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ENERGY PORTFOLIO — ELECTRICITY MARKET REVIEW PHASE 1 DISCUSSION PAPER 
Statement by Minister for Energy — Response 

MR W.J. JOHNSTON (Cannington) [3.44 pm]: I rise to make some remarks in reply to the statement made by 
the Minister for Energy after question time. 

We welcome the commissioning of this report because it was what we promised to do at the election campaign. 
Anytime the Liberal Party implements one of our election campaign commitments, we will welcome that. I note 
it is the end of the “Energy2030: Strategic Energy Initiative” and I will return to those things. I want to start with 
an unfortunate problem that the government has created. 

In question time today we asked the minister about the process for appointing a new board chairman and a new 
director of Synergy. I make the point that the government and the minister must comply with the law even when 
it is inconvenient. That is fundamental to the process of responsible government. Not only that, it was the 
minister himself who created the framework for these board appointments to take place. The legislation provides 
that it has to be in consultation with the board. That is what the minister asked to happen. However, we do not 
have a board. Synergy has two directors, but they are not the board of the company. The board comprises only 
four directors because there has to be a quorum for the board to exist. The minister likes to say that I am some 
type of bush lawyer. I am no lawyer and that is why I listen to people with understanding of these matters. The 
understanding of these matters tells us that if the board does not have a quorum, the board does not exist. The 
directors may be there. There may be two directors, but there is no board. That means that given the minister 
asked Parliament and we agreed to appoint a director only after consultation with the board, these two gentlemen 
are not directors of Synergy. That is a serious problem for the government. It is also perhaps a serious problem 
for these two gentlemen because they cannot be paid any money by Synergy, they cannot attend board meetings 
and they cannot make decisions on behalf of Synergy. I am not a lawyer; they are just the facts. The minister set 
up this regime. There is no quorum for a board and they cannot be appointed without consultation with the 
board. The board cannot meet, even by remote control or in any other format, such as teleconference. There is no 
capacity for the board to meet. Therefore, the minister cannot consult with the board and he cannot appoint 
directors. 

We became aware of this information only at question time today when the minister answered my questions, so I 
have not been able to take any action arising from that. However, I tell the minister now and the people of 
Western Australia that I will write to the chief executive officer of Synergy to point out the serious consequences 
of this minister’s failure to comply with the laws of Western Australia. I will also write to the Auditor General to 
point out the issues to him. I make the point that anyone who makes directors’ payments to these people will be 
acting unlawfully and may be subject to action. Therefore, every person in Synergy who is dealing with matters 
of payments from Synergy to its directors will have to consider their position. It may be the case that this 
minister is placing them in the invidious position of acting without authority. This has potentially serious 
consequences for people in Synergy if they allow payments to be made to these two alleged directors. The 
minister has a way to solve this problem. I have said in public that I think Mr Rowe is a fine and outstanding 
contributor to the public policy debate in Western Australia and I am sure he will do a fine job as chairman of 
Synergy. I have also said that that does not mean I agree with everything he talks about. I do not know Mr Hunt, 
but given he was previously a member of the board of Synergy, I am sure he is a capable individual, and I have 
had a look at his CV as well. This is not about those two gentlemen; they are obviously fine candidates for the 
job. This is about the competence of the minister. The minister can fix this. All he has to do is bring legislation 
back to the Parliament, which the opposition will commit today to support, that will facilitate the appointment of 
the two new directors to give the board a quorum so that the company can operate with the board. If the 
government asked us to, we would even agree to make that retrospective to yesterday, Monday or whenever it 
was that the government tried to appoint these two gentlemen to the board. 
The laws of Western Australia have to be complied with. We cannot allow an arrogant government to ignore the 
laws of this state. That is a slippery slope to chaos and an unacceptable infringement of the role of Parliament. 
The minister asked for these laws. The opposition did not ask for them. These are the laws the minister provided 
to us. The chaos on the board of Synergy is a direct result of the interference by this minister in the operations of 
the board. This minister has held meetings with two directors of the company without the knowledge or 
participation of the other four directors. That is not acceptable behaviour by a minister of the Crown. The 
minister said in the media that he was aware of conflict in the board of Synergy and that he would allow the 
chairman to resolve those problems, yet he held meetings with individual directors. How do I know that? Other 
directors have told me that the minister told them he had those meetings! It will be interesting to hear what the 
minister says about those things. The minister has not written to the resigning directors, insofar as I am aware, to 
thank them for their service. The Premier was silent yesterday when I asked him whether he had thanked those 
directors for their service. That shows the disdain that this minister has for proper government process. 
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The minister said quite coyly in his statement today that he was given the report last month. He was given it a 
month ago, but it spent a month on the desk of the Premier. The question here is: what elements of the draft 
report were rewritten in the Premier’s office or the Minister for Energy’s office? Can the minister provide the 
original draft that came from the Electricity Market Review Steering Committee to his office and to the 
Premier’s office? The problem is the massive gap between the rhetoric of the minister and the contents of the 
“Electricity Market Review Discussion Paper”. I will give members an example, which will take us into 
technical issues. I love this stuff! Page 11 of the steering committee’s discussion paper reads — 

Although the Replacement Vesting Contract addressed problems arising from the “net-back” 
arrangements and Displacement Schedule, it was nevertheless an administratively-generated solution to 
a market problem, and it created other market distortions of its own. 

