sign a contract with Gorgon was entirely appropriate. Some now argue that it got out of the money. 
My view is that at the time, it was in the money, and the fact that the gas price fell afterwards is not a criticism of 
the former government. We are getting close to the reset time for that contract, which is obviously a risk. We are 
also getting close to a reset moment for the gas transportation contract, which is a risk. It is also well known, 
because it has been in the media, that Premier Coal is arguing that it should be paid more for the coal than it is 
currently being paid. Those things are all understood and known risks and they have to be reflected in the budget 
papers in the proper way that they are. 

Dr M.D. NAHAN: The minister mentioned that one of his pressures is a change in the A1 tariff, which the previous 
government flagged and his government went against. Can the minister explain that? 

Mr W.J. JOHNSTON: Yes. When the member was the Minister for Energy, he wanted to increase the electricity 
charge by seven per cent. We have increased it by 1.75 per cent. There is a big gap between — 

The CHAIR: Sorry, there is a further question from the Leader of the Opposition. 

Dr M.D. NAHAN: What happened to the A1 tariff in 2017–18 and 2018–19? 

Mr W.J. JOHNSTON: We increased it exactly as the former government had planned to do. 

Dr M.D. NAHAN: That includes a fixed charge. Would the minister not agree that there have been substantial 
increases in the tariff for Synergy in the non-contestable space, relative to the forward estimates that he inherited 
from the previous government? 

Mr W.J. JOHNSTON: No. 

Dr M.D. NAHAN: I want it on the record that the minister is claiming that he has increased electricity prices, both 
the fixed and variable charge, by less than the forecast amount in the forward estimates of the 2016–17 budget. 
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Mr W.J. JOHNSTON: That is correct. 

Dr M.D. NAHAN: Can the minister provide supplementary evidence to that effect? This is in direct contrast to 
what is in the budget papers. We have asked him about this during the estimates committee and he is making 
arguments contrary to the evidence provided in the budget and the government’s policy statements. 

The CHAIR: That is a request for supplementary information, minister. 

Mr W.J. JOHNSTON: Is that a question? 

Dr M.D. NAHAN: No, it is a request. Can the minister please provide me with evidence of the official decisions 
on the non-contestable tariff, both the variable and the fixed tariff, relative to the forward estimates of 2016–17, 
2017–18, 2018–19 and 2019–20? 

Mr W.J. JOHNSTON: The reason that we are able to reduce the 2019–20 increase that the previous government 
was planning for—it was planning for a 5.6 per cent increase and we are increasing it by 1.75 per cent—is because 
we have been able to manage the budget in Western Australia appropriately. We are trying to overcome eight and 
a half years of neglect in financial management. We are rewarding the people of Western Australia by increasing 
the tariff by only 1.75 per cent as opposed to the previous government’s planned increase of 5.6 per cent. This is 
great news for every Western Australian because we did not privatise Western Power and we have been able to 
get control over the budget. This is great news for everybody in this state. 

Dr M.D. NAHAN: Is the minister saying that it is great news for Western Australia that his government has increased 
electricity prices at double the rate predicted—Western Australians should be applauding the government for 
increasing both the fixed and the variable charge by a total of 20 per cent over three years? Does the minister want 
applause for that? Can he confirm that that is what he is saying? 

Mr W.J. JOHNSTON: Everybody knows that nobody wants to pay more for electricity, which is why when the 
Liberal Party doubled electricity prices under its watch, people reacted negatively. 

Dr M.D. NAHAN: As the minister well knows, when we came into office we inherited a basket case from the 
previous Carpenter government. But let us deal with the reality in this budget. I go back to the minister’s original 
statement that he made based on the evidence here. He claimed that during his watch, electricity prices have gone 
up at a lower rate for the fixed and variable charges than predicted in the forward estimates inherited from the 
previous government. He has done a backflip now. Can the minister go back to the point that I asked about and 
provide evidence that electricity prices—variable and fixed—for the non-contestable market in the 2017–18, 
2018–19 and 2019–20 budgets have gone up by less than the forward estimates he inherited from the previous 
government? That is the evidence that he has provided here in estimates. 

