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PILBARA ENERGY PROJECT AGREEMENT (TERMINATION) BILL 2013 
Second Reading 

Resumed from 27 November 2013. 

MR W.J. JOHNSTON (Cannington) [12.46 pm]: I rise to make some remarks on behalf of the Labor Party 
about the Pilbara Energy Project Agreement (Termination) Bill 2013. I let members know that we will be 
supporting the bill. I will go briefly into consideration in detail just to get a couple of things on the record. I do 
not believe there is anybody else on my side of the house who will speak; I think they are actually all up at a 
briefing. However, it is not my intention to speak for very long. 

Mr C.J. Barnett: I’m sure they will rush back into the chamber to listen! 

Mr W.J. JOHNSTON: No, no, I mean to make their own contribution, not to listen to my contribution. 

Firstly, the Minister for State Development’s second reading speech outlined substantially what this bill is about. 
BHP Billiton has a state agreement and part of that state agreement included the building of two power stations 
and some transmission lines. BHP has now made other arrangements for its energy needs and it sold those 
facilities to Alinta. Alinta now wants to find new customers, but because these facilities are covered by a state 
agreement, it cannot actually use them outside the subject agreement. 

What is happening is that we are creating, effectively, a temporary agreement, moving the facilities from the 
BHP Billiton agreement to be an agreement with the Alinta joint venture, so we can then cancel the agreement. 
The reason we are cancelling the agreement is to allow the facilities to be covered by just the ordinary laws of 
the state. Just as any other power station owner and transmission line operator can, Alinta will be able to sell the 
energy and use the transmission lines as it sees fit or as it can find customers. It is well known from the media 
that Alinta has entered some form of agreement. I do not know how far advanced it is on the agreement, but it is 
well reported in the media that it has an agreement with the developers of Roy Hill to provide power to the 
Roy Hill project. That is a good thing. I make the point that it is a good thing because we are not building 
another power station; we are using the facilities that already exist in the Pilbara for a new project. Obviously, 
that is a benefit to everyone because we do not necessarily want to build a new facility if we have facilities 
already available. 
The Labor Party is very pleased to support the proposal put forward in this agreement. Our members’ view is 
that it is often better to avoid state agreements and, when possible, to simply use the ordinary laws of the state 
for business to operate, because in that way there is no question about special favours being done for one project 
over another. Also, there is a superior regulatory regime from the state’s perspective, so that over time, as 
particular issues may arise, the state has the capacity to adjust its laws to take account of the evolving situation 
and is not tied to the past. 

I note that the Premier’s second reading speech on the Pilbara Energy Project Agreement (Termination) Bill 
2013 stated — 

In early 1993, the Labor government of the day had agreed to discharge all of BHP’s processing 
obligations under its Mt Newman, Mt Goldsworthy, McCamey’s Monster and Marillana Creek iron ore 
state agreements, in return for the construction of the Pilbara energy project. However, following the 
election in 1993, the then Liberal government considered that the economic benefit to the state of the 
Pilbara energy project was substantially less than BHP’s processing obligations under its four state 
agreements … Therefore, the state government entered into new arrangements that provided for BHP to 
undertake the Pilbara energy project under a new state agreement, which would only discharge the steel 
making obligation contained in the Iron Ore (Mount Newman) Agreement Act 1964; an obligation for 
BHP to enter into a new processing agreement to consolidate BHP’s remaining processing obligations 
under its three other iron ore state agreements; and the imposition of iron ore mining tonnage 
limitations under those three agreements, linked to BHP’s processing performance. These latter two 
conditions were discharged through the construction of the hot briquetted iron project at Boodarie in 
1999. 

I am not going to go on at length—I do not want to have an argument with anybody today—but I draw attention 
to the fact that despite the agreement requiring downstream processing, it was unable to be done. The hot 
briquetted iron project was seemingly $2.3 billion or $2.4 billion of capital for BHP Billiton, and for technical 
reasons it never worked. 

