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ELECTRICITY CORPORATIONS BILL 2003 
ELECTRICITY LEGISLATION (AMENDMENTS AND TRANSITIONAL PROVISIONS) BILL 2003 

ELECTRICITY INDUSTRY BILL 2003 
Second Reading - Cognate Debate 

Resumed from 10 December. 

HON FRANK HOUGH (Agricultural) [10.11 am]:  My position on these Bills is totally unchanged from that 
which I held on Wednesday.  In fact, I now feel more strongly opposed to the Government’s proposition for 
Western Power Corporation.  In the uncorrected Hansard of 10 December, Hon Bruce Donaldson stated - 

When the Court coalition Government went to the election . . . it was clearly identified in its policy 
document that . . . $800 million needed to be spent over an eight to 10-year period . . .  

Ironically enough, this morning Hon Bill Stretch introduced a motion that consolidates that position.  I disagree 
with Hon Bill Stretch in the last bit of the motion where he said “whatever the outcome” - I hope that the outcome 
is in the negative.  Hon Bill Stretch is quite right, and I fully support his motion that consolidates my position on 
these Bills.   

In the uncorrected Hansard of 10 December, Hon Tom Stephens made a funny comment in reply to Hon Bruce 
Donaldson.  He talked about profitability in reference to Bremer Bay and said -  

I have never been to Bremer Bay.  Is it an economically prosperous community?  Does it produce wealth?  

It is besides the point whether the Bremer Bay community produces wealth and whether it should have its blasted 
lights on and have power going to the place.  This is Australia, not some Third World country!  Everyone is entitled 
to have power running to their place regardless of whether or not they are prosperous and productive.  What a 
stupid thing to say for God’s sake!  I totally oppose it and I find it offensive to people living in the country, who 
will be thinking that if they are not productive or economically viable, Australia will just snip them off and let 
them float away.  What a ridiculous approach to the Western Australian public.  It is a disgrace, to be perfectly 
honest. 

Hon Tom Stephens:  I think you are misrepresenting my position.   

Hon FRANK HOUGH:  I cannot misrepresent something that I have read out of the uncorrected Hansard.  Perhaps 
the minister will change it at a later date but I can only read what I see in front of me.   

My position is that Western Power belongs to the people of Western Australia.  It should not be flogged off or the 
doors should not be open for it to be commercialised or made into another multi-corporate business.  The people 
of Western Australia own Western Power Corporation.  The Government should spend money on it; it is an asset.  
People do not sell their homes so that they can rent them back; they keep their assets on the basis that their value 
will increase.  I will not go on much more because I know time is limited.  I do not think the break-up of Western 
Power Corporation would be good for Western Australians.  As the Court Government suggested, we should fix 
it up.  

Hon Ken Travers:  By selling it off.  They were going to sell off the power plant.  

Hon FRANK HOUGH:  That was not mentioned.  I am only repeating what Hon Bruce Donaldson said.  The 
Treasurer should have another think about this proposal and concentrate on improving Western Power.  If this 
proposal is being mooted on the basis that the cost of power in Western Australia is not competitive, perhaps the 
Government needs to appoint a chief executive officer who can run Western Power properly.  If power is too 
expensive, an actuarial study should be undertaken to calculate how much people should pay for it.  Western 
Power’s annual profit is fairly large, which should be used to fix up the organisation.  As you, Mr President, no 
doubt appreciate at this stage, I totally oppose the Bill.  

HON JOHN FISCHER (Mining and Pastoral) [10.15 am]:  The energy industry in Western Australia has been 
affected by a number of reforms over the past decade.  We are now debating another tranche of reforms contained 
in these Bills that is supposed to make the electricity industry more competitive.  In 1994, the State Energy 
Commission of Western Australia was disaggregated to form separate electricity and gas corporations to promote 
competition between these two forms of energy.  

With respect to the electricity industry, further moves have been made through the promulgation of the Electricity 
Transmission Regulations 1996 and the Electricity Distribution Regulations 1997 and, from 1 January 1997 under 
the Electricity Transmission Amendment Regulations 1997 and the associated transmission technical code that 
was published on 31 March 1997.  As a result, access has been available to Western Power’s transmission 
networks.  Similarly, access has been available to Western Power’s distribution networks from 1 July 1997 and 



Extract from Hansard 
[COUNCIL — Friday, 12 December 2003] 

 p14813c-14829a 
Hon Frank Hough; Hon John Fischer; Hon Paddy Embry; Hon Jim Scott; Mr Tom Stephens; Deputy President 

 [2] 

the associated distribution technical code published in July 1997.  The annual costs of access to the electricity 
networks and ancillary services and stand-by power prices are published annually.  

When access was made available in 1997, it was recognised that there could be disputes between Western Power 
and others who wished to use the transmission and distribution networks.  For this reason, the Electricity Referee 
and Dispute Resolution Regulations 1997 were enacted.  These regulations empower the minister to establish the 
office, but successive ministers have chosen not to take this initiative.  In their defence, as no disputes have been 
referred for the referee’s attention, there is little point in bearing the unnecessary cost of establishing the office.  
That is not to say, however, that disputes have not occurred over access to the electricity networks.  A number of 
firms in the industry have indicated to me that disputes have occurred.  However, perhaps in view of the time it 
would take to establish the office of the electricity referee, it has not been a player at this stage in the industry.  As 
a result, Western Power has used its market force to resolve most such issues in its favour.  In addition, since 
January 2000, customers with power needs of more than one megawatt have had the right to purchase their needs 
from private suppliers.  However, the Government did not think the foregoing was enough to promote competition 
in the industry.  In August 2001 it announced the establishment of the Electricity Reform Task Force to make 
recommendations to the Government on, first, the design of the Western Australian electricity market; second, the 
extent and phasing of the division of Western Power and its separate public enterprises; third, a Western Australian 
electricity code; and, fourth, arrangements for full retail contestability.  That is to give all customers a choice of 
power suppliers.   

The task force delivered its final report to the minister on 15 October 2002 and made 79 recommendations, leading 
to the legislation that is now under debate.  Some of the recommendations will be encompassed in regulations yet 
to be put forward.  It should be noted that the terms of reference for the Electricity Reform Task Force told the 
task force that Western Power would be disaggregated and, regardless of effects, benefits or disadvantages of such 
action, the only question that needed to be addressed was how and when Western Power would be broken up.  To 
assist in formulating its submission to the ERTF, Western Power engaged the Pacific Economics Group to analyse 
the reform issues and provide options on the appropriate reforms in the Western Australian electricity industry.  
Western Power chose the Pacific Economics Group on the basis that it is a well-recognised specialist economic 
consultancy group that has expertise in, and knowledge of, economic assessment within the power industry.  It had 
previously undertaken economic modelling of a number of power utilities in the United States and had checked 
their models against recorded financial outcomes.  It also had knowledge of and experience with power systems 
outside the United States.  It was significant that the Pacific Economics Group had just finished a similar 
assessment of the Hawaiian power system, which is not dissimilar in size to the Western Australian system, and is 
also an isolated system.  PEG was provided with the data it required to conduct its studies on the basis that it was 
up to PEG to independently draw its own conclusions; in other words, it was not the case of the client, Western 
Power, helping or directing the consultant along the way.  In its report titled “Reform of the Western Australian 
Power Industry: A Report to the Electricity Reform Task Force”, PEG made several recommendations.   

Page 5 of the executive summary states - 
• For the wholesale market, use the current bilateral trading system as a platform for moving towards 

a “net pool” rather than adopting an unconstrained gross pool; Western Power’s proposal for pricing 
top-up and spill power appears to be a constructive move in this direction  

• Delay the extension of retail contestability to customers with demands below 34 kW until there is 
confidence that wholesale markets are operating as planned; continue to monitor the experience with 
FRC in other jurisdictions and determine whether alternate reforms can deliver greater net benefits 
to smaller customers  

• Western Power’s current structure is a viable alternative; however, if the Task Force believes this 
structure will frustrate pro-competitive initiatives, the most appropriate option would be for Western 
Power to remain vertically integrated except for transmission system operations, which would be 
undertaken by a new entity  

That is a very important part of the recommendations.  It continues - 

• Western Power’s prices and service quality for non-contestable services should be subject to 
performance-based regulatory mechanisms for a multi-year period; bundled service prices would be 
regulated for customers without retail access privileges, while transmission and distribution prices 
would be regulated for customers with retail access  

In support of these recommendations, PEG submitted a document of almost 250 pages, which included two topic-
specific reports on scale and scope economies in power generation relating to an application in Western Australia, 
and competition and electricity supply analysis and evidence from selected markets.  The Pacific Economics Group 
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identified a number of issues.  I take this opportunity to read a number of excerpts from the executive summary of 
PEG’s report.  Paragraph 2 on page 1 states -  

Regarding the wholesale market, we believe that the most appropriate long-run arrangement is a bilateral 
contracting system that can serve as a platform for a “net pool.”  Net pool arrangements appear to be more 
successful than unconstrained “gross pools” in promoting effective wholesale market competition.  For 
example, two of the more prominent gross pool applications outside of Australia have been in the UK 
and California.  Generators in both cases have apparently been able to exercise market power to raise 
wholesale power prices.  This behavior prompted a series of policy reactions that increased regulatory 
management of putatively competitive markets.  Ultimately, both jurisdictions abandoned gross pools in 
favor of more flexible contracting models.   