Mr W.J. JOHNSTON: I am really pleased that the solid financial management of the Treasurer and the Premier 
has allowed Western Australians to have the lowest increase in electricity prices for 13 years. I do not imagine 
anybody in this state welcomes a 1.75 per cent increase in electricity prices—I certainly do not. Everybody 
recognises that it is the lowest increase for 13 years. It is a remarkable achievement. A lot more needs to be done 
in Western Australia, but finally we have a government that is making long-term decisions for the future of this 
state. I think people are very pleased that they have a Premier who is interested in their lives and who lives in the 
suburbs with an ordinary family and experiences the same sorts of pressures that they do. I think they respond very 
positively to that. As I say, I do not think anybody welcomes a 1.75 per cent increase in electricity prices, but that 
is better than a 5.6 per cent increase. 

Dr M.D. NAHAN: I take it that the minister is backing down from his earlier statement, which was patently 
ridiculous. Can I confirm that the minister is very pleased with the policies of his government across three budgets 
that have increased electricity prices by 20 per cent and that he thinks the public of Western Australia will applaud 
him for that? 

[11.20 am] 

Mr W.J. JOHNSTON: I never said anything about applause. I did say that I think they would prefer to have the 
electricity price increase of 1.75 per cent in 2019–20 rather than the doubling of electricity prices that occurred 
when the Leader of the Opposition was in government. 

Dr M.D. NAHAN: Let us go back to the forward outlook for Synergy. This government is not providing a tariff 
adjustment payment to make it whole, which was a policy of a previous Labor government. How is Synergy going 
to afford, firstly, the expected losses going forward of operations; and, secondly, the expected capital investment that 
is required, given that it has been paying down debt? I note that the asset investment in Synergy is fixed at about 
$40 million to $45 million a year going forward, which provides no capacity for an increase in capital investment. 
Mr W.J. JOHNSTON: I met with the Synergy board only last week, and their advice was that they are satisfied 
that their business can continue. 
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Dr M.D. NAHAN: Is that continue with losses, or eating into its decreasing cash balances and assets? 
Mr W.J. JOHNSTON: As the Leader of the Opposition knows, because he passed the legislation, all the debts 
and issues for Synergy are automatically protected by the government. There is an absolute guarantee of all its 
debts. There is absolutely no issue with the financial viability of Synergy. 
Dr M.D. NAHAN: Just to clarify, the minister does not expect increases in substantial losses over the forward 
estimates and therefore risks to the state from the operation of Synergy? 
Mr W.J. JOHNSTON: The Leader of the Opposition has asked two different questions. 
Dr M.D. NAHAN: Yes. 
Mr W.J. JOHNSTON: The first question is whether Synergy will make a profit in the budget papers, and clearly 
the answer is no. That is why it is in there with a zero dividend. But that is a separate issue, which has nothing to 
do with whether it will survive as a business. The Leader of the Opposition is an economist. I do not understand 
why he would confuse the two issues. I am not saying that Synergy is going to be making profits and paying 
dividends—I have never said that, and that is reflected in the budget papers—but that is a separate issue from 
whether it is a going concern. The answer to that is, yes, it is a going concern. 
Dr M.D. NAHAN: The minister now admits that it is not making profits. 
Mr W.J. JOHNSTON: I never said it did make profits. 
Dr M.D. NAHAN: It is therefore losing money. How is it going to fund the losses? The minister admits it is not 
making a profit. If it is not making a profit, it is making a loss. How is it going to fund the accumulated losses that we 
can clearly foresee it incurring over the forward estimates, especially as this government is not providing any TAP? 
Mr W.J. JOHNSTON: In 2013–14, nearly $245 million was paid as a TAP. That was to cover losses by Synergy. 
In 2014–15, $386 million was provided as a TAP. Then, in 2015–16, $307 million was provided as a TAP, and 
in 2016–17, $280 million. There are losses there—if that is the way the Leader of the Opposition wants to describe 
them—of just over $1 billion in those four years. That was when the Leader of the Opposition was Minister for 
Energy, was it not? The idea that somehow it is unusual for Synergy to not cover its costs is wrong. It is not unusual 
at all. Actually, its financial position over the next four years is better than in the four years when the Leader of 
the Opposition was the minister. I do not understand the point of the question. 
Dr M.D. NAHAN: The minister just read out the TAP provisions in the past. That policy was originated by the 
Carpenter government under its reform to make Synergy whole, because it was incurring losses overall, and 
particularly in the contestable market. Now the minister has said that it will incur losses into the future, but there 
will be no TAP. I am asking a simple question: without the TAP, and with the losses going forward, how is it 
going to remain a viable entity, or is it that the minister expects to have to make a TAP into the future? 
Mr W.J. JOHNSTON: As I have already said on a number of occasions, the Leader of the Opposition was the 
minister for this issue, and he actually passed legislation through Parliament. All of Synergy’s debts are 
100 per cent guaranteed by the state of Western Australia. It cannot go broke. It is not possible. 
Dr M.D. NAHAN: I did not say “broke”; I was talking about it being a going concern. The minister is avoiding 
the issue here. It is indicated in the budget paper, and the Treasurer confirmed yesterday, that the business, which 
is a very large business and has a lot of real risk confronting it—as highlighted in the budget—is not making 
a profit going forward. It is incurring losses of some sort, and this government has eliminated the mechanism that 
the Carpenter government put in place for compensating for those losses. We are trying to get some idea, going 
forward—not going into history—of what mechanisms this government is going to use. The state owns the entity 
and will always back it up 100 per cent. We are trying to get some feeling for the risk or the magnitude of the 
losses that are going to be incurred by Synergy and potentially by the state’s consolidated account. 
Mr W.J. JOHNSTON: Firstly, I need to correct one issue that the Leader of the Opposition raised. He said that 
the TAP to Synergy was developed by the Carpenter government. That is not correct. There was Verve Energy 
and Synergy. When we were in government, we asked Synergy to play in the market and get whatever electricity 
was the cheapest. That meant that customers always got the benefit of the best energy outcome. Then, of course, 
sometimes Verve did not get the work, and that meant it suffered losses, because it had its costs that it was not 
recovering from the market; it was out of the money because Synergy was going for the lowest-cost generator. 
When the government changed in 2008, it was the Leader of the Opposition’s government, led by Mr Barnett, 
which changed that around—it stopped paying the subsidy to Verve and paid it to Synergy. That is when the TAP 
came in. It is absolutely not correct that the TAP was the system used by the Carpenter government—it was not. 
That was a bad decision, because it did not keep the pressure on Verve to be the best it could be, because suddenly 
it was guaranteed. Mr Waters was at Verve at the time. It took the pressure off Verve, which reversed the vesting 
contract, which meant that Synergy had to buy Verve’s energy no matter how expensive it was. That took the 
market discipline out of the process. Then the TAP was paid to Synergy and the TAP exploded. While the 
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Leader of the Opposition was the minister, over $1 billion was paid in the TAP. There is no question, and I do not 
understand why the Leader of the Opposition thinks that I am saying anything different — 

