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Synergy — 

Ms L.L. Baker, Chairman. 

Mr J.H.D. Day, Minister for Planning representing the Minister for Energy. 

Mr T. James, Chief Executive Officer. 

Mr K. Matacz, Chief Financial Officer. 

Mr A. Jones, Chief Information Officer. 

Mr B. Stratton, General Manager Strategy and Corporate Affairs. 

Mr A.S. Gaspar, Manager Corporate Affairs. 

Mr D.J. MacKenzie, General Manager Retail.  

Ms A. Nolan, Director General, Department of Finance. 

The CHAIRMAN: This estimates committee will be reported by Hansard staff. The daily proof Hansard will be 

published at 9.00 am tomorrow.  

Members may raise questions about matters relating to the operations and budget of the off-budget authority. 

Off-budget authority officers are recognised as ministerial advisers. It is the intention of the Chair to ensure that 

as many questions as possible are asked and answered and that both questions and answers are short and to the 

point. The minister may agree to provide supplementary information to the committee, rather than asking that the 

question be put on notice for the next sitting week. I ask the minister to clearly indicate what supplementary 

information he agrees to provide and I will then allocate a reference number. If supplementary information is to 

be provided, I seek the minister’s cooperation in ensuring that it is delivered to the committee clerk by Friday, 

8 June 2012. I caution members that if a minister asks that a matter be put on notice, it is up to the member to 

lodge the question on notice with the Clerk’s office. 

I now ask the minister to introduce his advisers to the committee. 

[Witnesses introduced.] 

The CHAIRMAN: The member for Cannington.  

Mr W.J. JOHNSTON: Can I ask, minister, in respect of the employment of Blair Stratton by Synergy, was 

Synergy made aware of the issues that I raised involving Mr Stratton in his performance as chief of staff to the 

minister before it hired him? Was there any discussion between Synergy and the minister, or the minister’s 

office, regarding Mr Stratton’s employment? 

Mr J.H.D. DAY: My understanding is that Mr Stratton was employed through the normal recruitment process—

the appropriate public sector management processes that exist under legislation in Western Australia—and that 

was a decision by the chief executive officer.  

Mr T. James: When I took over as chief executive officer on 1 April last year, I restructured the organisation to 

have more focus and be more accountable, and that meant that I required four new executives. I used our normal 

processes of external recruitment agencies to do a hunt through Australia to find appropriate executives for those 

roles. At the time, Blair was one of those applicants. He was, I think, unemployed at the time, and the external 

recruitment agency recommended him for this particular role. We subsequently interviewed him against a 

shortlist for that role and we agreed with the recruitment agency that he was the best person for the job.  

Mr W.J. JOHNSTON: Just to clarify the answer to the question, did Mr James know about the issues that were 

investigated by the Public Sector Commissioner? Is that a yes or a no? 

Mr T. James: I am not clear on those, no.  

Ms R. SAFFIOTI: My question relates to the price path for electricity over the forward estimates. The budget 

papers show a price path of five per cent, 10 per cent and 10 per cent post this budget year.  

Mr J.H.D. DAY: It is 3.5 per cent. 

Ms R. SAFFIOTI: Yes, 3.5 per cent, but in the post-budget years, five per cent, 10 per cent and 10 per cent. The 

Economic Regulation Authority draft report of April estimates that in 2012–13—there are a number of issues, 

but basically the cost catch-up is about five per cent. Does Synergy have a view about where residential 

electricity prices are at today in respect to cost reflectivity?  

Mr J.H.D. DAY: The government makes decisions about what the increases will be in each year, or indeed 

whether there is going to be any change, and it has been indicated through this budget what the current expected 

increases are likely to be over forthcoming years. Synergy may be able to provide information about what are the 
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likely costs that it expects to incur, but decisions are made by the government about what is approved as an 

increase. 

Ms R. SAFFIOTI: I was not asking what future price increases there will be. It is more of a factual question: 

where does Synergy believe residential prices are at today—or as at 1 July—in respect to full cost recovery? 

