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Synergy — 
Mr I.C. Blayney, Chair. 
Mr B.S. Wyatt, Minister for Energy. 
Mr J. Waters, Chief Executive Officer. 
Mr A. Kabra, Acting Chief Financial Officer. 
Ms K. McKenzie, Principal Policy Adviser. 
[Witnesses introduced.] 
The CHAIR: This estimates committee will be reported by Hansard. The daily proof Hansard will be available 
the following day. 
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 estimates committee’s consideration of the estimates will be 
restricted to discussion of those items for which a vote of money is proposed in the consolidated account. Questions 
must be clearly related to a page number, item, program or amount in the current division. Members should give 
these details in preface to their question. If a division or service is the responsibility of more than one minister, 
a minister shall only be examined in relation to their portfolio responsibilities. 
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 principal clerk by Friday, 29 September 2017. 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 through the online questions system. 
I give the call to the member for Riverton. 
Dr M.D. NAHAN: How many large-scale generation certificates will Synergy need to procure to meet its 
large-scale renewable energy target obligation? How will those certificates be procured, what will be the cost, and 
when will it have to start doing this? 
Mr B.S. WYATT: That is a very good question, member. I will get Mr Waters to answer. Obviously, we have an 
LRET obligation that we need to make a decision on fairly soon. The member would have seen some media about 
the provisioning in Synergy’s accounts for meeting that obligation. Synergy has done a lot of work in this space in 
respect of certificates required to be purchased et cetera. I will hand over to Mr Waters to deal with those specifics. 
Mr J. Waters: I thank the member for the question. First of all, I will provide a bit of background about how the 
LRET obligation works. It is a federal commonwealth legislation target that is set, based on retail market share. 
When we talk about our future obligations in regard to the LRET scheme, it is very much based around forward 
projections of retail electricity demand in the franchise sector, which is Synergy’s monopoly market, and our share 
of the contestable market. As we get closer to 2020, the actual amount that we are required to procure grows each 
year as we get there. On the basis of the current target, we have a shortfall that will be created by 2020 of about 
900 000 LGCs per annum. Each LGC is equivalent to one-megawatt hour of renewable energy. That amount then 
stays pretty constant out until 2030. It is a scheme that runs from 2020, once the target has been met, and it 
continues for 10 years beyond that. There are many ways in which retailers can go about discharging their 
obligations to the target. There is obviously the ability to build renewable energy facilities and self-produce the 
certificates to discharge our obligations. There is the ability to buy LGCs under contract in the market, and many 
facilities are being built on the east coast of Australia right now that are writing long-term contracts for LGCs that 
we can buy, because they are a tradeable commodity. Additionally, there is a central exchange for the purchase of 
LGCs with a floating price that is set by market forces—supply and demand. The final option is that organisations 
have the choice to effectively ignore the target and pay a penalty rate of $93 per megawatt hour. In our current 
forward estimates, we have taken a position that we will buy LGCs at market to present a base case for analysis. 
At the moment, our projections include what we would actually see us doing in discharging or expensing the 
equivalent of about $460 million worth of LGCs out to 2020. The majority of those are not being purchased, so 
that is not a $463 million cash outlay. Many of the LGCs that we will expense we already self-produce under 
facilities we own, like the Albany wind farm, or facilities we already have under contract, such as the Collgar wind 
farm. The actual value of the gap in LGCs, should we buy them at the market, is to spend around an additional 
$170 million as cash expense on LGCs that we do not yet have an avenue to acquire. Our actual plans, and we 
spent a lot of time analysing this, is that we believe that it is the right commercial decision to build facilities here 
within the south west interconnected system to discharge the obligation through production. Depending on the 
types of facilities we build and where they get built—obviously by that I mean there is a difference around the 
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production rates of, say, wind verses solar, because solar has a much lower yield than wind—we are talking around 
about 250 megawatts of new facilities that would need to be constructed by 2020, and that is very much what we 
are working on with government right now. 
Mr D.T. REDMAN: Some projects have been floating in the wind in terms of delivering renewable energy—in 
fact, base load. One is the biomass project in Manjimup, which is hoping to produce base-load energy from the 
residues from planation forestry. Given that is very much a local project, and it is base load, which I would have 
thought would have some substantial benefits as being part of the energy mix, what is the likelihood of that sort 
of organisation getting support from Synergy in picking up a contribution to Synergy’s target? 
Mr B.S. WYATT: Again, that is a good question. I will ask Mr Waters to make a comment in a minute. There are 
a lot of different renewable projects around in various stages of readiness and at various levels of commerciality, 
generating from the access period for Western Power. It has highlighted some along the way that perhaps are not 
as ready as they thought they were, but also in respect of what price they can provide that energy for. That is 
something that I am particularly sensitive to, of course, because most consumers are. In respect of that biomass, 
I will ask Mr Waters to make some comments. 
Mr J. Waters: I am well aware of that project and it has been on the books. I think it started as a project at 
Bridgetown and was subsequently relocated to Manjimup. We understand it very well, and there have been many 
other projects like it. In fact, there are even similar projects of differing technologies that are around at the moment. 
We are always interested in base-load supply because it removes the element of instability from the production 
side that wind and solar facilities have as one of their downsides in application. However, based on the prices that 
we are seeing through the work in our own developments and other expressions of interest we have received, 
biomass—I do not want to speak specifically about any project—is generally not quite as cost-competitive as wind 
and solar as alternative projects. That is simply because of the extent of global production and the availability and 
progress that has been made technically with turbine technology in particular. We have seen both wind and solar 
travel down a cost curve over the past five or six years. The cost-effectiveness of those technologies versus some 
of the alternatives has personally really surprised me. 
[7.50 pm] 
Mr D.T. REDMAN: By extension, can the Minister for Energy guarantee that to meet any shortfall in renewable 
energy requirements, the government will not go to market and hence pick up something being produced 
elsewhere—for example, in South Australia if it has spare wind farms? I refer to the buy local thinking. Can the 
minister put a line through that right now or is he keeping his options open? 
Mr B.S. WYATT: We are keen to do that. We would absolutely prefer to produce our own energy locally. I do 
not know whether Synergy has looked at those sorts of options. 
Mr J. Waters: Our plan is very much to build facilities to meet the bulk of our requirements, but we are talking 
about facilities that will vary in their production according to weather conditions and a demand side that will vary 
according to economic factors. The growth or delivery of new large loads and customer behaviours are critical 
factors. We will always need access to the market to provide that top-up and spill around the fringes, in effect. 
I have a view that over time, we will always trade with the market. We will buy some and we may be selling some. 
It is an important part of the overall balancing of the system. 
Mr D.C. NALDER: The minister mentioned the 250 megawatt requirement. Is the government planning to go to 
the market to generate it or are we looking to build generation capacity as a state asset? Either way, I imagine that 
we would be ambivalent about which renewable power it is. We want to look at a unit cost of energy in both the 
short and long term based on capital cost and depreciation et cetera. 
Mr B.S. WYATT: The member is right. I am looking at that. I am ambivalent about the technology, provided that 
it meets our obligations and it comes in at the lowest price that we can get. That is what I am keen on. We are yet 
to land on a position on whether we build our own or go to market and see who can provide it. A couple of issues 
are in play, including the time frame and the capacity for the market to deliver. Synergy previously looked at the 
market—I want to say in 2015, but I will hand it over to Mr Waters to give the member more detail on that. 
Mr J. Waters: We have been talking and continue to talk to the market. In addition, we continue to look at means 
of developing some of our own projects. Our process is to be ambivalent about how they are built. We need 
a balance of technologies because we do not need too much of one and not enough of another. There is a question 
about having wind and solar in complementary amounts. Beyond that, our overarching objective by a significant 
margin is to meet the obligation at the lowest cost to power consumers. When everything is said and done, it is 
about delivering the lowest cost projects to the consumers and the state. 