Dr M.D. NAHAN: I want some evidence here. This is estimates. 

The CHAIR: Leader of the Opposition, let the minister finish his answer. 

Mr W.J. JOHNSTON: I have never said that Synergy will make money over the next four years. I have never 
said that. I have said it has a problem because the government of Western Australia has told it not to charge 
cost-reflective pricing for its electricity. That is worth about $280-odd million; it is in the budget papers. It has 
pressure because the ERA has made the decision to transfer costs from transmission customers to distribution 
customers, and—guess what?—Synergy is almost entirely bearing that cost. It has these risks of the generation 
profile, and they are all leading to financial problems. But what I am saying to the Leader of the Opposition is that 
the government of Western Australia 100 per cent guarantees the debt of Synergy. It could rack up every debt in 
the world, subject to people being prepared to lend to it, and it would be okay, because we guarantee those debts. 
At some time, maybe we will have to decide to make a capital contribution—who knows? The point is it does not 
make a difference, because it is a government entity and we guarantee its debt. 

The CHAIR: I give the call to the member for Warren–Blackwood. 

Dr M.D. NAHAN: He has not answered the question. 

The CHAIR: Member for Warren–Blackwood. 

Mr D.T. REDMAN: My question is on a different topic, so I am happy for the Leader of the Opposition to continue. 

The CHAIR: Thank you. Leader of the Opposition. 

[11.30 am] 

Dr M.D. NAHAN: The minister is refusing to answer the question. 

Mr W.J. JOHNSTON: I have answered the question. 

Dr M.D. NAHAN: No, the minister has not. The minister admits that Synergy is losing money going forward and, 
obviously, the state is going to pick it up. That is what the budget is all about. What are the potential liabilities to 
be incurred by the state? The minister admits that Synergy is expected to lose money for a range of reasons going 
forward. We are trying to get some indication of the magnitude of those losses, particularly given that the 
government has taken out the tariff adjustment payment. Since the government has taken out the TAP, we want to 
understand the mechanisms that the government will use to underwrite the losses in Synergy going forward. 