Paragraph 3 on page 1 states -   

Given the small size of the WA market, it is especially important to adopt wholesale market arrangements 
that reduce the potential for market power abuse.  Because WA already has a bilateral trading system, it 
is also likely to be less disruptive and less costly for WA to move towards a net pool . . . Efficient system-
wide utilization of generation and investment in efficient new generation units are likely to be one of the 
primary sources of customer gains in a reformed WA power industry.  On the retail market, 
notwithstanding the government’s intention to implement full retail contestability (FRC), we believe a 
strong case can be made for not extending retail competition beyond the customers for whom 
contestability is scheduled to take effect by 2003.  Compared with larger customers, there are larger 
incremental costs of extending competition for smaller customers relative to the incremental benefits they 
receive.  Indeed, there is a significant probability that for many smaller customers, these incremental costs 
will exceed their incremental benefits, so FRC would actually reduce the net benefits of restructuring.  
Evidence from the UK and California shows that it is costly to extend competition to smaller customer 
groups, and the recovery of these costs has reduced some customers’ welfare.  Policymakers in 
Queensland, New Brunswick and Northern Ireland have also either chosen not to implement FRC, or 
have expressed doubts about the desirability of FRC, because of the possibility that it will not create net 
benefits for many smaller customers.  Moreover, nearly 20 years after the initial restructuring of the US 
natural gas industry, retail competition has been extended to few smaller customers.  This experience 
supports the view that small customers receive few, if any, benefits from FRC.   

However, what is reported next is very disturbing.  Paragraph 2 on page 2 states - 

On the issue of the structure of Western Power, we believe the company’s vertically integrated structure 
should be seen as a viable option in the restructured WA industry (Option One).  We believe this structure 
leads to the realization of scope economies that are likely to be sacrificed if the company is vertically 
disaggregated.  We estimate that the loss of these scope economies would raise the cost of comprehensive 
power services by nearly 12%.  Competitive pressures would have to reduce wholesale generation costs 
by about 18% to recoup these higher costs.   

I will repeat that -  

 . . . the loss of these scope economies would raise the cost of comprehensive power services by nearly 
12%.  Competitive pressures would have to reduce wholesale generation costs by about 18% to recoup 
these higher costs. 

The Government has ignored this view, which is based on Pacific Economic Group’s extensive experience, 
research and modelling.  The Bills now presented to the House propose the total break-up of Western Power in a 
form that emphasises the Government’s devotion to the city and, to some extent, the area served by the south west 
interconnected system.  I believe this is to the detriment of the people north of Kalbarri.  Effectively, the 
Government has hived off the profitable side of Western Power and left the unprofitable part to the new 
organisation that is effectively a small Western Power based in the area outside the SWIS.  Certainly, the Electricity 
Industry Bill contains provisions for transparent tariff equalisation, but this is to be funded by the retailer 
established under the Electricity Corporations Bill.  I feel certain that this arrangement will be short-lived as soon 
as customers realise the significance of the tariff equalisation to their electricity costs.  I also believe that we should 
not lose sight of the track record of this and past Governments on reneging on their promises.  Members should 
also be aware that the determination of the level of tariff equalisation will be at the whim of a Treasury officer.  
When it all boils down, unfortunately, I believe the losers will be those living north of Kalbarri. 

In 2001 the World Energy Council identified a number of guidelines for an energy market to be able to deliver 
competitive outcomes.  They included a stable and robust legal and financial environment that has efficient, speedy 
processing of consents and applications; electricity prices that are high enough to provide sufficient headroom for 
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new, lower-cost generators to enter the market; access for generators to three different fuels with three independent 
suppliers of each; at least 25 per cent reserve margin above annual peak demand for the foreseeable future; at least 
three bidders for any new construction project to ensure that competitive bids are offered; and at least 10 
independent generating companies for fair price setting in a gross pool and at least five for a net pool.  No single 
generator should exceed 25 per cent of the total system capacity and, ideally, none should exceed 10 per cent of 
system capacity; at least five independent retailers are required to provide genuine customer choice; and a well-
connected grid is required with less than five per cent transmission constraints to avoid market fragmentation.   

I put it to the House that the Western Australian market does not currently satisfy any of those guidelines.  Indeed, 
given the size of the Western Australian market, I challenge the minister to explain to me how the Bills now being 
debated would satisfy the World Energy Council guidelines.  I for one do not believe that it is possible.  I will give 
the House an example of the reason I have come to this conclusion.  I am advised that a substantial portion of the 
savings achieved through electricity reform overseas and in the eastern States has come from increased competition 
among fuel providers.  For instance, in New South Wales, changed coal supply arrangements have enabled prices 
to be reduced.  However, Western Australia has a number of long-term fuel contracts that have underwritten major 
infrastructure developments.  The advice I have received indicates that in the areas in which electricity markets 
have been deregulated, fuel supplies have been forced to operate much more flexibly with shorter-term contracts 
and spot markets.  The existing fuel suppliers in this State should be able to accommodate this change, but it might 
be difficult for a new entrant to fund the required investment.  It follows that the existing fuel suppliers might be 
able to raise prices through sheer market power.   

It should also be remembered that the limited number of gas suppliers and transporters restricts flexibility in the 
price of gas in this State.  Talking of prices, I saw the full-page advertisement taken out recently in The West 
Australian by the Chamber of Commerce and Industry of Western Australia in support of electricity reform.  Like 
all members, I am aware that we pay a relatively high price for electricity in this State compared with the prices 
paid in the other States and Territories in Australia.  However, I was a little unprepared for the comparison that 
showed that the cost of electricity for large customers - I repeat, for large customers - in Western Australia far 
outstrips the cost in the other States.  I have since been shown a graph and supporting figures from the Electricity 
Supply Association of Australia Ltd for average electricity retail prices by State.  This information indicates clearly 
that the average retail dollar cost of electricity in Western Australia has remained almost constant since 1994-95.  
After adjusting for inflation, the average cost of electricity has reduced by approximately 17.9 per cent since 1994-
95.  In my view, the high cost can be attributed in part to the cross-subsidisation between country and city 
consumers.  However, the high cost of fuel in Western Australia must also be taken into account.  Therefore, 
contrary to the information in the CCI advertisement, the average retail dollar cost of electricity in South Australia, 
for example, currently well and truly exceeds that in Western Australia by approximately 20 per cent.  The average 
retail dollar cost of electricity in South Australia has increased by approximately 50 per cent since the single power 
utility in that State was broken up in 1996.  Before some members opposite rush to put the view that this has 
occurred only since privatisation, I put it to them that the price increases started well before privatisation occurred.  
In most of the States in which there has been reform in the electricity market, consumers have benefited initially 
from reduced prices.  However, a few years later, and as of now, the price of electricity in South Australia has 
increased dramatically.   
I also draw members’ attention to an article in South Australia’s The Advertiser on 20 November 2003, which 
indicated that power costs were about to increase again in that State.  In addition, it was announced in the 19 
November 2003 edition of Victoria’s Herald Sun that next year, Victorian electricity consumers will suffer price 
increases ranging from 1.5 per cent to 2.9 per cent.  This tells us that the Chamber of Commerce and Industry has 
not exactly been correct in its advertising campaign.  It may respond by saying that it has quoted only the price for 
large consumers.  However, I remind members that we are in this Parliament to represent all Western Australians, 
not just the small minority that make up big business.  I hasten to add that I understand the view taken by the 
member for Kalgoorlie in the other place that led to his crossing the floor.  On balance, though, I believe that we 
should be looking after everyone across-the-board.  There is no doubt in my mind that big business will achieve 
some savings through these reforms, from reduced costs in some cases, and in combination with a supply of power 
to the grid in others.   

I am not opposed to reform that is equitable, makes sense and delivers a measurable benefit to all parties.  However, 
I certainly do not believe in reform for reform’s sake.  It worries me that the benefits touted by the Government 
have not been put to us in dollar terms.  Indeed, the Minister for Energy in the other place has not been prepared 
to guarantee, in response to questions without notice that have been put to him on several occasions, that prices 
will not increase under the reforms in the Bills that are now being debated.  This is concerning because it indicates 
that perhaps the minister does not know what the benefits of his proposed reforms will be.   

I spoke earlier of the research and modelling done by the Pacific Economics Group to support its recommendations 
to the Electricity Reform Task Force.  I am not privy to the details of that research, but I hope that the costs for 
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executive officers and ancillary staff, the duplicated computer and numerous other systems etc have been taken 
into account.  I am sure that members will recall the furore about the salary of Western Power’s Chief Executive 
Officer and how he made long weekends of his trips home to see his family in the eastern States.  To achieve 
electricity price reductions, we can do without that kind of publicity.   

Hon Tom Stephens:  Your colleague was articulating the case for Michael Chaney running Western Power.  He 
would come at a higher price than Mr van der Mye.   