The CHAIR: Minister, if I may, I am going to grab the right to ask a question. 

Dr M.D. NAHAN: I think that is improper! 
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Mr B.S. WYATT: I cannot imagine what the Chair would be interested in. 

The CHAIR: I might surprise the minister. Recently, I was again in Derby and I got the talk that any MP visiting 
Derby gets — 
Mr D.T. REDMAN: What page, Mr Chair? 

Mr B.S. WYATT: It is about time that someone took control of this discussion. Well done, member for Warren–
Blackwood. 

The CHAIR: I hope the member is not expecting any more questions tonight. 

Mr B.S. WYATT: The member may as well go home. 

The CHAIR: The economics of the tidal production of electricity at King Sound — 

Dr M.D. NAHAN: The Chair has been talking to Wilson Tuckey. 

The CHAIR: No—Elsia Archer, actually. Are the economics of that project looking better these days? 

Mr B.S. WYATT: I will pass that on to Mr Waters, who will no doubt give a thorough answer to that question. 

The CHAIR: Mr Waters is a very appropriate name. 

Mr J. Waters: To be honest, given the fact my focus is in the south west and we do not have the generous tides 
of Derby and the West Kimberley, I do not have a great deal of knowledge about tidal energy, but I would be very 
happy to find some information and provide a briefing if it is of particular interest. Other than that, I could not 
really elaborate much beyond that on specifics. 

The CHAIR: Thank you for your effort anyway. 

Mr J. Waters: Pleasure. 

Dr M.D. NAHAN: The Chair should have asked that of Horizon Power. 

The CHAIR: It just occurred to me when someone was talking about something else. 

Mr D.T. REDMAN: Dam the Fitzroy! 