The CHAIR: What is the question? 

Dr M.D. NAHAN: What are the losses — 

Mr W.J. JOHNSTON: I get the question. I do not understand why the member says these things. I have never 
said that there will not be losses by Synergy. 

Dr M.D. NAHAN: Give us the magnitude. 

Mr W.J. JOHNSTON: It is in the budget papers. 

Dr M.D. NAHAN: No, they are not. 

Mr W.J. JOHNSTON: I do not understand. The net debt impact is already recorded in the budget papers. 

Dr M.D. NAHAN: Where? Show me. 

Mr W.J. JOHNSTON: It is in budget paper No 3. The member should have asked the Treasurer that question. 
The member is here to ask about Synergy’s operations. Synergy will do its annual report. The member is confusing 
two things. There is no appropriation for Synergy. 

Dr M.D. NAHAN: I know that; thank you. 

Mr W.J. JOHNSTON: Therefore, there is no question that the member can ask me about the budget when we are 
discussing Synergy. We are here dealing with the Synergy report. The member can ask me anything he wants 
about Synergy and I will answer that, but if he wants to ask about the budget, the member has to ask at the time 
that the budget is before the estimates committee and the budget is not currently before the estimates committee. 
Synergy is before the estimates committee. The member discussed budget paper No 3 with the Treasurer yesterday. 
He could have asked about the net debt impact on the budget for Synergy because that would have been answered 
for the member. It is already reported in the budget, but that is not about the operations of Synergy. 

Dr M.D. NAHAN: When we are talking about off-budget agencies such as Synergy, is it not the ruling of estimates 
that we can go widely beyond just the limited impact of Synergy’s transactions and we are able to ask wideranging 
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questions on these off-budget agencies such as Synergy, including, I might add, the impact of Synergy on public 
sector net debt over the forward estimates? 

The CHAIR: Questions may be asked about off-budget agencies’ budgets and operations. Minister, can I ask you 
to provide your best answer. 

Mr W.J. JOHNSTON: We are talking hundreds of millions of dollars. As I have said to the member — 

Dr M.D. NAHAN: Please let us talk about that. 

Mr W.J. JOHNSTON: Synergy sought $140 million of additional debt capacity, and that was approved by government. 

Dr M.D. NAHAN: In which year? 

Mr W.J. JOHNSTON: It is across the forward estimates. 

Dr M.D. NAHAN: It sought $140 million worth of additional debt. I understand in an earlier statement the 
minister said that Synergy is paying down debt. 

Mr W.J. JOHNSTON: Yes, it has been. 

Dr M.D. NAHAN: Synergy is paying down debt, but now it is going to borrow more. 

Mr W.J. JOHNSTON: I make this point to the member: nobody thinks that Synergy does not have financial challenges. 

Dr M.D. NAHAN: I am trying to find out the magnitude. 

Mr W.J. JOHNSTON: It is $140 million. 

Dr M.D. NAHAN: This is the budget. 

Mr W.J. JOHNSTON: This is not the budget. 

Dr M.D. NAHAN: We know Synergy is under pressure. There are sensitivity issues in the risk assessment in the 
budget. We accept that. I understand the reasons. We are here at estimates trying to find out the potential magnitude 
of that risk going forward, and the minister is trying to evade answering it. 

Mr W.J. JOHNSTON: If that was the question and the member had asked me that before, I could have answered it. 

Dr M.D. NAHAN: Will the minister answer it now? 

Mr W.J. JOHNSTON: The answer is that $140 million was sought by Synergy across the forward estimates for 
additional borrowing capacity, and that has been approved. Let me make it clear: although Synergy has been 
cash flow positive the whole time we have been in government, we do not expect that to continue. I do not 
understand why the member thinks I am denying this. I am not saying that Synergy will not have a problem. That 
is why we list them as risks in the budget. When the member for Warren–Blackwood asked me about risks, 
I outlined three of them. They are genuine risks and real problems. What is the additional borrowing? It is 
$140 million over the forward estimates. If the member had asked me that 15 minutes ago, I would have answered it. 

Dr M.D. NAHAN: The minister refused initially. 