Mr C.J. Barnett: Unproven technology. 

Mr W.J. JOHNSTON: Yes, they went from the benchtop to — 

Mr C.J. Barnett interjected. 
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Mr W.J. JOHNSTON: As I say, Premier, I am not in the mood to have a big fight today, but I can go back and 
look at the words the Premier used at that time, and I am trying to avoid that. My point is that the processing 
obligations did not achieve anything, and I think I and the Premier have agreed in the past that it was an old-
fashioned approach to trying to get downstream processing. I think the Premier described it as trying to make 
mining companies into steel producers; I would use different terminology, but I think we are largely actually 
agreeing, for a change, that this style of agreement does not work. 

Mr C.J. Barnett: I don’t agree with that. 

Mr W.J. JOHNSTON: I cannot see any achievements anywhere in the state where companies have produced 
something they would not have otherwise done. Take nickel processing: companies are not going to export 
unprocessed ore out of Western Australia. The trick, of course, is that the nickel producers are going to be 
saying, “What happens next?” Will there be any refining at all in Western Australia? There are reports, for 
example, that BHP Billiton is thinking of selling its Nickel West assets to Xstrata. If that were to happen, it 
would be interesting to see what Xstrata might do. Because energy costs in Western Australia are so high, when 
the nickel agreements expire it is not clear that the nickel assets are going to survive. BP has a state agreement to 
maintain the Kwinana oil refinery; what will happen when the state agreement expires? That will be interesting. I 
am not sure that state agreements have produced what was expected of them in the past. 

Alinta will be able to find customers for its energy in the Pilbara. I know the Premier probably does not agree 
with this, but when Alannah MacTiernan was Minister for Planning and Infrastructure she sponsored a proposal 
to Infrastructure Australia to look at the funding of an inland connector to try to complete the Pilbara grid so 
there could be more sharing of energy infrastructure in the Pilbara. I know many parties would like to have a 
further look at that. When I visited CITIC Pacific a couple of years ago and saw its magnificent power station 
sitting there ready to go for when the mining operations started, it explained that one of the issues for it about 
making those facilities available to a distant taker of the energy it produced was that it does not necessarily have 
much spare capacity, but certainly if it connects to a grid, what the rules around that are. The problem for it is 
that it then gets all the rules that apply to a power station being imported into its project-specific power station. I 
think there is an opportunity for us to have a look, with the federal government, at how we can make sure the 
regulations in the energy sector do not deny us the opportunities to get the best value out of investments in 
Western Australia. 

In a media statement of 6 March, the Minister for Energy announced — 
• Electricity Market Review to identify options for improving market 

• Government pursuing ways to reduce rising costs of production and supply 

• Change needed to encourage further private sector investment 

It was a policy of the Labor Party going to the 2013 election that a review should be conducted by the Public 
Utilities Office to discern what the next steps in market reform should be. That is why the Labor Party has 
welcomed the decision of the government to follow our suggestion and call for a review into the next steps in 
market reform. I note that on 28 August 2012 the then Minister for Energy, Hon Peter Collier, put out a media 
release headed “Blueprint for WA’s strategic energy future”. That media release announced the tabling of the 
“Strategic Energy Initiative: Energy2031: Building the Pathways for Western Australia’s Energy Future”; I have 
it with me today. Interestingly, Minister Collier said about the strategic energy initiative — 

The breadth and depth of issues that we face requires a cohesive and comprehensive strategic energy 
policy framework. The Energy2031 vision covers all aspects of the energy supply chain—the supply, 
planning, delivery and use of energy in the Western Australian economy. Energy2031 also recognises 
the importance of education, information provision and research across the supply chain. Of course, 
affordable, reliable, secure and clean energy are the end goals of this supply chain. 