Dr M.D. NAHAN: Let me understand this. Will the government try to build or facilitate the government’s 
large-scale renewable energy target requirements in the south west interconnected system? 
Mr B.S. WYATT: That would be the preference, yes. 

Dr M.D. NAHAN: Will the Minister for Energy guarantee that the government will meet its large-scale renewable 
energy target scheme here as an aggregate? We have to top and tail. 

Mr B.S. WYATT: I am fairly confident we will, but I think as the point has been made, we are brushing up against 
some time frames to deal with. Mr Waters, I would have thought that is a fair assessment. 

Dr M.D. NAHAN: There was a proposal for Synergy to do an off-balance sheet transaction with Warradarge wind 
farm. The Minister for Energy would remember that, of course. Is that still on the boil? 
Mr B.S. WYATT: Synergy has still been doing work on that and I have asked Treasury and the Public Utilities 
Office to work with Synergy on that. So it is still an option. 

Dr M.D. NAHAN: Synergy still has excess capacity. There are still provisions for shutting down a plant. We 
probably still have excess capacity in there. If we build additional capacity in the SWIS—whether we build it or 
facilitate, it does not matter—it will simply add to excess capacity, which will, in turn, require the government to 
step up and shut down other capacity. If we build new renewables, we are likely to augment the excess capacity 
that exists now, and it will lead to greater pressure to reduce standing capacity. If we facilitate the construction of 
250 megawatts of renewable capacity to meet the government’s LRET requirements, is the government going to 
then need to shut down 250 megawatts, or thereabouts, of existing capacity? 

Mr J. Waters: To approach it from a couple of different angles, the ministerial directive that applies to Synergy 
caps the megawatt capacity ownership and has a specific provision to carve out renewables from that requirement. 
From the perspective of the generation cap, there is no obligation. When we look at total system capacity, we 
approach the question more from a capacity credit perspective as opposed to a gross machine capacity level. If the 
member is talking about a 200-megawatt coal-fired machine, it will have a capacity credit obligation of something 
like 180 megawatts, which is the net sent out capability of that facility after the load used to power its own works. 
However, the way the Australian Energy Market Operator provides capacity credits certification to renewable 
facilities is based on their ability to produce capacity during the periods of peak demand in recent years. On that 
basis, when we are looking at, let us say, the 250 megawatt requirement under the LRET obligation to 2020, our 
view is that that will increase the market total capacity by about only 50 megawatts. That is because we do not get 
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the same capacity allocation to renewable facilities as we get to, say, fossil fuel or uninterrupted facilities because 
they are subject to weather conditions and often the weather conditions at which system peak occurs is 
unfavourable to wind facilities, in particular, because by default if it is 44 degrees, it is probably not windy. 
Therefore, a lower capacity allocation is provided. If we were to consider it from a capacity credit requirement, 
the actual amount we would be adding to the market would be significantly less than a nameplate rating at around 
50. By the time we complete the task of retiring the 380 megawatts that we announced for retirement this year, 
which will be completed by September next year, we are getting the market back to a fairly close level of balance. 
We still have spare capacity but nothing like the 1 000 megawatts we had two to three years ago when we had 
excess fossil plant plus demand-side management. By the end of next year—and certainly by the time the 
large-scale renewable energy target obligation rolls around—these facilities will enter the market and we will be 
getting back to a fair degree of capacity balance so we are not really impacting that too significantly through the 
delivery of facilities on the south west interconnected system. 

Dr M.D. NAHAN: If 250 megawatts of renewables were added and they do not add much to peak because when 
it is peak, the wind is not blowing almost by definition, is that not the problem that South Australia got into when 
it added a large amount—much more than we will ever do hopefully—of unstable wind that led to pressure on the 
transmission grid, distribution and the backup of existing ones? Is the minister worried that 250 megawatts wind 
or renewables will stress the system in terms of stability? 
Mr B.S. WYATT: I am not worried in respect of some of the projects that are around. The comparison has been 
made with South Australia, but in percentage renewables we are still a long way short of what South Australia is 
at. Mr Waters might make more comment about that. 

Mr J. Waters: I can only agree with the minister’s views. The South Australian situation involved a significant 
range of complex factors that went well beyond a simple quantity of wind in a market. There was significantly 
more to it, which I will not go into now. It is important to understand that the locational issues that occurred in 
South Australia occurred at a wind penetration level of in excess of 40 per cent. We are only at sub10 per cent now 
and moving into the high teens. We do not foresee concerns of that nature. We believe the market has significant 
capacity to absorb renewables potentially even beyond that required for the 2020 target. 