The CHAIR: Thank you. You have an answer. Are there further questions on this question? 

Dr M.D. NAHAN: Yes. Earlier the minister said that Synergy is paying down debt, so now we know, I think, that 
going forward it will not pay down debt. It has requested a lift in its borrowing of $140 million in this budget. 
That $140 million is to cover losses in the business, I assume, given that Synergy’s asset investment plan is 
stationary. What is the $140 million for? 

Mr W.J. JOHNSTON: It is for capital expenditure. It is cash flow positive on operations, but it has capital requirements. 

Dr M.D. NAHAN: On page 262 of budget paper No 3, Synergy has an indicative asset investment program of 
between $40 million to $45 million a year. I assume that the borrowings are to fund the asset investment program. 

Mr W.J. JOHNSTON: No, if we add up the asset investment program, it is more than it is borrowing, so it is 
funding some of its asset investment program out of cash flow. To make that clear, there continues to be an 
operational cash flow surplus, but it needs the borrowings to pay for capital. 

Dr M.D. NAHAN: I notice that in 2018, Synergy had about $254 million or thereabouts of liquid assets—cash. 
That amount has been coming down rapidly in recent years. Does the minister expect a continued run-down of 
Synergy’s asset base and specifically its cash on hand? 

Mr W.J. JOHNSTON: The business likes to have a cash balance of about $130 million and obviously it will 
come down to that level. Again, I do not understand why the member thinks I am denying this. This business is in 
trouble. If this were a private business, we would be selling the shares—let us just face it—because it is caught on 
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the horns of a dilemma. The shareholder has directed it to sell the product for less than the cost. That means we 
have a problem. Why is it higher cost? It has the tariff equalisation contribution that goes to people in the regions 
and it has the renewable energy buyback scheme obligation. No other energy provider in the system has those 
two obligations. If it were just selling electricity, it would be making a profit, but it does not make a profit because 
it has those two obligations imposed upon it by the shareholder, so it has a problem. Of course, it is still paying 
the feed-in tariff that the former government left it. 

The next thing is that it has an enormous challenge because of the changing nature of the generation fleet. These 
guys have the biggest generation fleet, so they are obviously impacted more by anyone else than by the changed 
dynamic in the market. It makes sense. Obviously the guy with all the assets is the one who ends up with the 
problem when there is trouble for those legacy generators. Another thing is that the Economic Regulation Authority 
made a decision to transfer costs from transmission customers to distribution customers. If an organisation 
represents 99 per cent of the distribution customers, that is its problem too. I cannot be any plainer that there are 
problems for Synergy as a business. What is the response? Even though it remains cash flow positive on 
operations, it cannot fund all its necessary asset investments. The government has authorised it to borrow an extra 
$140 million to look after its capital profile over the forward estimates. It cannot be any plainer than that.  

[11.40 am] 

Dr M.D. NAHAN: We all agree that it is a business, an environment and a structure that is struggling. We here in 
estimates are trying to get some indication from the government of the outlook. The minister has been evasive, but 
we are getting there. It is reported on page 38 of the 2018 annual report that Synergy has accumulated losses that 
are increasing quite dramatically. The corporation’s accumulated losses went from $174 million to $366 million. 

The CHAIR: Leader of the Opposition, are we keeping this to the budget, and you are bringing something else out? 

Mr W.J. JOHNSTON: He is allowed to do this. 

Dr M.D. NAHAN: There has been a very large increase in accumulated losses. I assume that that is on the capital 
side of the budget rather than the operating side. Synergy indicates that it is cash flow positive, and I accept that. 
The people providing the minister with advice are expert on this; there is no criticism. But it is a very capital 
intensive business with a very large, old capital fleet, generally, that is going to come up for renewal, replacement 
or something in the not-too-distant future. I am trying to come to grips with Synergy’s capacity to fund the renewal 
of this fleet. Is the minister concerned about the accumulation of losses in the business and the business’s ability 
to cope with that? 