Mr T. James: All I can say is that Synergy’s role in the process is to provide cost information to the 

government, who then analyse that information and make their own determinations on advice from the 

Economic Regulation Authority and their own Treasury groups. So we are a provider of information, not a 

decider, in terms of the tariffs and their future glide paths.  

Ms R. SAFFIOTI: There was an interesting, I suppose not debate, but comparison, between what the ERA 

believes should be the rate of return for energy utilities in Western Australia and what Treasury believes should 

be the rate of return. Treasury is saying about seven per cent, and, as I understand it, the ERA in its draft report 

said around three per cent or four per cent. That impacts on what cost recovery there is. Does Synergy have any 

view of what it believes its rate of return should be? 

Mr T. James: I will ask the chief financial officer if he can provide some advice on that. 

Mr K. Matacz: We actually do not have an opinion about what we believe the rate of return should be, because 

it is a policy decision by government with regard to our returns. We factor in, through the state budget forecast, a 

percentage retail margin, which actually then drives our profit levels. So we simply comply with the policy 

decisions by government with regard to our retail margins. 

Ms R. SAFFIOTI: So it is totally driven by government decision? 

Mr K. Matacz: Yes. 

Dr M.D. NAHAN: I refer to page 568, the customer information billing system. Synergy has had some problems 

with its billing system over the previous years, and it has spent a large amount of money this year, and some 

going forward, on the billing system. What has Synergy done, and does the minister think it has fixed the 

problems?  

Mr J.H.D. DAY: A substantial investment has been made in a new billing system. That was originally approved 

when the previous government was in office, and it has been put into effect since this government has been 

elected, of course. There were some teething problems in the early stages of the system, which resulted in quite a 

few complaints being made, and that is understandable. As I understand it, the system has now settled down 

substantially, but I will ask Mr James to add to that. 

Mr T. James: The system that it replaced was built in 1994 with the old State Energy Commission of Western 

Australia. It was an old in-house system, built on the technology of that era, and it required a significant number 

of programmers to be able to program, update and modify that type of software. As we moved towards 2006 and 

the disaggregation of Western Power into the utilities of today, the software was no longer able to cope with the 

new regulation and the new environment that we had, and it was also difficult to obtain programmers who had 

that particular skill to be able to upgrade the system. So in 2006 a business case was prepared to look at 

replacing it, we went to market, and ultimately, through the section 68 process, in 2007 a business plan was 

approved to replace our in-house built system with the SAP product out of Germany. We recruited an 

experienced consulting firm, Accenture, to help us guide our way through that and spent two years designing, 

building and implementing the system. What we learnt towards the end is that these systems are very complex. 

They require a fair degree of knowledge but, importantly, they also require a degree of customising to suit the 

local market. We did not understand back then that when we customise it, that creates additional risk in the 

software for when we go live. Our experience is now similar to that of other retailers who have been through the 

same process where once we go live, we need additional resources to process things that are not processing well 

through the system and also to be able to fix up the system. It was an experience that we did not enjoy. 

Unfortunately, it is an experience that is common with other retailers. For example, we understand that AGL had 

a budget of $98 million and spent $224 million. We have largely now fixed the system. When I took on the role 

of CEO in April last year, my first task was to recruit a chief information officer with experience in the product. 

We have worked diligently over the last 12 months and we are now at a point where the system has been put 

back into our normal business processes.  

[7.40 pm] 

Mr W.J. JOHNSTON: In the Legislative Council on 2 April 2009 the Minister for Energy said that this project 

would save $75 million. Could the minister tell us what those $75 million savings were expected to be? I also 

understand from answers to the minister that the original budget was $35 million and about $90 million has now 

been spent on the project. Since the minister became minister, why has the cost of the project gone up by such a 

large amount?  
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Mr T. James: As I explained, as we go live with these projects, we found that we need more resources to deal 

with the issues where the system was not working. We had overflow capability with Stellar, a contact centre in 

Joondalup, to deal with customer inquiries and some transaction work was being done by a consulting company 

called Tata Consultancy Services, which has extensive experience in managing SAP systems. Those costs plus 

the cost of fixing the system caused the additional cost. That is an experience similar to what other retailers have 

experienced. Nonetheless, it is not something that we wanted but the reality is that that is what we faced and it 

has been our highest priority to fix it.  