Dr M.D. NAHAN: Has Synergy been requested by the Public Utilities Office or regional development or the 
minister to look at renewable power stations in Kalgoorlie, Collie or Albany—Albany wave power, Collie biomass, 
Collie solar or Kalgoorlie solar—as part of LRET requirements? 
Mr B.S. WYATT: We took to the election a range of policies about wave and initiatives in Collie and also 
obviously solar interest around Kalgoorlie. The Minister for Regional Development has carriage of both 
Kalgoorlie and wave in Albany. I think there has been some conversation with Synergy about wave but I will ask 
Mr Waters to make some comments in a minute. We are still doing some work on Collie. I am not sure whether 
Synergy has been engaged in that yet. The other point I have made—I have made it in here as well—is that for 
Synergy to be of interest, it has to be competitive. It has to provide its energy at a price — 

Dr M.D. NAHAN: Let me clarify this. In order for the biomass plant in Collie that the Labor Party committed to 
in the election or the solar plant in sunny Collie to sell large-scale generation certificates to Synergy, it has to be 
competitive with the alternatives on price and reliability. 

Mr B.S. WYATT: That is right, and the commitments around biomass and solar in Collie were commitments that 
required securing private sector partnerships. Whether there is that private sector interest, we will find out in due 
course. I am not entirely sure. I am thinking of Synergy or Western Power in respect of the wave energy project 
in Albany. Mr Waters, do you want to make any comments about wave energy? 

Mr J. Waters: In regard to the wave energy project, we are only involved because it is very early and it is more 
from a perspective of seeking to understand, particularly if we have a role in facilitating the connection or the 
bringing of that energy to market. We really are not involved beyond that in any detail—certainly not to the point 
of undertaking commercial analysis at this stage. It is simply too early for us. 

Dr M.D. NAHAN: The government committed $30 million to Collie solar and $30 million to Collie biomass 
facilities. Is the minister saying that they do not have support from Synergy unless they are cost competitive with 
other alternatives than Synergy? 

Mr B.S. WYATT: They do not have support from me unless they get private sector partners and they are able to 
provide energy at a cost competitive price. 

Dr M.D. NAHAN: Do you think they will? 