Mr W.J. JOHNSTON: No, I am not. I am indebted to Mr Waters for giving this information to me. The expected 
cash surplus over five years—the current financial year and the next four—is $436 million. It is expecting to throw 
off $436 million in cash in the current year and over the next four. At no time does Synergy expect to be cash flow 
negative over the forward estimates. That is the first thing. Of course, it has significant depreciation, and that 
depreciation and amortisation will be $633 million. Yes, it is a $200 million loss, but it is not a cash loss; it is not 
a cash deficit. One of the things that I have discussed with the board is whether it wants to take a more rapid 
approach to depreciation. Would it be better for the business to write off some of its capital immediately? If it was 
a private business, it would write all its assets to zero, crystallise all its losses quickly and then start from that fresh 
position, because it is cash flow positive. Imagine if we could work out some ways of dealing with some of the 
challenges Synergy faces. Imagine if we could have some way, as the member described in 2016 when he was the 
minister, of reducing the costs of the legacy generation fleet. Imagine if we could have an opportunity to deal with 
the tech, so that Synergy is not the only company burdened with the tech. The feed-in tariff runs out pretty soon, 
and that will help. What if we could do something about the decision of the Economic Regulation Authority to 
increase its cost base by transferring costs from transmission to distribution? I wonder whether we could do 
something about unwinding that. A range of business decisions can be taken to improve the future of this business, 
compared with its current position. I keep saying that no-one should doubt that this is a business with a challenge. 
The question is how we respond. One way the government is responding is to allow Synergy to borrow an 
additional $140 million to make sure it can deal with its capital investment over the next four years. 

Mr D.T. REDMAN: I am going to shift direction here for a second. I draw the minister’s attention to page 663 of 
budget paper No 2. Under the heading “Generation” there is reference to some investments in Collie power station. 
I note that there are issues of upgrades—condenser re-tubing, cooling tower refurbishment and so on. Can the 
minister give us some clarity on the life of this power station, and when the government expects to close the 
coal-fired power station, to be direct? 

Mr W.J. JOHNSTON: The government has made no decision about closing Muja power station. 

Mr D.T. REDMAN: The minister has just talked about the importance of some of the capital investment — 

Mr W.J. JOHNSTON: Did the member say Collie or Muja? 
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Mr D.T. REDMAN: I said Collie power station; there is a reference here. 

Mr W.J. JOHNSTON: Sorry, I picked up Muja, which is two lines below—my apologies. Collie power station has 
quite a long life, beyond 2030. 

Mr D.T. REDMAN: Let us jump to Muja power station. What is the minister’s prediction for the life of that? 

Mr W.J. JOHNSTON: That is a very interesting question, and I have an interesting answer for the member. 
I quote the words of the member for Riverton, from Hansard of 24 May 2016 — 

The ones that are ageing are Muja AB, C and D. They have very large added capacity to them. 
My understanding is that they come due to their technical end of life in the middle of the next decade. 

This was said in 2016, so that is the mid-2020s. The member continues — 

Often that does not mean anything. Hazelwood came to its end of life back in the 1990s and it is still 
going. The life of many of these facilities can be extended with major investment. Given the modelling 
we are looking at and given the growth of the RET, the Small-scale Renewable Energy Scheme, the 
growth of renewables and the excess capacity in the market, we will see the renewables, SRES and 
Large-scale Renewable Energy Target absorbing all additional growth in the market, plus some, and 
putting pressure on existing stock. 

I could not have said it better myself. 

Mr D.T. REDMAN: So it will be the mid-20s. 

Mr W.J. JOHNSTON: I am not saying that; I am saying that was the former government’s position. 

Mr D.T. REDMAN: This is estimates for the current government. 

Mr W.J. JOHNSTON: The government has made no decision about any closures. 

Mr D.T. REDMAN: The minister is talking about asset investment, refurbishing, and so on, which is important 
for the long term. He just talked about that at length, in fact, so I would have thought it would be in the mix for 
getting some understanding of the predicted life of these assets. 

Mr W.J. JOHNSTON: The asset investment program that the member has just pointed to is what we were just 
discussing. The money on that page for investment in Muja C and D is part of the $140 million that we had that 
long discussion about. It is there in front of the member—there is a profile of investment. 

Mr D.T. REDMAN: But I would have thought they were not significant investments in the context of those assets. 
I would have thought the government would have some appreciation or understanding of their likely lifetime. 
A few things are bringing pressure to bear. The minister talked about a price on carbon, the mix of assets, and the 
changing nature of the distributed energy resource, so a few things are putting pressure points on this. 