It is interesting that the Labor Party criticised “Energy2031” for being very little more than motherhood 
statements. The fact that none of the work from “Energy2031” has been found relevant by the government to 
actually change anything is an indication, in my view, that it was a significant failure. As I say, I am not about to 
have a big debate or argument with anybody today, but I will make another observation about the review that 
was announced by the current minister last week. I make the observation that one of the cost drivers that is 
pushing up expenses for operators in the south west interconnected system is the tariff equalisation contribution. 
From the terms of reference it would appear that the TEC is outside the scope of the review. That really, I think, 
is a weakness; the review should look at that because that is, in rough terms, about two-thirds of the subsidy 
being provided to Synergy, which is actually then paid on to Horizon.Most people in the energy sector point to 
the rising cost pressures on Horizon as one of the problems that has led to the rising costs of delivering power in 
the south west because, of course, the gap between the cost and the price of energy at Horizon is paid for by 
consumers in the south west. Although the Labor Party makes it clear that it is completely committed to a 
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uniform electricity charge, that could be funded in many ways. Given that the tariff equalisation contribution is 
less than the amount currently being paid to Synergy, we can see that we can direct pay the TEC and not increase 
the subsidy paid to the energy sector. Why is it important to expose cross-subsidies? If we do not, they will never 
be dealt with. That was the reason industry in Western Australia asked for market reform.  

I am always amused when people comment on the Labor Party’s deregulation of the electricity system. It was 
asked of the former Labor government, of course, by industry after a long process of consideration of industry 
players’ views. They asked for that reform, and that is obviously why it was widely supported and widely 
welcomed, and continues to be widely welcomed by people in the sector. 

Mr C.J. Barnett: It was a major failure and cost the taxpayers of Western Australia $1 billion. Don’t try to 
pretend it was successful; it’s a disgrace. That is twice as much as subsidising more than $100 million a year. 

Mr W.J. JOHNSTON: The government will cost the taxpayers of Western Australia $2 billion over the next 
four years. That is twice as much. The amount of $2 billion will be the subsidy paid to the energy sector by this 
government over the next four years, so if $1 billion is a lot of money, I reckon $2 billion is more. 

Mr C.J. Barnett: It was because of your bungles in Western Australia. Western Power used to be profitable. 

Mr W.J. JOHNSTON: That is an interesting comment, Premier. Western Power paid dividends because it did 
not maintain its network properly. There were comments in the media only this morning about this issue and that 
for many years Western Power failed to properly maintain its distribution and transmission network, and we are 
still suffering due to that. I point out that according to the Economic Regulation Authority more than $1 billion 
of savings have been made by exposing Western Power to proper regulation. We can go down that track but the 
facts speak for themselves. 

Mr C.J. Barnett: Yes—$1 billion cost. 

Mr W.J. JOHNSTON: The cost of wholesale electricity fell by 50 per cent after disaggregation—50 per cent 
reduction in the wholesale price of electricity in the wholesale energy market. 

Mr C.J. Barnett: What about the retailers and consumers; how do they fair? 

Mr W.J. JOHNSTON: The Premier increased prices by 86 per cent, I think. 

Mr C.J. Barnett: To recover the $1 billion. 

Mr W.J. JOHNSTON: That was the Premier’s decision. No-one else in Australia was responsible for that. 

Mr C.J. Barnett: That’s right; to cover your losses. You can’t rewrite history I’m afraid. 

Mr W.J. JOHNSTON: I love the term “losses”. That is a really interesting word. The amount of $330 million 
was spent on a power station that does not produce electricity. If we tried to sell it, it would be worth 
$27 million, and the Premier talks about losses. 

Mr C.J. Barnett: If you’re talking about Muja, you’d be $100 million out on that. 

Mr W.J. JOHNSTON: How much is it worth? 

Mr C.J. Barnett: A lot more than $27 million. 

Mr W.J. JOHNSTON: According to KPMG, the future asset value is $27 million. 

Mr C.J. Barnett: It’s a different concept. 