Mr B.S. WYATT: We will find out in due course. With respect to wave, look at the size of it. It is effectively 
a research project. 
Dr M.D. NAHAN: It is one megawatt, but it is still $19.5 million — 
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Mr B.S. WYATT: — reallocated from the pipeline that never quite made it. 
Dr M.D. NAHAN: Yes, but that could be put to budget repair. 
Mr B.S. WYATT: We could put it to all sorts of things. We see this as a good research project. 
Dr M.D. NAHAN: An identical one is working off Garden Island today. 
Mr B.S. WYATT: There might be an identical one working off Albany in due course. 
Dr M.D. NAHAN: Except it will not work. 
Mr D.C. NALDER: If we take the wave farm, biomass and meeting this 250 megawatt renewable target, when 
we take into consideration the comments made earlier about glide path to cost reflectivity, has the cost of these 
renewables or the LRET been taken into consideration for cost reflectivity or does it mean future price increases 
that have not been considered at this point? 
Mr B.S. WYATT: The LRET has been factored into the glide path. 
Dr M.D. NAHAN: Page 84 of the annual report refers to accounting standard AA SB16 to replace AA SB17. Can 
the minister explain what practical implication this change will have on budgets going forward and the treatment 
of power purchase agreements? Will it impact, for instance, the LRETs going forward and how they will be 
funded? Will it affect some of the agreements with, let us say, energy suppliers Mumbida and Bluewaters? 
Mr J. Waters: It was noted in the annual report, as the member pointed out, as a change to the accounting 
standards applicable on 1 July 2019. We are yet to consider it in great detail. A body of work will be completed 
on that in the coming year to ascertain the implications and, in doing so, we will work in conjunction with Treasury 
to thoroughly understand the potential impact. As the member is aware, the impact is that it will convert potentially 
existing operating leases to finance leases, and in doing so bring them from an accounting treatment perspective 
onto the books as a liability. We already have in our existing accounts two power purchase agreements that are 
finance leases. We are well aware of the range of PPAs that are potentially at risk but given that it is a 2019 and 
beyond issue, we are yet to acquit the fully body of work to thoroughly analyse and understand it. 
Dr M.D. NAHAN: What PPAs will the government have to consider putting on the balance sheet? Are they very 
large? That is a big issue and will affect the way the government goes about purchasing its LRETs. 
[8.10 pm] 
Mr J. Waters: In looking forward into the potential impact from a Large-scale Renewable Energy Target 
perspective, we are able to undertake the analysis on that with a view to the potential change. Looking backwards 
at existing power purchase agreements, it will be the PPAs of the ilk of the Collgar wind farm, Bluewaters Power 
and similar. If the member would like a detailed list, I could provide it as supplementary information. I probably 
could not recall them all off the top of my head because there is a fair number of them. 
Dr M.D. NAHAN: Yes. As supplementary, could you provide us a list of those? 
Mr B.S. WYATT: Would you like that? 
Dr M.D. NAHAN: Yes. So it potentially affects your arrangement with Collgar, which is a big one, but also 
Bluewaters? 
Mr J. Waters: Yes. 
The CHAIR: To be exact, will the supplementary information include those two aspects? 
Mr J. Waters: It will include those two aspects, plus a list of all other existing operating leases. 
The CHAIR: Is the minister comfortable with that? 
Mr B.S. WYATT: Yes, all operating leases. 
Dr M.D. NAHAN: This could potentially have a significant impact on debt levels. 
[Supplementary Information No A10.] 
Dr M.D. NAHAN: Just on that, the proposal to have that off-balance-sheet transaction when others were put into 
that—I think a Dutch firm funded it; that is the proposal that was put to me—the risk was that that would come back 
on the balance sheet. Would this accounting treatment bring that back on the balance sheet, or is that another risk? 
Mr J. Waters: We have assessed it through the context of that. We do not believe so. 
Mr D.C. NALDER: Just on the special dividend of $100 million that has been taken out, I would like to 
understand how that impacts cash flow and whether there is a risk at some point that there will be the potential for 
an adverse impact on cash flow such that there might need to be some support from the government and whether 
Synergy sought ministerial direction for support for this initiative. Thirdly, I would like to know whether this puts 
at risk any maintenance program within Synergy over the forward estimates. 
Mr B.S. WYATT: It was a decision made because of the healthy cash balances that Synergy has. I will ask 
Mr Waters to make comment, but it is my view that it will not have an impact on Synergy’s forward line of 
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investment, which I think the member’s question was around. We made the point earlier today when Treasury was 
here about the Public Utilities Office and the role it is going to have and government having more oversight of, or 
a greater role in, some of these decisions around our utilities, not just energy. That is one that I am keen to pursue. 
As part of these decisions around Synergy and all the utilities, we had a look at the impacts that this would have 
had on Synergy and the debt levels of various organisations et cetera, but I am fairly relaxed about that special 
dividend not having any dramatic impacts on Synergy. I am happy for Mr Waters to make some comments. 
Mr J. Waters: As the minister said, we are a business that operates with a relatively high cash balance, given that 
we have very low debt and we have depreciation on our balance sheet, which means we effectively accrue cash, 
so we operate with cash balances as high as $300 million to $400 million which, in reality, could be operated 
within very safe liquidity limits as low as $200 million. In reality, the dividend that we have paid is just to dip into 
a cash balance that is relatively generous already and is, I guess from our perspective, something that any owner 
has the right to do. We have re-forecast our cash flows out into the future, and we do not see any issues for the 
business at all that would require us to borrow, for example, to meet a short-term cash obligation. We think we are 
well covered between existing payments and receipts. 
Mr D.C. NALDER: Just to follow up, given that on top of that, if I am correct, Synergy has to absorb the 