Mr W.J. JOHNSTON: I said before that there is a changed nature to the generation fleet. The problem with the 
old coal-fired stations is that it is hard for them to respond to that changed nature. When I visited Collie and went 
to the Muja station a couple of months ago, two of the units were out—one of the C units and one of the D units 
were not being used. From cold to working takes 18 hours—the member for Riverton could tell the member that. 
Compare that with 20 or 30 minutes for a gas peaker. The problem with these units is not whether we love or 
hate coal; it is about the dynamic of the modern market. The problem is that, during the day we have this 
massive take up of solar. This is what Audrey Zibelman talked about and what the member for Bateman asked 
about in his first question. The prediction in Audrey Zibelman’s work is that within a few years, we will have 
a middle-of-the-day demand for thermal generation of under 700 megawatts. Coal cannot be worked into that 
scheme. That is why we need to see how we can use batteries, for example, to store some of that energy during the 
middle of the day, so there is more space for thermal, then use that same energy in the evening and we do not have 
the massive ramp-up between 6.00 pm and 8.00 pm as everybody comes home and the renewables go off. 

[11.50 am] 

Mr D.T. REDMAN: I understand all that because that is the nature of what is happening, but there is a political 
interest in this because people are impacted by it, such as people in Collie. There no doubt it is a very sharp issue. 
The minister has been down there and met with people himself. I recognise that things are changing and that this 
is a round peg that people are increasingly trying to stick into a square hole. Is the government intending to give 
people any certainty about this, because people are impacted by it? 

Mr W.J. JOHNSTON: I have given some personal undertakings to the people of Collie. Firstly, we will not 
abandon them. If there was to be a closure, we would make sure that there was a package for the people of Collie. 
Secondly, I think coal has a long future in Western Australia’s energy system. I am saying both those things to people. 
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Mr D.T. REDMAN: The government recently decided to back away from an election commitment for a solar 
generator and a biomass generator in Collie and go to a fund, which might draw a heap of other business interests. 
That signals that there is unlikely to be an energy solution in Collie, which is somewhat in conflict with what the 
minister has just said. 

Mr W.J. JOHNSTON: That is not right. I think the member has mischaracterised our election commitment. 
I wrote it, so I know what it was. It was the opportunity for a capital subsidy for a private-sector proponent. It was 
not that we would build it. Nobody has come forward with a proposal. If they were to come forward with 
a proposal, we still have the funds available. We would have to talk to them about how much they need. We have 
finally said that that $60 million might be better used somewhere else. Technically, this is not a Synergy matter, 
but I am happy to talk about it. Part of the commitment was to do a feasibility study of pumped hydro, and we 
have done that. It is a bit problematic because there are some geological questions. Synergy paid for GHD to do 
the study. There are some technical problems with the nature of the geology down there, which I had no idea about. 
In questions about the Public Utilities Office, I was asked about the best place for future generation. Collie is 
clearly a critical part of that because all that money has already been spent on the transmission infrastructure. 
I think Collie has a great future. One of those might be what is called bottled sunshine. A hydrogen facility is set 
up at that spot, which absorbs the excess energy during the day and generates through a peaker, but using hydrogen 
instead of methane. There is a lot of opportunity in Collie. 

Mr D.T. REDMAN: The minister mentioned in his response that no-one came up with a response to solar 
solutions. Did that go to market? Was there a request for proposals to put up projects?  

Mr W.J. JOHNSTON: Technically, this should have been asked under the PUO, but I was not the minister so 
I am not aware. There were discussions, but I am not aware of any particular proposals. 

Mr D.T. REDMAN: I am asking whether the government asked for proposals. 

Mr W.J. JOHNSTON: I am not aware of what happened at the time. I was not the minister. I am not trying to be 
unhelpful. Perhaps if the member puts a question on notice, I can answer it that way, because I am not aware of 
the details. I am not trying to hide anything; I am just not aware of the details. 