Mr W.J. JOHNSTON: That is only if we write off $330 million up-front. The amount of $72 million has 
already been written off that project. I have asked the Minister for Energy what value was placed on the Muja 
project at the time it was transferred on 1 January from the energy generation corporation to the energy retail and 
generation corporation. It will be interesting to know what that figure was because, clearly, there have been even 
more losses since 30 June 2013. But we will get onto that later. 

It is important to create a competitive market in the north west. The more opportunity there is for competitive 
tension in the market place in the north west, the better. That is why we support moving away from a specific 
agreement for these assets. I will have some technical questions about access to the transmission lines when we 
go into consideration in detail. I want to know what sort of regulatory arrangements will take place on third-party 
access to the transmission lines. One of the very important issues in the energy sector is the need to make sure 
that there is as much access as possible to the infrastructure by third parties. When we undertook the gas inquiry 
and were in Victoria it was raised with us by various people that the pipelines in the gas sector are accessible by 
third parties but not the processing plants. It is quite possible that in Western Australia over the next few years a 
number of processing plants will no longer be used by their original developers. It will be interesting to see how 
we can make sure those types of assets are available to third parties to ensure there is as much competition as 
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possible in the energy sector, so I will ask a couple of questions about the transmission assets as we go through. 
If the Premier wants to read it, the three transmission lines are defined in clause 7 on page 8. 

The Labor Party wishes Alinta well; we hope it will complete its contract with Roy Hill and deliver competitive 
energy to the Roy Hill project, which promises to employ thousands of Australian workers and produce more 
export income for Australia and more royalties for the Western Australian people to help the state get out of its 
current financial problems. These are part of the important steps we are trying to take. On behalf of the Labor 
Party we support the bill. 

MR C.J. BARNETT (Cottesloe — Minister for State Development) [1.06 pm] — in reply: I thank the 
opposition for its support of this legislation. Many people probably think I have been around this Parliament for 
too long, but it is one of the peculiarities of history that when I became a minister in 1993—a long time ago—
one of the first bills I dealt with was the Pilbara Energy Project Agreement Bill, and here I am terminating my 
own legislation. It is rare in politics to erase our own achievements. It is very emotional for me as members can 
imagine. 

This agreement act has served its purpose. At the time, it allowed for construction of the gas pipeline between 
Karratha and Port Hedland, power stations and the like. It was essentially centred around the operations of BHP 
Billiton Pty Ltd. I well remember the construction of the pipeline itself, which is over 200 kilometres long. It 
was built very efficiently in a matter of only six or eight weeks; it was a great engineering feat, and just beat the 
cyclone season. The history of that project was referred to by the member opposite. I do not want to start a row, 
but I remember it very well. I had been a member of Parliament for just over two years and I was Deputy Leader 
of the Liberal Party. We were going into the 1993 election and Dr Carmen Lawrence was Premier. At the 
beginning of that election campaign—in fact, it may even have been during the formal caretaker period—the 
then Premier announced an arrangement with BHP whereby BHP would build this energy project and in 
exchange it would be freed of all obligations under all its state agreements for the Pilbara iron ore industry. I 
remember at the time I was asked to comment on that saying, somewhat famously, “All bets are off; we are in an 
election, and if the Liberal–National Parties are elected, although we certainly support the Pilbara energy project, 
we will revisit the agreement reached.” As history played out, that election saw a win for the Liberal–National 
Party and we then told BHP it would not be freed from all its obligations across every state agreement it held, 
and we renegotiated. The agreement for the Pilbara energy project gave BHP freedom from further processing 
obligations on the Mt Newman agreement. It also included other requirements as well as a requirement for 
further processing. That was the sad history of what happened. For whatever reason, BHP agreed to further 
processing and wanted to produce a direct-reduced iron or a hot briquetted iron product. It built a plant and, in a 
strange decision, decided to use unproven technology to build a world first of a particular technology. The plant 
had massive cost overruns—what was originally meant to be around $400 million ended up costing over 
$2 billion. It proved very difficult to operate. All sorts of re-engineering took place, costs continued to rise and 
the delays continued. Of four lines, I think eventually BHP got two working and did produce HBI. There was 
then a fire in the plant and tragically one of the workers lost his life. Following that, BHP abandoned the project. 
Had BHP simply used a proven technology like Midrex, from an American group, it probably would have spent 
under $400 million and I would say that the plant would be operating today. There are dozens of Midrex plants 
around the world producing HBI. The risk of going into new technology was borne out by those events. 