$56 million early termination of the tariff adjustment payment, it is again Synergy’s ability to absorb, on top of 
the $100 million, the additional $56 million, but I will put in an additional question with it: given you had an 
annual loss of $12 million in your last report—I know that there are impairments and things in there—there is also 
a sizeable reduction in customer revenues, which I imagine is potentially being impacted by solar panels on 
consumer roofs, so are you confident that you can come back into a positive return, or is there a large amount of 
fixed costs that sit in the base and make it difficult to actually generate a profit moving forward? I couple the large 
cash flow and capital payments coming out; at the same time, you have declining revenues and the potential risk 
of your business operations over the next three to four years, given that there are sizeable dividends built into the 
forward estimates. 
Mr B.S. WYATT: That is a good question. I will ask Mr Waters to make some comments in a minute. The 
member is right. In the most recent results for Synergy there were some large impairments—obviously, 
depreciation of some of those assets that are being retired. The member is right on two things: the impact of solar 
panels and the competitive space. Mr Waters will make some more specific comments around that. 
Mr J. Waters: I guess the context of the $100 million special dividend top with regard to the reduction in the TAP 
is that they are effectively unrelated in that the special dividend really makes a call on cash, which is a balance 
sheet item—it is not so much an operating item. The reduction of $50 million, from a revenue perspective, is in 
a business that already generates in excess of $3 billion of revenue. Will that have a bottom line impact on the 
business? Yes, it will, because, as the member mentioned, we are a business that is seeing declining revenues, 
given a combination of tougher conditions and softer conditions in our contestable market, and a residential market 
with a continuing appetite to invest in solar PV, which is leading to reduced revenues overall. I think, longer term, 
if you look in the budget papers, you will see that as we move towards cost-reflective tariffs, the business is 
sustainable and profitable from that perspective. I remain confident that the longer-term financial stability of the 
business is okay. However, one important initiative this year was the change in tariff structures to move more of 
our revenue from a variable form of tariff to a daily fixed charge, and therefore stabilise our revenue. That is 
certainly an important factor when I consider the go-forward condition of the business from an overall revenue 
perspective. 
Dr M.D. NAHAN: First, the minister is saying that the $100 million dividend is basically coming from cash 
balances that are in excess of $300 million, but that leaves very little retained earnings for investing in renewables, 
which the government might want to do down the track. In the accounts, there is basically an assumption that 
Synergy is going to buy large-scale generation certificates on the open market until an alternative is found; that is 
the base case. That will not require Synergy to invest in capital; it will require it to expend on an operating basis, 
not on a capital basis. The minister has told us that he will not actually do that; he is actually going to look at either 
getting PPAs or direct investments in renewables, whereby he will need to draw down on capital investment. 
Pouring money out of dividends basically consumes it because it goes into the general government sector. That 
means that if the minister is going to take his preferred route, he is going to have to increase borrowings down the 
track. That is not on the books because of the base case, but that is what he will do. Is that not right? 
Mr B.S. WYATT: That is a reflection of what the member thinks might happen. What actually happens will be 
whatever the government comes to in respect of the impact of the LRET on the books of Synergy. Coming back 
to the point that Mr Waters and I made before, this is unlikely to have any dramatic impact on Synergy, including 
the obligations it has to make in the very near future—decisions around its LRET obligations. 
Dr M.D. NAHAN: But if the base case, as the minister has described it to me, is based on purchasing LGCs in the 
market, it means that Synergy does not have to make a capital outlay, but that is just for planning purposes or 
putting impairment or cost into the budget. The minister is going to go out and either get PPAs or directly invest 
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in plant. That means that if $100 million is taken out, the minister is going to have to borrow that $100 million 
down the track; that is just what it means. That is what he has to plan for.  
[8.20 pm] 
Mr B.S. WYATT: If we need to make a capital investment that is greater than the cash balance, the member is 
probably right, but who knows whether Synergy is going to land on that? 
Dr M.D. NAHAN: I would like to go to Synergy’s financials on page 37 of the annual report. Can the minister 
explain how the retail business unit profit has deteriorated from a loss of $6.86 million last year to a loss of 
$273 million this year? Does he expect this loss to continue either with this pattern or at this level? 
Mr A. Kabra: We do not have the prior numbers, so I am just wondering where the $6.86 million is coming from. 
Dr M.D. NAHAN: It is from the previous annual report. 
Mr A. Kabra: We will have to take that as a supplementary question. 
Dr M.D. NAHAN: Let us look at this year. Synergy reported a loss in the RBU of $273 million; is that correct? 
Mr B.S. WYATT: Mr Kabra. 
Mr A. Kabra: Yes. The results that the member is looking at in terms of the segment information are derived as 
though those particular segments—the retail business unit, the wholesale business unit and generation business 
unit—trade on a single, isolated basis. The results are based on the transfer pricing between the wholesale business 
unit and the retail business unit. It is purely a function of the internal transfer price. If the results of the wholesale 
business unit and the retail business unit are combined, it actually makes an overall profit. It is to ensure that what 
has been charged to the retail business unit is at arm’s length under the regulations. 
Dr M.D. NAHAN: That transfer price was set up basically to be an arms-length price between the RBU and WBU. 
Page 34 of the annual report indicates that cash receipts from customers have dropped by $420 million compared 