Hon JOHN FISCHER:  As I said, the publicity that was generated in that case was damaging to any reform, 
especially as people read about it in the newspaper.  It does nothing to give people confidence.  Members may not 
be aware that electricity services in parts of the region that I have the good fortune to represent, and in particular 
Wyndham, are, to say the least, very poor.  There are frequent breakdowns of generators and, even though new 
backup generators have recently been commissioned, those problems seem to be ongoing.  There are also concerns 
that the ageing distribution network is in need of repair and upgrade, without which more outages will occur on a 
regular basis.  Certainly for the people of Wyndham the situation is untenable and requires rectification quickly.  I 
am not sure that these reforms will deliver the goods.  Initially, I was inclined to support the proposed reforms 
because I think that benefits can be achieved from separating the generation and distribution of electricity in this 
State.  However, I am afraid that I am not convinced that this is either the right time or the right legislation to 
achieve those benefits.   

HON PADDY EMBRY (South West) [10.42 am]:  I make it clear from the outset that I support the Government 
in its efforts to fix what I think is a dreadful mess.  I am speaking now as a country person, and certainly not just 
as a person representing his electorate.  Most of the electricity grid in rural areas was built 40 years ago in the case 
of the central wheatbelt and the surrounding area and 30 years ago in the area in which I live.  Because the systems 
were brand new, successive Governments probably did not need to set aside money for the maintenance and 
improvements that are now long overdue.  In running the State, they obviously had other urgent business on which 
to spend that money.  Sadly, perhaps if they had allowed that to continue for the first 10 or 15 years, the system 
would have been fine.  Governments of both persuasions fell into the same trap.  However, time has passed and 
the systems are almost nonexistent.  Western Power technicians refer to the line in my area as a piece of rotten 
string.  That is how much it has deteriorated.  That is how much trouble it causes.   

Although I am not a great believer in privatisation, I think there has been some scaremongering and confusion 
generated in this case.  I have read nothing concrete that indicates that the Government is pushing the line for 
privatisation.  Some people say that, by breaking up Western Power, it will make it easier.  I dispute that.  Why 
would that make it easier if the federal Government wanted to privatise Telstra?  Telstra is a far larger corporation 
in this country than is Western Power.  The federal Government is not breaking up Telstra into all sorts of different 
little sections to make it easier.  We need some economies.  Unfortunately, Western Power is a monopoly.   

Huge companies sometimes fall into the same trap; they become arrogant.  Without any doubt, Western Power has 
become extremely arrogant in its attitude to customers and in its dealings with shire councils.  I have spoken on 
this issue in the House before.  It needs to be pulled into line.  Probably of all the issues that have come up, the 
one I support most strongly is the opening up of electricity generation.  Why not involve private enterprise in 
generation?  If a tender is too high, it will not be accepted.  What is the problem with that?  People argue that 
private enterprise would want to do this only to make money.  Of course they would want to do it to make money.  
Why should they not want to make money?  The point is that a tender would be accepted only if it were lower than 
other tenders.  Surely that is what we want.  We may not get cheaper power, but let us have power that does not 
escalate in price.  It has been well recorded that we have not experienced huge increases in the price per unit of 
power.  That is fantastic.  We should do whatever we can to ensure that we do not get price rises.  There has been 
a deliberate move to confuse what has happened in South Australia, where the Government has privatised the 
system and prices have gone through the roof.  It is a very good argument against privatisation.  This Government 
is not doing that.  It might wish to do that if it were elected for another term or in 10 years; nothing is set in 
concrete.  What may be set in concrete is that if the present Government is re-elected, it could change its mind.   

Hon Tom Stephens:  No.   

Hon PADDY EMBRY:  It could.  Nothing is ever set in concrete. 

Hon Tom Stephens:  With reference to privatisation, allow me to reassure you that there will be no change in 
direction.   

Hon PADDY EMBRY:  That could be so, but Governments of both persuasions have made very strong statements 
about things that would never happen.  The minister’s federal party has now acknowledged that the goods and 
services tax is here to stay.  Things do change.  John Howard went against his well-known statement of “never, 
ever”.  The federal Australian Labor Party also supports the same line.  If there is a change of government in 
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Western Australia after the next election, nothing that the present Government is doing will be permanent, and nor 
should it be, because times change and we must learn to change with those times.   

A big part of the problem is that the Bill is so open that it has led to uncertainty.  There is not a lot of detail in the 
Bill.  People are uncertain about it.  That is understandable.  However, I also believe that we must trust people.  If 
we always operated from a position of mistrust, this State would not progress.  We cannot just assume that 
everything done by every Government, of whichever persuasion, will always have an ulterior motive and be wrong.  
We cannot progress as a nation and State if people have that attitude.  There are all sorts of things that I would like 
to see.  From a country perspective, I am very pleased that cross-subsidisation will continue.  That is important.   

Hon John Fischer:  You can live in hope, because it is very near to Christmas.   

Hon PADDY EMBRY:  I do live in hope.  I am an optimistic person.  I hope that never changes.   

There is now at least a realisation in Western Power that the monopoly it has now will change; maybe not today, 
but in the near future.  From the dealings I have had with Western Power, I can see that its attitude is improving.  
Its representatives are happy now to attend meetings in the country.  Whereas before they might say that country 
people are on the fringe, there are not enough of them and that if they want an improved power supply they must 
put in the capital, they realise now that they can no longer continue with that attitude.  I believe that part of that 
change in attitude has been brought about by the work that a few people in the organisation have done and also by 
the lack of security that they now have in their ivory tower.   

We need to obtain our energy supplies from different sources.  If this is explained, I think most people would 
agree.  Let us take the hypothesis that gas is cheaper than coal - it could be the other way around, I do not mind.  I 
believe we would be very foolish if we relied anything like 100 per cent on gas, because look at what happened in 
Victoria with its explosion in its gas works.  We need to use gas as part of an insurance policy, but I suggest to the 
Government - I trust it will not be taken the wrong way - that people are not generally concerned about the last 
half cent of unit.  I believe that what people want is a good, regular supply.  I believe that part of that is the 
insurance policy we gain by generating power by different means.  There should be a balance of the different 
methods of generating power.   

One of the things that concern me is how the research will be done.  The Government would say that it does not 
have the funds.  The only way the research will be done therefore is by private enterprise.  One company is looking 
very closely at power generation from plantation industry waste at Albany-Mt Barker by using the leaves, rubbish 
and small stuff that is left.  Private enterprise will get into that sort of thing only if it can make a dollar at the end 
of the day.  Unless the market is opened up for private enterprise, at least to the point at which people think they 
might make a dollar, they will not bother to conduct research and whatever else is necessary to develop different 
methods of generation.  It does not matter whether it is wind power, tidal power, or power from using refuse from 
plantations or straw from the wheatbelt, we will not get alternative methods of generation unless the research is 
done, and that research will not be done unless private enterprise can see a reasonable chance of getting the carrot 
at the end of the trial.   

I commend the Government for its approach to this subject.  I am sure it has not got everything right, but I suggest 
to members that probably no Government in any country in the world has ever got everything right.  That is not 
an excuse for saying that we should not do anything.  I support the Government on these matters today. 

HON JIM SCOTT (South Metropolitan) [10.53 am]:  I have significant concerns about this Bill.  I am not so 
much concerned about the splitting up of the utility in the way it is envisaged, except if it is part of a de facto 
privatisation agenda.  My main concern is the driving aim of cheaper power.  Our world today does not need 
cheaper power, so to speak.  We need to look at the more efficient use of energy in this State.  We have a very 
poor record.  Massive amounts of energy are lost as a result of the length of our transmission lines, as many 
members will be aware.  There is also very inefficient usage on the demand-management side of the energy 
equation.  Japan’s industry produces four times more in dollar terms than our industry does from each unit of 
electricity.  We are pathetic in that regard.  This legislation will do nothing to assist in the improvement of the 
demand-management side.  In fact, it will make things worse.  The problem with making these industries more 
“competitive” and selling parts of them to the market is that the effect of lower prices is greater and more inefficient 
use of energy.  The measures contained in the state greenhouse strategies are pretty poor.  We are not dealing with 
the issue properly.  This is a big State with long transmission distances; however, that is not the reason that Western 
Australia is the world’s worst per capita greenhouse gas producer and that its ecological footprint is more than 
double that of the United States.  The reason is that we are very wasteful with the use of energy.  If we adopt a 
lower price structure and introduce competition, we will bring about greater and more wasteful use of this energy.  
An immediate example is the experience of market deregulation in Victoria.  A number of the energy-providing 
power stations and also other parts of the electricity industry were privatised; that is, sold.  However, in their 
keenness to get into the market, some people paid too much for those facilities - it appears that may also have 
happened in the Western Australian gas industry.  Those companies went into the market hard to sell cheaper 
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energy, and there was a huge uptake.  The massive growth in the use of airconditioners caused the greatest increase 
in the use of energy.  The already overcapitalised energy providers struggled to keep up with their market, and 
they had problems refinancing to provide more electrical power in that State.  That resulted in an increase in the 
price of energy to the level it was at before privatisation.  There is now greater waste of energy in that State, and 
prices are no better.  I do not think that is a good scenario in this day and age.   

Of course, the Government will say that it is not privatising the industry but is just splitting it up and creating a 
little market, as opposed to the main market.  I must say that that is a very confusing term.  

Maybe if it were called the pool or something like that, it would be easier to understand, rather than its being 
confused with the real market, which is all of us in the community.   