Dr M.D. NAHAN: I liked that the minister quoted me and agreed with the quote. As he indicated by quoting me, 
in the middle of the next decade we will have some crucial issues to deal with replacing or otherwise coal fleet, 
such as Muja. Collie was built in 1999, I think, so it has a long history. The other issue is the suitability of the coal 
fleet to adopt to an increase in intermittencies and respond to both wind and solar power. Let us look at the 
utilisation rate and patterns of the coal fleet, particularly Muja. It is being used for something that it was not built 
to do, which is a risk. In my view, it is a big risk. I am no expert, but I think Mr Waters will confirm that. That is 
not far away. If the government is going to do something major such as replacing the coal fleet with a new 
coal-fired power station—maybe one of those more greenhouse gas–friendly power stations that have been talked 
about—it will have to start planning now. It will take seven or eight years to get something going. Since Synergy 
has a monopoly on the contestable market, when does the minister expect to start having a vision about the future 
investments of Synergy, particularly for those coal-fired power stations—whether they will be replaced by coal, 
gas or whatever? Is it the government’s policy to limit Synergy’s investment in the future as its capacity expires then 
seek private sector investment? Is that the government’s plan? Will Synergy’s share of capacity decrease over time? 

Mr W.J. JOHNSTON: That is a very interesting question. The first thing that I am not going to do is repeat the 
errors of the past and spend $320 million on refurbishing a 60-year-old coal-fired power station, because that was 
a disaster. It was a disaster for the people of Collie as much as for the taxpayers. 

Dr M.D. NAHAN: Talk to Mr Logan about that. That was his decision. 

Mr W.J. JOHNSTON: This is the typical thing that happens! In May 2009, the Premier came out of a cabinet 
meeting with Hon Peter Collier and announced that decision. I do not understand why the Leader of the Opposition 
thinks that decision was made before May 2009. We can go through this another time, but it is simply wrong. 
That is when the decision was made. 

I am not going to do that because it was a disaster. It was a disaster for the people of Collie, because it gave them 
a false sense that all that money could be spent to get something good at the end. I am not going to spend all that 
money not telling the truth to the people of Collie. The nature of generation is changing. I do not get why the 
Leader of the Opposition does not seem to understand this. The single largest source of generation capacity in 
Western Australia is now solar.  

Another thing I am not going to do is follow Clive Palmer’s and the member for Riverton’s calls for the building 
of a nuclear power station. That would increase costs. I saw Mr Palmer taking up the member’s views about 
building a nuclear power station. He said that energy costs would be halved if we did that. Actually, as the member 
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knows, they would double. I do not agree with the member for Riverton’s idea of building a nuclear power station, 
so I am not going to do that either.  

There is a change in the nature of the generation fleet. That is why we have the whole-of-system plan underway and 
the Australian Energy Market Operator was pleased to support the government’s decision. The member for Bateman 
was sitting at the same table as me when Audrey Zibelman, the CEO of AEMO, endorsed the government’s plan 
for the future of the generation fleet in Western Australia. We are ahead of the game, looking to the future and 
making decisions that are needed to support our energy sector. 

Dr M.D. NAHAN: I have heard the minister’s history lesson before. It is more fiction than non-fiction, but 
nonetheless, we are talking about Synergy. Its challenge is going forward. We are trying to get some idea from the 
minister about the future of Synergy as its fleet gets older and it is challenged by new technology. We would like 
an idea of the policy approaches the government has towards Synergy, if it has any. Will it invest in the replacement 
of that fleet in the future or will the government allow the private sector to do it? 
Mr W.J. JOHNSTON: As the member pointed out when he was the minister, the single largest investment in 
energy generation is being made by householders. The last time I noticed, householders were not controlled by the 
government. The reality is that the generation mix in Western Australia is dramatically changing. It is a completely 
different environment now. The question we have to ask is: how can we utilise that changed development 
environment to make a better outcome for users of energy? That might be by Synergy sometimes investing in 
generation. I have had a number of discussions with the board and the CEO about the idea on that level. There 
may well be generation investments by Synergy. There will probably be continuing investments from the private 
sector as well. I imagine that we will see both types of investment in the future, as occurred in the past. 
[12 noon] 
Mr D.C. NALDER: I wanted to pick up on a slightly different tone. I refer to page 280 of budget paper No 3. 
Can the minister explain why business tariffs are forecast to be 8.1 per cent every year over the forward estimates? 
We are looking at more than 30 per cent over a four-year period. It is obviously very large. I am just trying to 
understand what is driving it. 
Mr W.J. JOHNSTON: This is one of the two questions that the member asked the Treasurer yesterday. I was 
watching on the monitor. I am going to give the same answer that the member for Riverton gave me when I asked 
the question in opposition. That is a cost-reflective tariff. Of course, that does not mean anybody pays that because 
it is the contestable market, so they can go to another retailer or they can come to Synergy. 
The CHAIR: That completes the examination of Synergy. 
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