In terms of the benefits, it is hard to track the benefits from when the business case was put together in 2007 

through to now because the business environment changes. For example, we are now dealing with the carbon 

tax, we have had a feed-in tariff, we had a whole lot of environmental changes and we have had tariff increases 

to process as well. As we have stabilised the system over the last 12 months, we spent time reviewing our budget 

in the forward estimates and we have factored in around $40 million of savings that we immediately see now that 

we settled the business and we are targeted on delivering those savings.  

Mr W.J. JOHNSTON: When the Minister for Energy stood in this place on 2 April 2009 and said there were 

$75 million of savings for introducing what he described as a world-class billing platform, is the minister not 

certain what he was referring to?  

Mr J.H.D. DAY: It sounds like he was giving a lot of credit to the previous government and previous minister in 

selecting what was a world-class system.  

Mr W.J. JOHNSTON: I am just repeating what Minister Collier said in this chamber. I am asking whether the 

minister knows what he was referring to. 

Mr T. James: Our focus has been on fixing the system. We have sat down to see what benefits we can gain. We 

have nearly identified some $40 million and will continue to find further savings as we get to know the system 

better.  

Mr J.H.D. DAY: My limited knowledge of it is that the previous system was pretty antiquated and would have 

cost a lot to continue operating and simply would not have provided the service that was really needed in the 

changing environment, so maybe the comparison he was making was for the alternative of that system 

continuing to cooperate.  

Dr M.D. NAHAN: When the business case was developed in 2007, what was the expected cost of the new 

billing system and what has it cost to date?  

Mr T. James: The original cost was around $47 million. We have now settled the system down at a cost of 

about $93 million in round numbers.  

Mr C.J. TALLENTIRE: My question relates to the hardship efficiency program, the Save Power program, 

worth $1.5 million. Was Synergy happy with the way in which that program was being run by the organisation 

Environment House that was contracted to perform the energy audits?  

Mr J.H.D. DAY: I do not think there was any criticism or dissatisfaction with how the program was being 

provided. A decision was made by government that the funding for the program would be better allocated across 

a larger number of people to directly allow people to reduce the cost of their electricity to help them pay off their 

electricity account. That was the rationale for the change but I will ask Mr James to comment.  

Mr T. James: About every two months I spend some time at the contact centre listening to phone calls coming 

in, along with a number of other executives. Clearly, there is a lot of hardship out there in the marketplace. We 

really do see the two-speed economy operating every day. We welcome any opportunity to provide hardship 

support to the customers; it is far better than disconnecting a customer. Disconnection is something of a last 

resort. We welcome any support to our customers to help them with their hardship.  

Mr C.J. TALLENTIRE: Has the minister sought to correct the comments made by the Treasurer in his 

response to the second reading speech in which he said that Environment House, the nongovernment 

organisation, had spent $55 million and he suggested it misspent that money when the organisation was only 

ever allocated $1.5 million? Based on the minister’s previous response, and I guess the responses of those around 

him, there was never any question about the inefficiency of how the program was running. 

Mr J.H.D. DAY: I will ask Anne Nolan to make a comment. 

Ms A. Nolan: It is true that the hardship efficiency program was underspent on a regular basis. There is no 

question about the quality of service provided by the provider. No-one is questioning that. It is more a question 

of what the government’s policy objective was. The policy objective was to provide broader based assistance 

through its cost of living payment to 340 000 people as against the 3 000 people being reached through the 

hardship efficiency program.  
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Mr W.J. JOHNSTON: I refer to the feed-in tariff debacle. I specifically refer to a letter from Minister Collier to 

the then managing director of Synergy, Trevor James, on 19 April 2011 where there was an undertaking that the 

government would meet the cost of the feed-in tariff. I contrast that with the budget announcement recently that 

$150 million of the feed-in tariff would be moved to Synergy. I also refer to the fact that the board of Synergy 

had rejected paying the fit directly itself because it was not a payment in respect of operating the energy system. 

Has there been some new directive from the minister or has Synergy changed its mind, and if it has changed its 

mind, what led it to changing its mind on such a crucial issue?  