The Government is saying that the splitting up of Western Power is one of the aims of this legislation, not 
privatisation.  Let us consider the last state asset that was sold, and in that case privatised; that is, Westrail.  I note 
from today’s newspaper that farmers are seeking permission to drive road trains on highways to bring wheat 
directly to Fremantle because they cannot transport the grain by rail; yet we were promised that, as a result of the 
split-up of Westrail, with the new competitive attitude, there would be a vast increase in expenditure on new 
facilities.  I would have expected that the opportunity to transport the increased volume of wheat would be jumped 
at by that competitive industry, and there would not be a problem transporting it by rail.  However, there have been 
problems, and it has not delivered on the promises made.  I believe that quite often these claims are more of a myth 
than a reality.   

We must look more deeply at where we are going with energy.  If there is one resource on this planet today that is 
underpriced, it is energy.  It is clearly underpriced because the full cost of its production and use is not taken into 
account; that is, energy produced from non-renewable sources.  A system of energy production that is based on 
the full cost of production is needed.  It is not much good just handing on cheap electricity to future generations.  
Eventually new supplies will have to be found, because we are depleting a cheap resource that in time will become 
more and more valuable.  Equally importantly, we know that we are causing significant damage to the environment 
with global warming and climate change, and that will come at a significant cost to our community.  These costs 
must be factored in, and that is not happening with this legislation.   

I will agree up front that Western Power has not been very good at allowing the input of renewables to the market.  
However, when I was informed of how this legislation would help with renewables, I was shocked, because I do 
not believe it will help at all.  It is more likely that we will see - 

Hon Louise Pratt interjected. 

Hon JIM SCOTT:  I do not agree with them, because there has been no factoring in; it is all based on price.  There 
will be a competitive market that will purchase at the lowest price, and that will not include the full cost of 
production; that is, the pollution and the resource usage problems that occur, not to speak of the subsidies and road 
transportation to move the stuff around.  All those areas have not been put into the equation.  How can renewables 
compete on that basis?  The full cost of production for one side of the industry has not been included.  If the 
Government had moved towards including in the system the full cost of production, it might be a different story; 
or if, through other agencies, the Government was moving to ensure that changes were being made to improve the 
efficiency of energy use, thereby reducing the need for greater energy supplies, I would be all for this legislation.  
However, the Government has not done that.  This is a poor piece of legislation for dealing with the overproduction 
of greenhouse gas emissions, in the State with the greatest per capita production of greenhouse gas emissions 
anywhere on the planet.  It is worse by far than anywhere else, and we have done virtually nothing to deal with it.  
That is not progressive or new.  This is ancient, market-driven legislation with one main aim - to shift the cost 
structure for energy from industry to residential users.  That is exactly what has happened in other States.  There 
has been a shift of the cost of electricity to the household user from the industrial user.  I do not know whether that 
is not a good thing in some respects.  If, in doing that, we were forcing industry to be more efficient in its use of 
energy, that would be a reasonable thing to do.  In this case, however, nothing has been done.  It has been left to 
airy-fairy statements about the intentions of the Government to look at these things, and that these things are 
already happening.  They will not happen with cheaper and cheaper energy.  That is not the way to do it.  

I turn to the argument about competing with other States in the cost of our energy.  Hon John Fischer just talked 
about the chart he had showing figures contradicting the Government’s figures.  A number of different sets of 
figures on the real cost are available.  It depends on whether the overall average, householders’ costs or the costs 
to industry are being considered.  There is no doubt that, because Western Australia has a large mining sector and 
many of its big industries are located away from the city and away from where the energy is actually produced, 
there will be a big loss of energy in transmission, and higher costs.  Energy cannot be transported over huge 
distances, such as those in Western Australia, and be delivered for the same price as it is in a more compact State, 
where the population is more concentrated.  It is unrealistic to expect otherwise.  The best we can do in Western 
Australia is to try to reduce the usage of energy, and thus bring down the cost of energy.  However, reducing the 
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use of energy does not fit in with this kind of legislation, which is about selling more energy, making more money, 
using up more energy resources and producing more greenhouse gases.  The renewable energy industry is claiming 
that it will make a significant difference, but the Government is talking about targets of two per cent.  It must be 
joking.  The bar must be set a lot higher to ensure people are treated fairly by having full triple bottom line 
accounting brought into play.  I thought the Government was about triple bottom line accounting and sustainability, 
but this legislation does the reverse.  I do not like the legislation not because the Government is splitting the 
corporation, but because this Administration is not doing what it said it would do in government. 

This State needs a comprehensive, multi-agency approach to energy use.  With the rate at which we are flogging 
off our energy supplies overseas, this State must be careful about how it will supply power in the future.  I have 
no confidence that the Government has done the work necessary to determine what is required in the long term to 
supply the State with energy.  All I can see is a massive move to use our energy resources as quickly as possible, 
which is not at all smart.  It may bring a quick buck for the State or the people selling the energy from this State, 
but it will not be for the long-term benefit of Western Australians; in fact, it will be hugely detrimental for young 
Western Australians who must clean up the mess that will be left.  We must have full cost accounting to ensure 
that renewable energy suppliers can enter the market on an equal footing, and we must start to invest in industries 
that are not profligate users of energy.  We must recognise that we are dealing with a worldwide problem in global 
warming.  We know already that Western Australia will be one of the States worst affected by global warming: 
we will have significant losses in agricultural production, and have problems maintaining our water supplies.  Real 
steps must be taken to deal with the energy problem.  That is not being done.   

It is absolute nonsense to bring in legislation, first, with gas and now with electricity supply that encourages greater 
use of energy at a lower cost.  It is backward thinking.  We must change considerably if we want to be a State that 
is not only a good place in which to live, but also competitive in the long term.  Undoubtedly, countries like Japan 
that use a quarter of the energy used in Australia to produce goods of equivalent value have a distinct advantage 
over us.  We must try to get on an even footing by reducing energy use.  I reiterate that triple bottom line accounting 
must be applied if we are to achieve a proper outcome from our energy policies in Western Australia.  This measure 
is just corporate window-dressing that will not make much change, except to increase the use of energy.  I do not 
support the legislation at all in its current form, not because of the splitting of Western Power into utilities, but 
because it will not do what it should do in this day and age. 

HON TOM STEPHENS (Mining and Pastoral - Minister for Local Government and Regional Development) 
[11.14 am]:  This is one of those fantastic second reading debates to which members from all parts of the Chamber 
have brought their range of extraordinary experiences of the challenges of serving a State like ours with its complex 
diversity, not only in its industry but also in its various regional perspectives.  I found it extremely valuable to 
listen to all contributions.  My task will be to respond in detail to the commentary of each of the speakers to the 
extent that I can.  I appreciate that some of the queries raised have been quite detailed and my reply will take some 
time as a result.  At the conclusion of my second reading response and when the question has been put on the 
second reading for the three Bills, it is my intention to move that two of the Bills be adjourned until the next sitting 
of the House and that the Electricity Industry Bill be made available for committee consideration at some stage 
today.  As we speak, some work is still being done to bring to resolution some of the amendments if a consensus 
can be reached.   

One issue raised was the difficulty of dealing with the Electricity Industry Bill by itself.  Some amendments have 
now been circulated that will comprehensively tackle those issues and allow for that Bill to be dealt with separately 
and proclaimed should the House pass that legislation.  Many members in the Chamber will have had more of a 
chance to study those amendments than I have, and I hope they do the job that has been alluded to.   

In response to the various issues raised by Hon George Cash -   

Hon George Cash:  Do you warrant the amendments that you have signed?   

Hon TOM STEPHENS:  I have signed them, and, therefore, I have to accept responsibility for them.  I have to say 
that they have landed in front of me and I have signed them sight unseen - a bad thing to do but I accept 
responsibility for them and I hope to hell that they are right.  If anyone has any problems with them and wants 
them dealt with now, apparently there is a whole bank of advisers outside the Chamber ready to take Hon George 
Cash’s advice and the advice of any member to sort it out so that we do not unnecessarily delay the House.  I 
appreciate that Hon George Cash is far more knowledgeable on these issues and has spent more time studying this 
legislation than I have.  I know that that is not an excuse and that I have to accept responsibility in addressing this 
legislation.  However, I hope I can rise to the challenge knowing that I am dealing with an erudite member opposite 
on these issues.   

Hon George Cash:  I will just make it clear now: flattery will get you nowhere.   

Hon TOM STEPHENS:  I regret that.  Can the member suggest another tactic? 
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Hon George Cash:  Yes, just come up with the factual answers to the questions asked.   

Hon TOM STEPHENS:  Good.  I will now tackle those issues.   

The Minister for Energy made a number of commitments on implementing renewable energy balancing 
arrangements.  These commitments made in May 2002 for balancing arrangements for renewable energy centred 
on a widened balancing tolerance that would have been of benefit to eligible renewable energy generators.  It is 
acknowledged that there have been some delays in developing and implementing suitable balancing arrangements 
for renewable energy generators.  This is unfortunate, and, to a large extent, these delays have occurred due to the 
need to develop arrangements that are in keeping with the direction being taken in the electricity reform process.  
The market-design approach that is being developed in the electricity reform process now means that the renewable 
energy balancing approach proposed in May 2002 is no longer appropriate.  However, the Government has 
remained committed to providing a workable balancing arrangement for renewable energy generators.  This is 
particularly important in this transition period prior to the commencement of the proposed new market.  It is also 
important that renewable energy investors be provided with a degree of certainty in the transition period through 
to the commitment of the new market.  Ultimately, renewable energy generators stand to benefit most from the 
introduction of a proper competitive electricity market - one that has been carefully designed to be compatible 
with renewable energy generators and not one based on special arrangements tacked on the side of what is currently 
a very flawed system for renewable energy generators.   