That was that, but nevertheless, this agreement act, which was introduced in 1993 and passed in early 1994, 
allowed for the pipeline, the power stations and the processing obligations to be reinstated, and it was successful 
in the sense that the Pilbara Energy project was built. BHP has since sold the pipeline and it was bought by the 
then Epic Energy. The power stations have been sold and Alinta is now in control of those, and the agreement 
has really become redundant. The member opposite said he does not really believe in state agreements. 

Mr W.J. Johnston: I didn’t say that. 

Mr C.J. BARNETT: Okay, he does not think they are the way to go. I would agree that if we had totally mature 
infrastructure across Western Australia, there would not be much need for state agreements. 

Mr W.J. Johnston: Can I just clarify what I meant? 

Mr C.J. BARNETT: I know what the member meant. 

Mr W.J. Johnston: I do not believe in the downstream processing side of state agreements. 

Mr C.J. BARNETT: Okay. By their nature state agreements have allowed major projects to be developed and it 
is a fact that over 80 per cent of all petroleum and mining production in Western Australia occurs under the 
auspices of a state agreement. The modern state agreements in recent years are far less prescriptive and detailed 
than some of the ones dating back to the 1960s and 1970s; however, the agreement served its purpose. The 
power stations are there and they are under different ownership. Investment is going into the transmission line to 
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the Roy Hill project and the pipeline and the stations are already under separate ownership. Agreements are there 
to get a project up and operating. The ideal agreement is one that eventually becomes redundant; it has served its 
purpose and it does not need to be on the statute books, and that is where this one has got to. 

The Pilbara energy grid was referred to. Yes, that is fine, but I do not see that the taxpayer needs to put vast 
amounts of money into what should be privately funded infrastructure for iron ore miners. Although I support 
the concept of more sharing, open access and all of those things, I think it should happen through the general 
market development, and indeed, that is what is happening—this is an example of it. That is probably all I need 
to say. I have a final comment that, somewhat ironically, with China now being the predominant buyer of iron 
ore and with President Xi Jinping changing policy in China towards reducing the environmental impacts of 
industry, all these years later China is now starting to say it actually wants higher grade iron ore. The only way 
Western Australia can produce higher grade iron ore is through the processing of magnetite or the use of a direct-
reduced iron plant to upgrade both magnetite and hematite. Maybe it is back to the future and we may well see 
investment in further processing. Indeed, projects like Karara take a low-grade iron ore at 35 per cent and 
produce a higher grade concentrate that attracts a premium price and market access. That is the ever-changing 
Pilbara. I thank the member opposite for supporting the legislation. The act has served its purpose and it should 
be repealed. 

Question put and passed. 

Bill read a second time. 

Leave denied to proceed forthwith to third reading. 

Consideration in Detail 

Clauses 1 to 6 put and passed. 

Clause 7: Schedule 2 inserted — 

Mr W.J. JOHNSTON: I draw the Premier’s attention to the definition of “Port Hedland Facilities”, which starts 
on page 7 and goes over to page 8 of the bill. At the bottom of that page the three transmission lines are defined 
and I wonder what access arrangements will apply to those three lines. The Premier or the department might 
know whether there is actually spare capacity on them and whether there is any intention to have any access 
arrangements for them so that third parties can access them now. Having said that, they are quite short 
transmission lines. 

Mr C.J. Barnett: Yes, they are basically local. 

Mr W.J. JOHNSTON: Yes, but we could imagine someone wanting to build onto the end of them. 