Mr J.H.D. DAY: The date of that letter was April 2011, so it was clearly the expectation of the government, 

based on all the information it had at that time, that it would be fully funded out of the consolidated fund. The 

expected total cost around that time, I recall, over the 10year period was in the order of $300 million. The 

expected cost now is about $450 million over the 10year period. As the member says, there is about a 

$150 million difference, which the minister has indicated Synergy will be funding. Obviously, it has to factor 

that into its budget. A formal direction has not been given at this stage. 

[7.50 pm] 

Mr W.J. JOHNSTON: On 7 April 2011, the Office of Energy advised the minister — 

Due to its obligation — 

That is Synergy — 

to act in a commercial manner, Synergy’s Board required a clause in the agreement that noted it would 

cease paying the FiT if the Community Service Obligation payments ceased or were insufficient to 

cover its costs. 

This is now completely contrary to the decision of the Synergy board and a repudiation of the minister’s 

undertaking that it would be funded out of government. What happened? 

Mr J.H.D. DAY: As I said, that was the expectation based on the information available to government in April 

2011. 

Mr W.J. JOHNSTON: This is not a question of government; this is about Synergy. What happened to Synergy? 

When did it change its mind to somehow think that this was about operating the energy system, when it had 

rejected that? 

Mr J.H.D. DAY: Synergy is owned by the government on behalf of the people of Western Australia. Clearly, 

the owner should be able to have some say on what it owns. 

Mr E.S. RIPPER: We have just found one more of those mechanisms by which the government gets at the 

revenues of the utilities! 

Ms R. SAFFIOTI: I refer to the fringe benefits tax obligations. What is the estimated actual expenditure by 

Synergy on FBT for the 2011–12 year? How much of this was for entertainment? How much was the underlying 

expenditure that attracted entertainment FBT and what are the details of this expenditure? If the minister does 

not have that information, it can be provided by way of supplementary information. 

Mr J.H.D. DAY: We will provide that by way of supplementary information. 

[Supplementary Information No B59.] 

Mr J.H.D. DAY: I will ask Mr James to provide some information on the issue of entertainment more generally 

and how that is being managed. 

Mr T. James: We are obviously competing with the resource sector to retain our skilled workforce. One of the 

challenges is to create an environment in which people want to work for Synergy and not work in the mining 

sector or elsewhere. We think it is very important that we recognise people who deliver good service and also 

people who have served out long service. We have a number of reward and recognition schemes for our 

employees and we think that they are a valuable part of our overall employment attraction in Synergy, so we are 

keen to retain those. Similarly, we operate in a contestable market. From memory, four other retailers compete 

with us. Obviously, as customers’ contracts come up for renewal, it is important for us to understand those 

customers’ needs more closely, and hospitality is part of that process. However, we are very mindful of the 

hardship that people are facing in the community. We have reviewed our hospitality costs. They are now 

becoming far more targeted. They have reduced significantly over the past few years and they will be reducing 

further next year. 

Dr M.D. NAHAN: Synergy would obviously benchmark its labour pricing costs against the private sector 

because it competes with it. What has been the increase in wages in the comparable industries that it has had to 

compete with over the past few years? Does the CEO have any idea about that? 
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Mr K. Matacz: The only comment we can make with regard to the increases is that we have been able to 

provide our own staff. In relation to the comparable increases that have been occurring in the general market, no, 

we do not have that information. 

Mr W.J. JOHNSTON: This is a question that the minister might want to take on notice. What is Synergy’s 

budget for the 2012–13 financial year for corporate hospitality, including corporate boxes? Does it have a budget 

for other corporate hospitality? Does it have an expectation of how much will be spent on corporate hospitality 

for that year? 

Mr T. James: Yes, we do have corporate hospitality. I cannot quote the exact numbers, so I will take that on 

notice and provide that information. As I said earlier, we are very mindful of that sort of expenditure, particularly 

in the current environment in the community. We are bringing those costs down and making sure that they are 

far more targeted to our needs in the contestable market. 

Mr J.H.D. DAY: I will ask Mr James to provide information about the rationale for having corporate boxes, if 

indeed that is justified. 