In October 2003 the Government outlined a package of measures to facilitate sustainable energy in the electricity 
reform process.  These measures will build on the very real benefits that electricity reform will bring to sustainable 
energy, through the restructuring of the industry and the introduction of a competitive electricity market.  
Importantly, the package provides a sound approach for renewable energy generators in the transition period 
leading up to the introduction of the new market.  These transitional arrangements deliver fully on the spirit of the 
commitment made in May 2002, as well as provide procedures that are more compatible with the proposed market 
arrangements and overcome some of the limitations and distortions of the May 2002 proposal previously referred 
to.   

A new top up and spill balancing service is in the final stages of development and is anticipated to be in place early 
in the first half of 2004.  This will overcome many of the problems with the current balancing regime.  Key features 
of the new top up and spill service are, first, the top up and spill prices will be equal for imbalances of less than 10 
megawatts.  This will be of particular benefit to smaller, renewable generators.  The existing significant difference 
between top up and spill prices has been a key criticism of renewable energy stakeholders.  A simple schedule of 
prices will apply and will be determined in advance.  Prices will be structured in a transparent manner using cost-
neutral pricing principles.  Western Power will neither make nor lose money by providing this balancing service.  
No penalties will be attached to being out of balance, and uncontracted energy will be able to be spilled at the 
schedule spill price.  Generators will be able to sell all output even if they do not have contracts to supply electricity 
to customers.  The top up and spill service will also include two additional provisions to specifically assist 
renewable energy operators.  Top up and spill prices will always be equal for all uncontrolled renewable generators 
such as wind farms, including those that produce more than 10 megawatts.  The top up and spill prices will, in 
practice, be equal for almost all potential renewable energy generators.   

Western Power will provide a large supply tariff to allow renewable energy generators to sell a mix of black and 
green energy in a simple manner.  A number of small renewable energy generators currently benefit from the one-
megawatt tolerance that applies for black power balancing.  To provide comfort to these generators, the 
Government is committed to ensuring that no existing renewable generator will be worse off under the new 
balancing arrangement.  

In May 2002 it was proposed to provide further concessions to renewable generators of less than 10 megawatts in 
capacity through a widened balancing tolerance.  This approach is no longer necessary or desirable as tolerances 
are no longer a feature of either the transitional top up and spill service or the future market.  Rather, it is intended 
to directly assist new renewable energy generators in the transitional period to a new support arrangement.  This 
recognises the difficulties that renewable generators have faced in the current environment.  The Government will 
provide up to $6 million through a special subsidy to assist renewable energy generators, particularly smaller 
players.  This is expected to provide a significant boost for the renewable energy sector in the transitional period, 
providing around 30 per cent additional revenue to that provided by renewable energy certificates.   

Key features of the subsidy arrangement are as follows.  The subsidy will be set at 1c a kilowatt hour for the first 
30-gigawatts an hour of output for each project in each year.  This will ensure that all types and sizes of renewable 
energy stand to benefit and provide greater assistance to smaller operators that have faced particular difficulties 
until now.  The subsidy will apply until 30 June 2007 or for a maximum of three years a project, whichever is 
sooner.  The subsidy is to assist new - that is, commissioned after 1 November 2003 - renewable energy plants 
which will not benefit from the current Western Power REC procurement process and which are not eligible for 
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other assistance.  This new approach to supporting renewable energy generation in the transition period has been 
widely discussed with renewable energy stakeholders.  It is of interest to note that the peak industry body, the 
Western Australian Sustainable Energy Association, is supportive of both the overall reform process and the 
transitional support arrangements for renewable energy generators.  It is also of interest to note that one of the key 
views of the Western Australian Sustainable Energy Association is that it is essential to separate the retail and 
generation functions of Western Power to allow private sector renewable energy projects to compete in the 
electricity market.  It is difficult to reconcile the keen interest shown in renewable energy through the transitional 
support arrangements with the lack of support for one of the key ways to support renewable energy in the long 
term; that is, separating Western Power’s retail and generation functions in a new market.  Ultimately, the new 
market arrangements provide the greatest opportunities for renewable energy.  The new market will provide a 
proper market for selling electricity, including renewable energy; a proper balancing market that provides least-
cost, balancing energy; and a market structure that does not have a massive, virtually integrated competitor at 
every turn. 

A second issue raised by Hon George Cash to which I want to respond in detail relates to Western Power’s 2003 
midyear review, which it was suggested demonstrated that the reforms will have a material impact on the 
corporation’s viability.  I am advised that the negative outlook provided by Western Power’s midyear review 
outlines what it perceives to be market risks.  The Government does not agree with this market assessment.  Indeed, 
the Department of Treasury and Finance has also provided advice to Western Power, expressing concerns over the 
content of the midyear report.  With reference to the suggestion that the new entities will not be viable and that 
this would result in a significant reduction in the State’s dividend flows, the financial viability of the successor 
entities of WPC will be ensured through the following processes: first, the establishment of robust capital structures 
and commercial arrangements for the successor entities after detailed financial analysis of the entities’ future cash 
flows and business environments; and, secondly, a rigorous market development process, which is now at an 
advanced stage and has involved comprehensive consultation with all key stakeholders.   

A report was commissioned by Western Power in 2002 - called the Deloittes report - and it claimed to demonstrate 
that some of the new successor entities of Western Power would be “unviable”.  The report was publicly refuted 
by the Electricity Reform Task Force as it had a limited scope and was based on static analysis that did not include 
the potential for changes in market behaviour, specifically, and cost structures over time.  For instance, this study 
did not undertake dynamic modelling of potential, competitive and pricing behaviour under the proposed market 
structure, and it did not undertake analysis of the potential cost reductions in generating, transmitting, distributing 
and retailing electricity that are likely to result in a competitive environment.  The study also did not undertake an 
analysis of its own flawed assumptions in a range of issues concerning the initial debt and asset allocations and 
the gearing of the successor entities.  For instance, it assumed that all entities would have the same debt gearing, 
regardless of their individual risk profiles.  This resulted in the state retail corporation, which will operate in a 
competitive market, having the same proportion of debt as the state networks corporation, which operated as a 
regulated natural monopoly.  Not surprisingly, state retail’s financial viability was impacted as a result.  In reality, 
debt allocations will be structured to reflect the risk profile of each business in accordance with normal commercial 
practice.   

The electricity reform implementation unit is working closely with industry to ensure the new market arrangements 
provide for a competitive environment in which participants are expected to sustain reasonable levels of 
commercial profitability.  The task force recognised that transitional arrangements would be necessary to allow 
the introduction of reform.  One of the key transitional measures is the vesting contract between state generation 
and state retail, which will be structured to ensure the financial viability of state retail in the new market.  The 
report commissioned by Western Power did not fully reflect the mechanism’s capacity to support the profitability 
of state retail.  After reviewing the report commissioned by Western Power, and recognising its limitations, the 
ERTF confirmed that the proposed successor entities will be viable, even under the static modelling undertaken 
by Western Power, and that the majority of enterprise value and cash flows to government are likely to be preserved 
despite the costs of disaggregation and market operation.  Financial viability of Western Power’s successor entities 
will be significantly influenced by the approach undertaken in the disaggregation process to debt and asset 
allocation.  The existing annual revenue and asset base of Western Power Corporation is $1.2 billion and 
$4.6 billion respectively.  After the restructure the new entities will still be financially sound. 

A third major issue raised by Hon George Cash was the cost of restructuring Western Power; it was suggested that 
it would be in excess of $150 million.  Hon George Cash asked for a response to that specific claim.  The figure 
of $150 million is not correct.  The Government has placed on the public record that the total cost of the electricity 
reform program is $153.8 million.  The cost includes the establishment of a Western Australian wholesale 
electricity market; the restructure of Western Power; and the establishment of market arrangements that will enable 
12 500 customers to choose their supplier; a Western Australian electricity access code; a Western Australian 
electricity regime; a Western Australian customer protection regime; and a range of renewable and sustainable 
energy initiatives.  The Liberal Party suggested a model that restructured Western Power into three corporations: 
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regional power, networks and generation-retail.  The Government’s model is based on the four entities of regional 
power, networks, generation and retail.  It is for a good reason.  It is our view that a stapled generation-retail entity, 
because of its market dominance, will not result in the required significant new investment and will not save costs.  
The restructuring of Western Power accounts for approximately $36.8 million of the total reform budget.  As 
mentioned earlier, that budget is $153.8 million.  The projected costs of disaggregating Western Power into four 
separate entities includes a one-off implementation cost of $4.8 million; $10.6 million for information system 
costs, which includes the ring-fencing cost of approximately $0.9 million; and ongoing costs of $7 million per 
annum, which comprise $2.4 million in additional staff costs and $4.6 million in additional information operating 
costs, including additional metering costs of $0.3 million.  Retaining generation and retail as a single entity is 
expected to have the following implications for these costs.  Firstly, there will be no reduction in implementation 
costs.  The restructuring into three entities will still necessitate the same processes.  For example, the same 
information will need to be collected for the transfer order process and allocation of staff etc.  No identifiable 
aspects of the program are clearly made redundant by retaining generation and retail as a stapled entity.  Secondly, 
there will be no reduction in system costs.  Restructuring the system into three entities will still necessitate the 
same changes to Western Power’s information systems.  Thirdly, a reduction in ongoing costs of around 
$0.3 million represents savings flowing from a reduction in additional board members - a saving of $0.2 million - 
and a full-time equivalent staff member to deal with contracts between the successor entities - a saving of 
$0.1 million.  Consequently, retaining regeneration and retail as a stapled entity is expected to save less than 
$1 million of the total implementation cost of $153 million.  Such savings must be balanced against the need under 
the three-entity model for the Economic Regulation Authority to conduct an annual review to determine whether 
the generation and retail corporation has exercised market power to the detriment of potential market entrants.   