with those for the previous year. The point I am making is that Synergy is losing a great deal on its retail book in 
both market share and money. 
Mr A. Kabra: Is that a statement of fact or is the member asking a question? 
Mr B.S. WYATT: Does the member want us to confirm that? 
Dr M.D. NAHAN: It is a question, yes. 
Mr J. Waters: We will take that as a supplementary. 
[Supplementary Information No A11.] 
Dr M.D. NAHAN: Page 34 of the annual report indicates that cash receipts from customers dropped by 
$420 million compared with those from last year. I know the minister does not have last year’s annual report, but 
what is driving the reduction in payments and receipts from customers and is he concerned about that continuing? 
I might add that it is a continuing drop in customer receipts. 
Mr B.S. WYATT: Correct. 
Mr A. Kabra: As we have previously mentioned, there is a constant strain in the market. Obviously, where 
Synergy competes in the contestable market, there is significant competition because of excess supply. There is 
a decline in market share. But all those risks are factored into the forward estimates. The results in the budget take 
that into account. As we are cash positive, or will continue to remain so, that is not a huge concern at this time. 
But, again, as budgets are based on assumptions, any other change or trend in the market will — 
Dr M.D. NAHAN: Is Synergy still losing market share in the contestable market? 
Mr A. Kabra: Yes. 
Dr M.D. NAHAN: What is it down to now? 
Mr A. Kabra: We will take that as a supplementary. 
Mr B.S. WYATT: We will come back to the member for Riverton with supplementary information on Synergy’s 
current market share of the contestable market. 
[Supplementary Information No A12.] 
Mr D.C. NALDER: Further to the line of questioning about the $420 million, which is on top of what I was 
talking about earlier, on the cost side of the ledger, how much of the cost that sits within Synergy is fixed and how 
much is variable? How much flexibility is there for Synergy to adjust its cost base to offset that? What percentage 
can be offset? 
Mr B.S. WYATT: This has been a big part of the tariff reform that we did earlier to try to get more into the fixed 
charge and there is probably still more to come when more of the tariff needs to be attached to the fixed charge. 
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That is why there has been a significant decline in the expected tariff equalisation contribution going to Synergy. 
That 10.9 per cent increase allocated and tied to the fixed charge went a long way, as Mr Waters indicated a minute 
ago, in securing the revenue flow for Synergy. 
Mr D.C. NALDER: The increase in the fixed tariffs is really just the revenue side. I am saying that there has been 
a reduction of over 10 per cent in customer sales in a 12-month period. If I was running a business that showed 
that sort of drop, I would consider that to be an alarm bell. 
Mr B.S. WYATT: It has been going on for quite some time now. It is not just the revenue side; the problem is 
that if that tariff was not adjusted, more cost would fall to those people who are reducing their variable costs. For 
example, people who do not have the capacity to put solar panels on their roofs were bearing more of the fixed 
costs of Synergy, whereas those with solar, as we all know in this room, were able to significantly reduce the 
variable charge that they were paying to Synergy to the point at which, in some cases, they were paying nothing. 
That has had a big impact, which is why the TEC has been reduced to an expected 56 for next year. It is not just 
a revenue issue; it is ensuring that there is equality in bearing the fixed costs. 
Mr D.C. NALDER: I had not finished the question. 
Mr B.S. WYATT: I apologise. 
Mr D.C. NALDER: We are seeing a reduction of well over 10 per cent in cash receipts from customers. If that is 
sustained, there would have to be pressure on Synergy to look to its expense base. Within its expense base, there 
will be fixed costs and variable costs. What percentage of the expense base for Synergy is fixed and what 
percentage is variable? How much flexibility is there on its expense line to accommodate either this decline or 
further declines? 
Mr B.S. WYATT: Mr Waters. 
Mr J. Waters: In very general terms, our cost base is largely 80 per cent fixed and 20 per cent variable, and the 
largest single item—I consider it a largely fixed-cost line item—is the network connection tariffs that we pay to 
connect our customers to Western Power’s network. Sitting behind the A1 tariff is a network tariff that, up until 
this year, has had a significantly greater fixed-cost component than variable-cost component. We have by design, 
as do utilities everywhere, a bias from a cost structure perspective towards a fixed-cost base—big assets, 
connection fees and fuel, a lot of which is take or pay, and, in our case, power purchase agreements, which are 
take or pay. We have a structural challenge. Among the key cases for tariff reform was to take a revenue side, 
which was funding a cost side that was largely fixed and based on a tariff that was largely variable. Part of the 
restructuring of the tariff was to bring the tariff across into a structure from a fixed and variable perspective that 
more closely aligns with what we would expect would be the efficient cost structures of business. At the same 
time, businesses have to find ways to vary fixed costs to make them less volume dependent. That is a challenge 
the business has to deal with. 
[8.30 pm] 
Mr D.C. NALDER: I understand the principle of what is being said, but it alarms me, because we are encouraging 
people to take up solar generation but at the same time it erodes the profitability of Synergy, therefore we are going 
to increase tariffs against them to recover that. If we think about technology and where it is going, battery 
technology is coming. We are setting in place a process that will speed up encouraging people to come entirely off 
the grid once that technology reaches a certain point. A glide path is being created that is making it more and more 
viable for these battery technologies because tariff prices are being increased simply for connections. A process is 
being brought forward. This is a question; I just thought I would pick it up before you told me, Mr Chair. A point 
is being brought forward at which it will become affordable for people to come off the grid, and then I question 
whether there will be a worse problem within Synergy at that point. 
Mr B.S. WYATT: The uptake of solar and battery technology has not just arisen since we came to government, 
