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SYNERGY — 2018–19 ANNUAL REPORT 

Statement 

HON DR STEVE THOMAS (South West) [5.18 pm]: I noted that this afternoon the Leader of the House tabled 
the Synergy annual report. It was tabled in the other place this morning, which gave those members the opportunity 
to have a debate on it today. This is our first opportunity in this house to see it, but, luckily for me, it was put on the 
Synergy website this morning. Even though there was some circumvention of the process in the Legislative Council, 
the information was made available. There are a couple of very important issues to be dealt with. The chief executive 
officer’s comments on page 4 of the report highlight them. He states — 

Our full year financial results, which include a $428.9 million impairment to the carrying value of 
Synergy’s assets as well as a $152.4 million onerous contract provision, indicate the extent to which 
a structural shift in the operations of the electricity system and related markets is occurring. 

I note that he went on to say that if the impairment and the onerous contract were excluded, it would have ended 
up with $5.4 million loss compared with a total loss of $656.9 million. This issue was debated to some degree in 
the lower house, and it is obvious to those who have read the report that what the government calls an impairment 
is in fact a writedown of assets. That is not an unusual component of a business proposition, but the explanation 
given by the Minister for Energy needs a bit of analysis. He quoted the Commonwealth Bank’s webpage on business 
analysis, and he used a document on how to measure asset valuation, which actually provides a couple of options. 
Under one asset valuation method, you add up what your asset is and you use that as a measure of worth. The 
minister went on to say that the government had obviously used the capitalised future earnings method, and I think 
he quoted this — 

Work out the business’s average net profit for the past three years. Take into account whether there are 
any conditions that might make this figure hard to repeat 

That becomes the average return on investment, or ROI. The webpage continues — 

Divide the business’s average net profit by the ROI and multiply it by 100. Use this figure as the value 
of the business 

… 

For example, David is considering buying a bakery with an average net profit of $100,000 after adjustments. 
He wants and ROI of 20%. He divides $100,000 by 20% and multiplies it by 100 to get a business value 
of $500,000. 

Of course, that works when you can arbitrarily say what level of return on investment you want to get, but that 
does not always necessarily apply to government statistics. I was around for the convergence of the GFS and 
GAAP accounting systems—the government financial system and the generally accepted accounting principles—
when we looked at what might be the best way to measure the assets of the government. If we simply apply that 
ROI basis, Synergy becomes very interesting. The annual report suggested that this financial year the total 
equity in the business, the net assets, was $250 million, down from $927 million last year. It has effectively 
taken out $477 million, which it has written off as part of the asset. As part of the operating costs, it has applied 
the entire process into one financial year and then said, “We’ve now got a $656 million loss because we’re 
taking all that writedown of that asset and putting it into one financial year.” I was intrigued to hear the minister’s 
justification for that, which was the capitalised future earnings process. Let us have a look at what that might 
be. I have averaged out the net profit, or income, based on the last two annual reports of this company, the group 
component of Synergy. In 2017, it was minus $45 million; in 2018, plus $24 million; and in 2019, I give it the 
credit for taking out those two extraordinary accounting bits that it has put in place, which left it with a minus 
$5.4 million net profit. That means the average is a negative figure. It is only a small negative figure, but it is 
still in the negative in its best year. If we assume that it claims assets of about $1.5 billion, which it does 
when it actually measures its assets in the consolidated statement of financial position, non-current assets at 
$1.5 million, current assets it claims. That is more about its tradeables and its inventories of $866 million. If we 
use $1.5 billion and look at the profit margin that it is getting based on that profit margin, it is getting about 
somewhere between 0.0006 and 0.0012 per cent profit. The Minister for Energy’s justification in the other place 
was this: he said, “We’ve had to re-evaluate this and take this money and write this money off.” I do not have 
a problem with that. I think it is actually quite sensible. 

Hon Alannah MacTiernan interjected. 

Hon Dr STEVE THOMAS: I do not have time, minister. The Minister for Energy tried to draw this link. He tried 
to say that if the government left a high capital value on Synergy, $1.5 billion, or down to $927 million instead of 
the new $250 million, because the government can just choose its return on investment, whatever that number 
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happens to be, it would have had to charge all consumers more to reach that arbitrary, fancifully decided return on 
investment. Therefore, the government is saving energy users money by reducing the capital value, in effect, of 
Synergy. Reducing the capital value of Synergy is not a bad thing in itself, because it is probably a far more realistic 
valuation. I can tell members that a lot of the stock of Synergy, particularly power stations, is old, rundown and 
not worth very much—perhaps scrap value—so $250 million is a far better number than $927 million. But to try 
to justify that process by saying that if we left a purely arbitrary and discretionary figure of the capital value in 
place, we would have had to charge residential electricity consumers more is an absolute nonsense. Let us be 
a little bit honest about the process. This is a writing down in an equity, in a business, that is probably far too high 
anyway. It is effectively half a billion dollars of money taken out on paper that was not there anyway. It was not 
there anyway, because when the government puts whatever figure it wants to put in place — 

Hon Alannah MacTiernan: So he did the right thing. 

Hon Dr STEVE THOMAS: I have no problem with the government dropping the capital value, as in the 
Synergy annual report, from $927 million down to $250 million, but it should do it in a way that is honest and that 
explains it to people. The whole annual report does not tell us in those simple terms that this is an arbitrary figure 
picked up by government with a return on investment that it has decided upon. To put an expected return on 
investment on a government entity and be expected to manage that—the government arbitrarily picking it and 
saying that that is how much money it thinks it is going to make out of it—is a nonsense. It needs to be adjusted 
in the system. This is part of the problem. When government assets are valued despite all the good work done in 
the convergence of the government finance statistics and generally accepted accounting principles, it is, in my 
view, immensely difficult to use a net return model of investment and capitalised future earnings, particularly 
when bond rates are so low. The old hurdle rate that we used to talk about in economics was that companies 
expected a 20 per cent return on investment. Then they expected a 15 per cent return on investment, and lately 
they have started expecting a 10 per cent return on investment. But the long-term bond rate in a lot of countries 
is now negative, so people are prepared to invest and lose money just to keep it safe. The expectation that the 
government can simply choose a 20 per cent return on investment going into the future is a nonsense. To suggest 
that we have now magically saved money for electricity consumers—prices went up by seven per cent and now 
they are not going up very much because the government had to do this by changing the arbitrarily selected return 
on investment in the capital value of this asset—is accounting fraud. It is just not true. I have all support for 
reducing the capital level of this government. I think even the numbers are pretty right. But the suggestion that this 
was done to save people money is rubbish. 
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