Mr C.J. BARNETT: I am advised that these are short lines; they are basically in the Port Hedland industrial 
area. Ultimately, the planned transmission line to Roy Hill may prove more significant in terms of access issues. 
Access to these transmission lines will be based on commercial decisions taken by Alinta but under the existing 
laws of the land, so there is no special or unusual arrangement. I think the member makes a fair point and it will 
be important on the long transmission lines, as we are seeing mines popping up all over the Pilbara at the 
moment. 

Mr W.J. JOHNSTON: I move to page 10 of the bill and clauses 2, 3 and 4 of schedule 2. I have spoken to 
Alinta many times and I know it is very keen to get this issue sorted out as quickly as possible. This agreement 
has to be done by 30 September. Is there a particular date by which the Premier is expecting the bill to be passed 
through the process and signed off? 

Mr C.J. BARNETT: I am advised that the date being worked to and hoped for is 30 March. Whether it can get 
through the upper house by then, I do not know, but I think the expression of support here will give the other 
place some comfort. The critical factor is obviously the formal go-ahead for the Roy Hill project and the 
agreements there. This is like a never-ending story with us waiting for someone to say it is happening while 
thousands of people are out there working on it. I think the support in this place will give the upper house that 
confidence, and the member has expressed that. 

Mr W.J. JOHNSTON: The Premier does not have to get up to answer this, but I make the point for the purpose 
of the record that I do not think the bill will be able go through the upper house because of its standing orders, 
given that it is not sitting again until April. I just want to make sure that everyone involved in the project 
understands that the Parliament should not be seen as being an impediment to the commercial negotiations. I 
make no comment about the commercial negotiations, but they should happen separately. 

I refer to clause 4(3)(b) of the agreement on page 12. I did have this explained to me by the advisers when I got 
my briefing. Are we saying that we understand that the joint venturers will make this application but we are not 
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specifically saying that the application will be granted? Is there any expectation of best endeavours or is it just 
that they have to cop what happens? 

Mr C.J. BARNETT: That is for where the power station units, easements and the like are physically located. 
We do not anticipate any issue, but the passage of this bill is required before they can conclude that. 

Mr W.J. Johnston: But you haven’t given any comfort option? 

Mr C.J. BARNETT: No, but it is not anticipated that there will be an issue. 

Mr W.J. Johnston: No anticipated problem? 
Mr C.J. BARNETT: No. 

Mr W.J. JOHNSTON: I will come to my final question. Just looking around the chamber, I will have to call a 
quorum to get all my colleagues in here. 
Mr C.J. Barnett: You can make a third reading speech. 

Mr W.J. JOHNSTON: Yes, I will have to, to give them time to get back. 

Paragraph (d) of the same clause of the agreement on page 13 refers to the registered holders of mineral lease 
244SA and crown lease K858923. Is that a reference to BHP Billiton? 
Mr C.J. Barnett: Yes. 
Mr W.J. JOHNSTON: That will therefore not cause any trouble because the agreement is in BHP’s interests. 

Mr C.J. Barnett: I think for all the parties—BHP, Alinta and their customers—it is all mutually agreed. 

Mr W.J. JOHNSTON: They are the only questions I have. 

Clause put and passed. 
Title put and passed. 
Leave granted to proceed forthwith to third reading. 

Third Reading 

MR C.J. BARNETT (Cottesloe — Minister for State Development) [1.22 pm]: I move — 

That the bill be now read a third time. 

MR W.J. JOHNSTON (Cannington) [1.23 pm]: Mr Acting Speaker — 

Mr C.J. Barnett: You’ve got 40 minutes! 

Mr W.J. JOHNSTON: Yes. Look! Here is the member for Mandurah returning to the chamber at the perfectly 
appropriate time. 

I think we saw in action here the way Parliament often works in cooperation across the chamber, and we are all 
very pleased that the bill has been agreed. 

Question put and passed. 

Bill read a third time and transmitted to the Council. 
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