This paper clearly outlines how the incompetence and inefficiency of the Liberal–National government drove up 
costs in the energy system at the expense of the taxpayers of this state—families and pensioners across the state. 
Although that is not what the minister says in his notes that is what happened. On page 17, the paper notes — 

Achieving lower energy prices in the retail market therefore appears to rely on bilateral contract prices 
and transfer prices from the wholesale business unit to the retail business units of Synergy being set in a 
more competitive environment. 

That an interesting comment, because in October last year the minister was advised about this issue by Mr Sims 
of the Australian Competition and Consumer Commission, who noted in his letter of 11 October 2013 — 

Further, the ACCC is concerned that the proposed merger will increase barriers to entry and expansion 
by independent retailers and generators. By creating a dominant, vertically integrated generator and 
retailer, the proposed merger will reduce the availability of counterparties for any new entrant wishing 
to enter into bilateral energy contracts, thereby increasing the risks associated with entry into generation 
or retailing. The expected reduction in energy being traded through the South West Interconnected 
System (SWIS) (due to the vertically integrated entity sourcing much of its energy requirements from 
its own generation) would also reduce transparency in the SWIS. Further, given the competition 
concerns arising from the proposed merger, it would increase the need for regulatory oversight. This 
would ultimately be to the detriment of electricity customers; consumers are served better by 
competition than by regulation. 

In October last year the minister was told what was going to happen. He did not need this paper to tell him again 
that the merger of Verve Energy and Synergy, and other changes made by the Liberal–National government, 
would drive up costs; he knew it! This paper demonstrates that the Liberal government has failed to manage the 
energy system for every day it has been in office. It has been driving up costs in the sector because of its bad 
decisions. It is also interesting to note that this paper makes no mention of the strategic energy initiative, which 
was supposed to set out the blueprint for the future of energy supply in Western Australia. That whole report, 
which took the former minister two and a half years to complete, has disappeared. The Liberal government 
should hang its head in shame. This paper shows how the Liberal government has allowed costs to increase. The 
minister says that the community service obligation subsidy has increased ninefold since 2006. A chart in this 
paper shows that it has gone up massively under this government. This government has cost taxpayers and 
consumers in this state millions and millions of dollars. This minister’s management of the electricity system has 
caused $500 million to be lost. 
I want to particularly note one element of the discussion paper that I think highlights the danger of this minister’s 
obsession for selling Verve, the amalgamated Synergy and Western Power. Page 30 of the paper reads — 

The low WACC further entrenches the role of government in the electricity supply chain because it is 
reasonable to conclude that private sector capital would not invest in Western Australia when it can 
achieve a significantly higher rate of return in other markets. 

It asks the question — 
A higher WACC would encourage network investment but could lead to an increase in network 
tariffs. Is this is a necessary trade-off to achieve a reliable network? 

That says in plain English that if we let the network operator make more money, we could sell it to the private 
sector, but that is not in the interests of the community and energy consumers. It might be in the interests of 
investors, merchant banks, consultants and all those other people who would be involved in the sale of Western 
Power, but it would not benefit consumers. 

We also need to note that the paper recommends the re-creation of Verve. In the debate that we had in this place 
last year about merging Verve and Synergy, I put to the minister that we should let Verve sell electricity and let 
Synergy generate electricity and we would not need to do anything because we would have two gentailers. The 
minister said that we could not do that and it would not work. We know why—the Premier would not let him, 
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yet that is exactly what is recommended in this report. I am not saying that I agree with those recommendations 
but if that is the plan, why go through the charade of abolishing Verve and then recreating it in a new form? It 
does not make sense. Why abolish something and then recreate it? 

It will be interesting to see how the community and the business sector respond to this discussion paper. There 
are some elements that I support and some that I do not. I note that it effectively does not mention disruptive 
technologies. That in itself is a complete and utter failure. It needs to be included. Any report that does not talk 
about the future changes to the technologies in the sector is failing to confront the biggest issues affecting the 
energy sector. Those are opportunities that will allow many more choices for people in this state. 

Debate adjourned, pursuant to standing orders. 
 


	ENERGY PORTFOLIO — ELECTRICITY MARKET REVIEW PHASE 1 DISCUSSION PAPER
	Statement by Minister for Energy — Response