Mr W.J. JOHNSTON: Corporate boxes in hospitality. 

Mr T. James: Correct. Half of our revenue base or thereabouts is contestable. Hundreds of millions of dollars in 

contracts become renewable each year. It is important that we, like our competitors, spend time with customers 

to understand their needs, and corporate hospitality is part of that process. 

Mr W.J. JOHNSTON: So that information will be provided by way of supplementary information. 

Mr J.H.D. DAY: We will provide the expected expenditure in 2012–13 on corporate boxes at sporting events, 

presumably. 

Mr W.J. JOHNSTON: Corporate hospitality, including corporate boxes. 

Mr J.H.D. DAY: I do not know whether Synergy does anything in the arts, but if it does, that is a good thing. 

Mr W.J. JOHNSTON: If it does, that would be corporate hospitality, not just sports. 

[Supplementary Information No B60.] 

Ms R. SAFFIOTI: Can I ask about the efficiency dividend and how Synergy expects to deliver that efficiency 

dividend? What impact will the efficiency dividend have on the call centre, given the enormous stress that the 

call centre is obviously under due to the massive increases in electricity prices and the impact on households? 

Mr T. James: As I said earlier, since becoming CEO in April, our focus has been on fixing the SAP billing 

system so that it can take pressure off our call centre and help it work more efficiently. Having now settled down 

the system, we have focused on achieving the benefits out of the system. Our first cut is somewhere in the order 

of $40 million, as I mentioned earlier. That is built into the forward estimates. We believe we can do that without 

affecting service standards, which is critical to us as a retailer. Importantly, the cost that we are now bringing out 

of the system lines up with the Economic Regulation Authority’s best-practice efficient costs that it put in its 

recent report on Synergy. Those costs will be slightly above the efficiency dividend. We will be able to deliver 

that and also deliver the cost structures that the ERA says is required for an efficient retailer. 

Ms R. SAFFIOTI: So there is a guarantee that services to the public will not be impacted. 

Mr T. James: Obviously, one can never guarantee that, because things go wrong in systems from time to time. 

We would hope not, but we certainly believe that we will be in a good position to provide the right level of 

service as required from a retailer of our type. 

Mr W.J. JOHNSTON: Is it possible for Synergy to provide the detail of what is being cut to meet the 

government trading enterprise efficiency dividend? 

Mr J.H.D. DAY: As I have indicated in previous divisions, consideration is being given to how that efficiency 

dividend will be funded over the next 12 months. Presumably there will be discussions, obviously at a board 

level and by the senior management of Synergy, and they will communicate with the minister. Decisions have 

not been made yet. Presumably, some options are being looked at, but options are not necessarily put into effect. 

I expect that there will be some decisions between now and 1 July. 

In relation to the question about a direction being given to Synergy to assist in funding some of the feed-in tariff 

costs, I did indicate that no direction has been given at this stage. That is correct, but I am also advised that there 

is some discussion underway about whether a direction is provided. It may eventuate that one is provided, but it 

does not exist at this stage. 

Ms R. SAFFIOTI: Is that in relation to the feed-in tariff? 

Mr J.H.D. DAY: Correct. 
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Mr E.S. RIPPER: Meanwhile the budget has been presented to Parliament, but in effect it is still being worked 

on. 

Mr J.H.D. DAY: One has to plan ahead in government. 

Mr W.J. JOHNSTON: In respect of the answer about the budget cuts, the minister is saying that basically it is a 

work in progress and he is not sure. What about the 2011–12 year? What cuts were delivered inside Synergy to 

meet the GTE efficiency for the current financial year? 

Mr E.S. RIPPER: There is still a month to go!  

[8.00 pm] 

Mr K. Matacz: In relation to the current budget, we have actually been able to reduce our costs across our 

general expenditure and our operating environment. We have been able to target some of the costs related to 

process improvement initiatives that have started in the year as a result of improvement in the system. Some of 

those process improvements have enabled us to come in under budget in a number of our different categories of 

expenditure, particularly in some of our outsourcing arrangements and particularly in some of our back-office 

costs. 

The CHAIRMAN: I am sorry; we are out of time. That completes the examination of Synergy. 

 