I turn to the issues raised by Hon Murray Criddle.  Questions generally put to us included: what regional benefits 
will flow from the reforms, and how will reliability and security of supply be improved under the new 
arrangements?  The cost of supply to many areas is, as we all know, currently greater than the revenue received.  
This leads to a significant operating loss for servicing the existing regional areas.  This is the much talked about 
$50 million per annum for the costs associated specifically with the non-south west interconnected system.   

Hon Murray Criddle:  Did you say non-SWIS or SWIS?   

Hon TOM STEPHENS:  My notes on that issue do not say that.  My notes say “for servicing the existing regional 
areas, currently around $50 million per annum”.  I gather that all the advisers are out talking to every member of 
the House who has an interest in the amendments.   

Hon Murray Criddle:  I will tell you something: we have had two meetings with the minister’s advisers.  We have 
told him what we want.  The only response I have had from the minister was when he walked past me in the 
courtyard and said that if I could find four more votes, I would have a deal.  That is the only response I have had 
from him.  You might have a thousand people walking around here, but that is not the way I do business.   

Hon TOM STEPHENS:  Understood.  Hopefully the Minister for Energy will be wandering around there right 
now.  If the member has any proposition that requires a legislative change -  

Hon Murray Criddle:  We want half a billion dollars more to fix the network.  It is as simple as that.  I will listen 
to what you are saying.   

Hon TOM STEPHENS:  The $50 million associated with operating the power system over and above funds 
revenue is currently funded by Western Power through a cross-subsidy from revenues in the SWIS.   

Several members interjected. 

The DEPUTY PRESIDENT (Hon Simon O’Brien):  Order!  It is getting difficult for me to hear the minister.  I am 
sure Hansard must be experiencing a similar difficulty.  Members should keep conversations to a minimum.   

Hon TOM STEPHENS:  By way of an aside in response to this point, I was going to indicate that the previous 
Government quite successfully triggered a series of power procurement strategies in regional Western Australia, 
which I am advised will dramatically reduce some of the loss-making activities.  Specifically, I am told that in the 
west Kimberley area, for instance, it is estimated that the losses were some $20 million a year.  As a result of the 
process that was triggered, for which the contracts were finally signed after this Government came to office, 
savings in reduced losses in that area alone will be some $10 million.  An area that was losing some $20 million 
annually will lose only half that amount.  I would have preferred a different outcome that resulted in the use of 
tidal power, but that apparently was not possible in the framework.  Nonetheless, procurement processes have 
resulted in a dramatic reduction in costs in that area alone.  The previous Government triggered power procurement 
strategies in the Murchison region that have resulted in new power generation being delivered by private 
companies and purchased by Western Power.  In those small Murchison communities there have been savings in 
the order of $1 million per annum.  The previous Government deserves credit for having triggered those processes 
that have produced regular savings in power generation.  It was this Government’s task to move forward those 



Extract from Hansard 
[COUNCIL — Friday, 12 December 2003] 

 p14813c-14829a 
Hon Frank Hough; Hon John Fischer; Hon Paddy Embry; Hon Jim Scott; Mr Tom Stephens; Deputy President 

 [12] 

processes triggered by our predecessor and sign contracts for the delivery of power generation.  No huge credit is 
due to this Government for those savings; the credit is due to the previous Government.  The losses, however, are 
currently funded by Western Power through a cross-subsidy from revenues in the south west interconnected 
system. 

The Government’s reforms contain a continuing commitment to the statewide uniform tariff.  This means that with 
the restructuring of Western Power, a more transparent mechanism will need to be established to fund the cost of 
supply outside SWIS.   

The Electricity Industry Bill provides for the establishment of the tariff equalisation fund, which simply 
acknowledges the existing internal transfer of funds within Western Power in a more transparent manner, and for 
ongoing funding to the Regional Power Corporation for losses that will accrue from supplying electricity at 
uniform prices to areas outside SWIS.  The fund is based on the continuation of cross-subsidisation of high costs 
to regional consumers within SWIS.  The state network business will be required under the legislation to pay funds 
into the TEF on a yearly basis to match the Regional Power Corporation’s costs shortfall.  In turn, the RPC will 
be able to draw on the fund for this purpose.  The establishment of the TEF will not impact on the state budget, 
nor will it result in an additional impost on SWIS consumers; instead, it is another way of administering the 
financial arrangements of Western Power to fund the higher cost of regional supply. 

A dedicated regional service provider - that is, the Regional Power Corporation - will be established as part of the 
electricity reforms.  No longer will regional businesses have to vie for funds with other much larger generation 
and network businesses within Western Power.  As members will see, this is in part a response that I am happy to 
present to not only questions raised by Hon Murray Criddle but also the issue raised by Hon John Fischer in the 
example of Wyndham.  I believe Wyndham is a classic example of a community that has suffered, as Hon John 
Fischer said, because of a business that has not been able to focus on that type of community because, through 
some of its various arms and units, it has had to vie for funds, and, as a result, Wyndham has missed out.  I believe 
that this Government is presenting to the House a business that will focus on the needs of a community such as 
Wyndham by integrating those needs in one corporation.  I believe the results are very promising for communities 
such as that identified by my colleague Hon John Fischer. 

The implementation of the reforms will deliver positive results for both large and small consumers in regional 
Western Australia through the creation of a dedicated regional service provider - Regional Power Corporation.  
The corporation will focus on localised service delivery, with the potential for services to be expanded into new 
areas.  As previously advised, the RPC is to be headquartered in Karratha, with the chief executive officer and the 
majority of the board obliged to reside in a regional area outside SWIS.  In addition, the RPC will be given gas 
and telecommunication functions, which will provide scope for regional customers to receive the Internet, bottled 
gas and reticulated gas services from their electricity supplier.  The viability of the RPC is ensured through the 
establishment of the tariff equalisation fund.   

The reform process will provide incentives for investment in generation and network capacity that will ensure 
security and quality of supply as demand for electricity grows.  The system management function within the 
Electricity Networks Corporation will have the role of centrally procuring sufficient capacity to maintain adequate 
reserve of generation capacity to match peak demand.  The establishment of the Electricity Networks Corporation 
as a separate entity will provide a greater focus on network reliability.  The introduction of new private generation 
investment will free up about $100 million per annum that the Government typically spends on new generation 
plant, and this expenditure could be used to upgrade network infrastructure.   

Hon Murray Criddle:  You said “could” be used.   

Hon TOM STEPHENS:  Correct. 

Hon Murray Criddle:  The point I was making is that it is absolutely necessary that it be used.   

Hon TOM STEPHENS:  The corporation will have funds transferred to it on a regular basis to ensure that it meets 
its community service obligations.  Frankly, in my area, nothing could be worse than the current system. 

Hon Dee Margetts:  Oh yes it could.    

Hon TOM STEPHENS:  I have seen what has happened in places like Derby, where the poles have fallen down 
in the main street.  There has been an enormous amount of consensus and goodwill in this Chamber about the need 
for reform.  We all agree about the challenges that we face.  This legislation is the Government’s response to those 
challenges.  This is the way in which we believe the issues, including those within regional areas, can best be 
tackled.   

The Economic Regulation Authority will have responsibility for establishing reliability standards, which will be 
imposed upon market participants through licensing arrangements and monitoring of performance.  Participants in 
the electricity industry will also be required to act in accordance with existing technical and safety regulations to 
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ensure adequate reliability and security of supply.  Western Power’s capacity needs in the immediate future are 
being addressed through the power procurement process for the SWIS.  This will ensure that sufficient private 
capacity is available during the transition to a more competitive market.   

The new licensing regime contained in part 2 of the Electricity Industry Bill, which will be subject to oversight by 
the ERA, will ensure that new private participants will be appropriately skilled and resourced to participate in the 
industry.  This will allow electricity consumers to contract with confidence with new private market participants.  
Clause 12 of the Electricity Industry Bill will provide the ability for government to impose reliability and quality 
obligations upon a network operator by way of licence conditions through the making of regulations.  It will be an 
offence if the prescribed standards are not met as a licence condition will have been breached.  Clause 39(2)(d) of 
the Electricity Industry Bill provides for the ERA to determine industry codes relating to the quality and reliability 
of supply.  These codes can be imposed by licence condition; and, if the code is breached, this will be a breach of 
a licence condition.  Schedule 1, paragraph (j) provides for the authority to impose a licence condition specifying 
the methods or standards to be applied in the supply of electricity.  Failure to comply with licence conditions may 
result in penalties being imposed, ranging from monetary fines to, ultimately, licence cancellation.   