member. It has been around a long time, including when the Liberal Party was in government. The member is right 
that they are threats to the Synergy business model, particularly batteries. If batteries come on that are affordable 
and reliable that can sit on a home and provide enduring power in the event that the sun is not shining and the wind 
is not blowing—the member knows the rhetoric—that is absolutely a threat to retailers, particularly ones like 
Synergy that also own the vast majority of generation assets. Whether that means we are getting to the point of 
disconnection or the death spiral et cetera, in a little while Western Power will be here and the member can put 
that question. I think Western Power will have some interesting views about the value of the network and whether 
people would like to stay connected or not. 
Mr D.C. NALDER: My point is not to look back, because this is an issue Australia-wide. My point is how the 
government looks at this moving forward. Looking at the tariff rates and the fixed rates, I question whether 
a connection fee is going to be the solution. It might be for the short term, but I question it being a solution for the 
long term. I am more focused on where we go from here and I am not hearing a solution. 
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The CHAIR: Is there a question in that follow-up, member for Bateman? 
Mr D.C. NALDER: Would the minister agree with that? 
Mr B.S. WYATT: I agree that that is the member’s view. 
Dr M.D. NAHAN: I asked for supplementary information about what power purchase agreements were at risk 
because of the accounting changes. Could I also be given the potential debt impact and how that would be treated 
if they had to be brought back on? 
Mr B.S. WYATT: No, I will give the member the first list and he can make his own conclusions. I will not do 
a hypothetical balance sheet analysis for Synergy. The member can do his own analysis when he gets the list. 
Dr M.D. NAHAN: Yes, okay. The minister indicated that prices from Western Power had been frozen this year 
and in the transition to access arrangement 4 — 
Mr B.S. WYATT: Sorry, what was frozen? 
Dr M.D. NAHAN: Western Power’s prices this financial year, 2017–18, have been kept at 2016–17 levels. With 
the move to AA4, Western Power’s pricing was fixed. That means there was no price increase to Synergy’s largest 
cost—that is, payments to Western Power, which make up 40 per cent of its costs. Are those savings being passed 
on to consumers or are they being reaped for cash balances and special payments? 
Mr B.S. WYATT: I would have to ask Western Power, I think, when it gets here. This is in respect to the fourth 
access arrangement; is that what the member is referring to? 
Dr M.D. NAHAN: In the move to AA4 it was decided not to increase Western Power’s prices; they were kept 
constant at, I presume, 2016–17 levels. That means that Synergy’s largest cost, which is imposed by 
Western Power for the right to use its transmission distribution, has remained constant this year. 
Mr B.S. WYATT: Effectively, Western Power had no choice. We are all familiar with the legislation that never 
made it through last year, which meant that there was a delay in Western Power getting its fourth access 
arrangement resolved. That will now be submitted and I am sure the CEO will shortly be able to confirm whether 
it will be. It is due on 2 October and that will be in. Western Power might make some comments about what it 
expects that to be, because the member is right that it will be effectively backdated to 1 July 2017. Again, from 
memory it is unlikely to be a significant increase. I say that bearing in mind that the member can put that question 
to Western Power very shortly and he will probably be given some more specific answers around that. 
Dr M.D. NAHAN: Before we move on to Western Power, Synergy has had a sometimes difficult relationship 
with its coal supplier. How is that relationship going? Is there solvency in the coalfields? Is the government looking 
to reform the coalfields at all? There is one in particular, which supplies Bluewaters Power, that has had difficulty 
in the past. 
Mr B.S. WYATT: I will ask Mr Waters to make some comments. It is very difficult for the state government to 
reform the coalfields; it is not as if we are exactly operators. 
Dr M.D. NAHAN: The government is virtually the sole source of income for the coalfields. 
Mr B.S. WYATT: Yes, but as the member knows, that does not necessarily give the rights to operate coalmines. 
Dr M.D. NAHAN: I am not asking for that! 
Mr J. Waters: As a general comment, I think I have said this before, the Collie coalfields require reform. I cannot 
really comment in any detail about my views on how and when that will occur, but I still think there is a case for 
change in the Collie coalfields if it is to achieve commercial sustainability. In the meantime, however, our coal 
supplier continues to supply coal on a reliable basis. I think it has reported some small cash losses. Not at 
a significant or alarming level from my perspective, so for all intents and purposes I am of the view that our coal 
supply is currently stable. 
Dr M.D. NAHAN: After next year Synergy will not require a tariff adjustment payment. Next year or maybe this 
year—after the year—Synergy will have to wear that $56 million. 
Mr J. Waters: The year after that. 
Dr M.D. NAHAN: Therefore, Synergy will be cost reflective. I had better ask the minister this. If that is the case, 
will Synergy be going to full retail contestability? 
Mr B.S. WYATT: That is a good question. The member and I had a bit of a conversation the other night about 
this during private members’ business. Interestingly enough, I had a look at some of Eric Ripper’s media 
statements from the early 2000s and full retail contestability was a desire of his and has been a desire of 
governments for a long time. As the member knows, it is not as easy as one would suggest, not without just a mass 
transfer of value from the public to the private sector. Ultimately, how we get there, and there is the key question 
of what we do with Synergy to get there, still needs to be resolved. Unfortunately, I cannot give the member a date, 
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but it has been the desire of governments now for a long time. The member is right. We will get to cost reflectivity 
across forward estimates, but what that then means for contestability is still to be determined. 
The CHAIR: That completes the examination of Synergy. 
[8.40 pm] 
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