The Government’s electricity reform legislation provides a comprehensive framework for addressing customer 
connections.  Part 3, division 3 of the Electricity Industry Bill provides for the making of regulations for the 
connection of premises to a distribution system.  Regulations will be effected that impose obligations upon 
licensees to connect customers to a distribution system by specifying the circumstances in which such connections 
are obligatory.  Part 6 of the Electricity Industry Bill also provides for the establishment of a customer service 
code, which, among other matters, will specify procedural arrangements associated with obtaining a connection, 
such as the period of time in which a distributor shall connect a customer following a request by the customer.  
This code will be approved by the Minister for Energy and administered by the independent Economic Regulation 
Authority, and it will be enforceable through licence conditions.  In addition, part 4 of the Electricity Industry Bill 
obligates the Electricity Networks Corporation and the Regional Power Corporation to develop and submit to the 
Coordinator of Energy for approval an extension and expansion policy for each transmission and distribution 
system operated by the corporations.  This policy will specify the arrangements for network expansion and 
extensions and, once approved by the coordinator, will be enforced through licence conditions.   

Questions were also asked about the benefits of the market in other areas.  The current structure of Western Power 
is an impediment to the establishment of new industries and business in this State and the reason for this is twofold.  
First, the prices of electricity in Western Australia are high in comparison with those in other States and overseas 
locations.  Secondly, perceptions of unfair and biased treatment deter the entry of new, cheaper electricity sources.  
As a State, we can no longer afford situations in which major industry proposes Western Australia as one of its 
preferred locations but, failing negotiations with the sole supplier - that is, Western Power - on the use of 
infrastructure or suitable contractual arrangements, it ultimately chooses alternative locations to Western Australia.  
Competition has produced substantial reductions in prices to large groups of customers in other jurisdictions in 
which business confidence in the reforms is growing and continues to grow.  Prices in the reformed markets have 
usually decreased, and in Australia, the United Kingdom and a number of European countries, competition has 
resulted in large price reductions in the order of some 20 per cent in real terms and to a larger extent.  It is, quite 
simply, wrong to state that prices have risen as a result of similar reform processes, particularly in New South 
Wales, Victoria and Queensland.  Mr Deputy President (Hon Simon O’Brien), you will understand the points to 
which I am responding.  South Australia is a separate case, with particular circumstances that can involve long and 
involved explanation, but I will be happy to make that information available to you later.   

Reforms in the eastern States of Australia have delivered substantial benefits to consumers and the economy.  
Importantly, New South Wales, Queensland and Victoria have maintained regulated tariffs for small customers as 
a price protection mechanism.  As well as price falls, all States report that the reforms have led to an improved 
focus on monitoring and auditing of performance by market participants.  In Victoria, competition between 
generators has encouraged a major increase in generating plant availability, which has effectively added substantial 
plant to the system at low cost.  Prior to reform, the Essential Services Commission of Victoria was developing 
plans for substantial additional generating plant.  Eliminating the need for this new plant has led to major reductions 
in investment requirements, which have translated into reduced wholesale electricity prices.  According to the 
Essential Services Commission, since the introduction of reforms there has been a 5.3 per cent fall in prices in real 
terms for residential consumers and a 23 per cent fall for small businesses.   

The regulator in New South Wales has revealed that prices have fallen by 11.1 per cent in real terms since the 
commencement of reform, and this has equated to real savings to customers estimated at $1.7 billion.  Reliability 
has been maintained at the level of 99.9 per cent.   

Queensland has had significant new investment and, subsequently, more stable wholesale prices since joining the 
national electricity market.  The level of generation and transmission investment in Queensland has ensured that 
consumers have access to reliable, low-cost electricity now and well into the future.  Since the NEM commenced 
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in 1998, Queensland has had the greatest level of investment in committed generation, equal to more than 2 500 
megawatts, which translates into more than $3 billion of the $5 billion invested in electricity generation.  Of this 
amount, around 70 per cent has been investment undertaken by the private sector in a number of projects.  
Meanwhile, prices to residential customers have fallen in real terms and there have been substantial price gains for 
businesses that have been made contestable.  Investment in electricity transmission infrastructure in Queensland 
has also been significant.  Almost $900 million has been invested in transmission assets in that State since the 
inception of the NEM.  Since the commissioning of the Queensland-New South Wales interconnector, power 
prices in both New South Wales and Queensland have reduced and price volatility has substantially diminished.  
The average Queensland pool price has fallen from around $35 per megawatt in 2001-02.  In 2003, wholesale 
prices in Queensland have averaged around $20 per megawatt.  These prices are continuing to fall, providing low 
cost power to Queensland businesses.  Large industrial customers that are able to choose their retailers have 
received price reductions of up to 40 per cent since they have become contestable.  The current low pool prices in 
Queensland provide further opportunities for customers to secure favourable contestable terms.  Queensland is just 
one example of the successful introduction of a competitive electricity market.   

Electricity reform has already been implemented in many countries in Europe and in North and South America, 
Australia, Japan and New Zealand.  There are plans to further open markets in many others.  Members such as 
Hon George Cash, the Leader of the Opposition, Hon Barry House and I have been shaped by our experiences.  
We were members of a standing committee that considered some of these issues in a tangential way when we 
visited New Zealand and California and saw some of the problems with electricity reform that had arisen in those 
places.  No doubt the concerns members understandably brought back with them from those jurisdictions weigh 
heavily upon them, as they weigh heavily on me, as we tackle a reform process such as this.  That is why systems 
have been built into the reform process that are aimed at protecting the community of Western Australia, so as to 
not leave customers, businesses and industry dependent on a reform process that is without an appropriate structure 
and framework.   

Most European countries require that the management of the network be split from the old utility’s other functions.  
In New Zealand, the United Kingdom, Spain and Nordic countries, full separation of the network from other 
activities has been implemented.  In the United States, fully independent system operators have been created.  Spot 
electricity markets are being established around the world.  There are electricity spot markets in Europe, namely 
in England and Wales, the Nordic countries, Spain, the Netherlands and Germany; in North America, namely in 
Alberta, Pennsylvania, New Jersey, Maryland, New England and New York; and in Australia, New Zealand, South 
America and other countries.  Electricity markets have also performed well.  The reliability record in the UK and 
Nordic countries after several years of competition, for instance, has been good.  Second generation reforms - a 
second round of reforms - are already being considered in many markets.  This is the case in the UK, where a 
second reform of the electricity market has recently been implemented.  The European Union is considering a 
deepening of the first wave of reforms in electricity and gas markets.  Many other developing countries are moving 
in a similar direction.  Early reforms were largely concerned with introducing competition in the upstream links 
of the supply chain such as power generation.  Today, reforms deal with the introduction of choice at the retail 
level.  For instance, electricity markets are open to households and small companies in a growing number of 
countries, including Finland, Germany, New Zealand, Norway, Sweden, England and Wales in the United 
Kingdom, and several states of the US and provinces of Canada.  By 2007, more than 500 million people in areas 
covered by the Organisation for Economic Cooperation and Development will be entitled to choose their electricity 
supplier.  This accounts for nearly 50 per cent of the population of OECD countries.   

In reference to Hon Robin Chapple’s claim that the Electricity Industry Bill does not contain renewable energy 
initiatives, the market objectives contained in the legislation ensure that sustainable energy options are not 
discriminated against.  I refer specifically to clause 122(2)(c) of the industry Bill, which provides as one of the 
market objectives - 

to avoid discrimination in that market against particular energy options and technologies, including 
sustainable energy options and technologies; 

There has been a long consultative process for developing the market design.  This document is available publicly.  
It has included participation by renewable energy stakeholders.  Hon Robin Chapple would be aware that these 
renewable energy stakeholders are fully supportive of the Government’s reform agenda as a basis for breaking 
down the barriers to renewable energy generation projects that currently exist within the industry.  The claims that 
the Government’s reforms are deficient in terms of renewable energy are diametrically at odds with the viewpoint 
of renewable energy stakeholders.  The market design includes several market mechanisms for selling electricity, 
which will provide choice and flexibility to renewable energy generators.  The market mechanisms provide 
substantial flexibility compared with the current situation, including special provisions for some renewable energy 
generators such as wind farms, which have particular problems at present.  It will be a properly balanced market, 
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which will provide the least costly balance in energy.  The market design will allow demand management to 
participate as an alternative to generation.  It will provide real opportunities to replace generation with energy 
efficiency and other options, when they are cost effective, and will provide revenue streams to organisations 
undertaking demand management activities.   

It should also be noted that the Electricity Industry Bill contains provisions which give the ability to impose 
renewable energy obligations upon market participants.  I refer specifically to schedule 1, paragraphs (a), (b), (c) 
and (d) at page 89.   

Hon Dee Margetts raised the issues of connection and headwork costs, which are extremely important.  The 
Government has specifically and explicitly recognised this by requiring its two network corporations - the Regional 
Power Corporation outside the south west interconnected system and the Electricity Networks Corporation within 
SWIS - to develop and submit to the Coordinator of Energy a network extension and expansion policy.  Once this 
policy is approved by the two corporations, they have a legal obligation to comply with the policy.  I refer to part 
4 of the Electricity Industry Bill.   

In reference to the suggestion that we should provide an assurance that the accounting practices of Western Power 
will result in an acceptable level of reliability, the new Electricity Networks Corporation will be a separate entity.  
It will no longer vie for internal funds as one of a number of businesses within the current Western Power structure.  
In addition, the independent Economic Regulation Authority will determine the Electricity Networks Corporation 
business revenue as part of its approval of the Electricity Networks Corporation business transportation charges 
under the proposed electricity access code.  This is part 8 of the Electricity Industry Bill.  Providing for the 
Economic Regulation Authority to approve the Electricity Networks Corporation access transportation charges 
provides a guaranteed revenue source to fund a specific level of electricity supply and service. 

Hon Bruce Donaldson raised issues such as the electricity reform benefits for small use customers.  Uniform tariffs 
will be preserved under the Electricity Industry Bill.  Clause 138 provides the ability to make regulations to 
prescribe maximum tariffs, which cannot be exceeded.  These tariffs will apply to both government-owned retailers 
and private retailers alike.  Prices cannot be any higher than those prescribed by law.  However, retailers will have 
the ability to offer prices at below the capped tariffs.  The regulation making powers also provide for customer 
rebates, discounts and concessions to be legislated, again imposing obligations upon government and private 
retailers.   

On 1 January 2005, 10 500 small to medium businesses will be eligible to choose a supplier of their choice; thus 
a small business that uses between $8 000 and $10 000 worth of electricity or more can seek to obtain a cheaper 
supply from a competitor of Western Power.  Those businesses will however be safe in the knowledge that their 
electricity prices will be capped.  The price protection afforded by maximum tariff caps will ensure that residential 
customers will not pay for the benefits that large business can expect to receive as a result of the introduction of 
competition.  In addition, the access level production in January 2005 ensures that small businesses also gain from 
the benefits that the choice of energy supplier will bring.   

The supplier of last resort will ensure that contestable customers have a fall-back supplier in the event that a new 
retailer leaves the market.  Under the legislative framework, the Economic Regulation Authority is to approve the 
supplier of last resort arrangements, including any prices or changes or charges submitted by the nominated 
supplier of last resort.  Accordingly, an independent mechanism exists to ensure that residential customers do not 
pay any costs of the supplier of last resort.  Residential customers will remain franchise customers of the new retail 
corporation.  The independent Economic Regulation Authority will possess the ability to prescribe and impose 
service obligations in terms of the reliability and quality of supply.   

The Economic Regulation Authority will also approve supply contracts, thus ensuring that contractual terms and 
conditions applicable to small use customers are independently reviewed and determined.  These contracts will 
contain such provisions as cooling-off periods and specify minimum notice periods during which a customer may 
break a contract without penalty.  A customer service code approved by government will prescribe customer 
service standards, such as billing procedures, information to be provided to customers and internal complaint 
handling procedures.  Almost without fail, every Australian State has some form of electricity customer service 
code with the exception of Western Australia.   

A new electricity ombudsman will be established with determination powers to award compensation to customers 
in the event of an adjudicated dispute or complaint.  I am interested in the concept of a new ombudsman with that 
particular function because of other areas of government activity.  This is a major improvement to the status quo 
in which the state Ombudsman has no determination powers in respect of Western Power.  In addition, the 
electricity ombudsman services are to be provided at no cost to the customers.   

Under the Electricity Corporations Bill, the new corporation will possess functions beyond electricity supply, such 
as gas and telecommunications, which will enable new services to be offered to customers.   
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In addition, competition will result in a greater customer focus as retailers seek to secure new customers.   

Hon Frank Hough, deliberately or otherwise, misconstrued the restructure of Western Power as privatisation.  I 
say unequivocally that this is not privatisation.  Privatisation is not government policy.  Indeed, clause 69 of the 
Electricity Corporations Bill contains an antiprivatisation provision.   

The prospect of the disaggregation of Western Power and the creation of a wholesale electricity market is already 
yielding benefits for consumers.  For example, AlintaGas has been offering discounts to medium-sized businesses 
in the range of 10 per cent per annum.  These customers include the Hyde Park Hotel and the University of Western 
Australia.  Modelling of the probable price outcomes of the recommended reforms was done as part of the cost-
benefit study commissioned by the Electricity Reform Task Force.  The results show expected price decreases that 
are over and above the pricing outcomes that could be expected if Western Power were retained in its current form.  
The study found that the reform will drive efficiency gains and lead to lower electricity prices than would be 
achievable in the absence of such reforms, and that average wholesale prices will be around 11.5 per cent lower 
than the base case by 2010.  According to the study, contestable customers with loads up to 8 760 megawatt hours 
per annum will experience average retail price reductions of around 11 per cent compared with the base case, and 
contestable customers with loads above 8 760 megawatt hours per annum will experience average retail price 
reductions of 6.5 per cent compared with the base case, which is not to be sneezed at.  These customers have 
already received some price reductions from the reforms to date.  The study further found that contestable 
customers with loads up to 8 760 megawatts per annum - for example, Royal Perth Hospital - will experience a 
wholesale price that is around 18 per cent lower than the base case.   
According to the modelling, average retail prices will be 8.5 per cent lower than the base case by 2010.  Franchise 
customers - that is, small business and residential customers - will experience average retail price reductions of 
around 8.5 per cent compared with the base case.  These customers will also experience the benefit of the flow-on 
effect that lower prices will have on goods and services more generally in the community.  Small businesses and 
residential customers have the potential to share in the benefit of price reductions.  This will occur through either 
the implementation of full retail competition or the reduction of the regulated uniform tariff.  However, those 
customers will also be protected from any adverse pricing outcomes by the application of Western Power’s existing 
published tariffs as minimum tariff caps. 
I have comprehensively tackled the range of issues that have been raised in the second reading debate.  People 
may want to take the time to further canvass issues, and of course there is the opportunity to do that during the 
debate on the short title of each Bill.  After the successful passage of these Bills through their second reading stage, 
it is my intention to move to adjourn further consideration of the Electricity Corporations Bill and the Electricity 
Legislation (Amendments and Transitional Provisions) Bill until the next sitting, and to move for committee 
consideration of the Electricity Industry Bill to be adjourned until a later stage of this day’s sitting.   
I commend all three Bills to the House.   
Question (that the Electricity Corporations Bill 2003 be read a second time) put and a division taken with the 
following result - 

Ayes (22) 

Hon Alan Cadby Hon Jon Ford Hon Norman Moore Hon Bill Stretch 
Hon George Cash Hon Peter Foss Hon Simon O’Brien Hon Derrick Tomlinson 
Hon Kim Chance Hon Graham Giffard Hon Louise Pratt Hon Ken Travers 
Hon Bruce Donaldson Hon Ray Halligan Hon Ljiljanna Ravlich Hon Ed Dermer (Teller) 
Hon Kate Doust Hon Barry House Hon Barbara Scott  
Hon Paddy Embry Hon Robyn McSweeney Hon Tom Stephens  

 

Noes (8) 

Hon Murray Criddle Hon Frank Hough Hon Jim Scott Hon Giz Watson 
Hon John Fischer Hon Dee Margetts Hon Christine Sharp Hon Robin Chapple (Teller) 

 

Question thus passed. 

Bill read a second time.  

Question (that the Electricity Legislation (Amendments and Transitional Provisions) Bill 2003 be read a second 
time) put and a division taken with the following result - 

Ayes (21) 

Hon Alan Cadby Hon Jon Ford Hon Simon O’Brien Hon Derrick Tomlinson 
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Hon George Cash Hon Peter Foss Hon Louise Pratt Hon Ken Travers 
Hon Kim Chance Hon Graham Giffard Hon Ljiljanna Ravlich Hon Ed Dermer (Teller) 
Hon Bruce Donaldson Hon Barry House Hon Barbara Scott  
Hon Kate Doust Hon Robyn McSweeney Hon Tom Stephens  
Hon Paddy Embry Hon Norman Moore Hon Bill Stretch  

Noes (8) 

Hon Murray Criddle Hon Frank Hough Hon Jim Scott Hon Giz Watson 
Hon John Fischer Hon Dee Margetts Hon Christine Sharp Hon Robin Chapple (Teller) 

Question thus passed. 

Bill read a second time.  

Question (that the Electricity Industry Bill 2003 be read a second time) put and a division taken with the following 
result - 

Ayes (21) 

Hon Alan Cadby Hon Jon Ford Hon Simon O’Brien Hon Derrick Tomlinson 
Hon George Cash Hon Peter Foss Hon Louise Pratt Hon Ken Travers 
Hon Kim Chance Hon Graham Giffard Hon Ljiljanna Ravlich Hon Ed Dermer (Teller) 
Hon Bruce Donaldson Hon Barry House Hon Barbara Scott  
Hon Kate Doust Hon Robyn McSweeney Hon Tom Stephens  
Hon Paddy Embry Hon Norman Moore Hon Bill Stretch  

Noes (8) 

Hon Murray Criddle Hon Frank Hough Hon Jim Scott Hon Giz Watson 
Hon John Fischer Hon Dee Margetts Hon Christine Sharp Hon Robin Chapple (Teller) 

Question thus passed. 

Bill read a second time.  
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