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Division 20: Economic Regulation Authority, $2 439 000 — 
Mr T.J. Healy, Chair. 
Mr B.S. Wyatt, Treasurer. 
Ms J. Gardner, Chief Executive Officer. 
Mr R. Sarawat, Executive Director, Energy Markets. 
Mr P. Kelly, Executive Director, Regulation and Inquiries. 
Mr R. Pullella, Principal 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 be examined only in relation to their portfolio responsibilities. 

The Treasurer 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 Treasurer 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 Treasurer’s cooperation in ensuring that it is delivered to the principal clerk by Friday, 
31 May 2019. I caution members that if the Treasurer 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: I refer to page 254 of budget paper No 2, volume 1. The second paragraph under “Significant Issues 
Impacting the Agency” states — 

The Authority has finalised its investigation into Synergy’s pricing behaviour in the Wholesale Electricity 
Market … and concluded that there was a potential breach of the WEM rules. 

That is in the Western Australian energy market. Is the Economic Regulation Authority concerned that Synergy’s 
residential tariffs are not cost reflective and that Synergy is not receiving a tariff adjustment payment? Is the ERA 
concerned that, first, Synergy has been operating inappropriately in the wholesale market; and, second, that current 
residential tariffs are not cost reflective and, at the same time, Synergy is not receiving a tariff adjustment payment? 

Mr B.S. WYATT: I ask Mr Sarawat to respond. 

Mr R. Sarawat: As far as the first question is concerned, we looked at the wholesale energy market and found 
Synergy to be in breach of a rule within the wholesale energy market rules. As far as the retail tariff is concerned, 
the ERA does not and did not look into retail tariffs; accordingly, we did not look at the TAP. 

Dr M.D. NAHAN: What was the nature of the breach? What is the effect of the breach and the effect of the 
ERA finding that there was a breach? 

Mr B.S. WYATT: I will again ask Mr Sarawat to answer. Obviously, the Electricity Review Board will have 
a role to play in this process. 

Mr R. Sarawat: Rule 7A.2.17 of the Wholesale Electricity Market Rules requires market participants to bid in 
accordance with the short-run marginal cost of generation. The ERA found that Synergy had bid above what was 
considered to be the short-run marginal cost and that that behaviour relates to Synergy’s market power. 

Dr M.D. NAHAN: What is the outcome of that finding? 

Mr B.S. WYATT: Again, I note the role of the ERB. 

Mr R. Sarawat: We found it to be in breach and have now referred the matter to the Electricity Review Board. 
We are waiting for the process of the Electricity Review Board to make a decision. 

Mr B.S. WYATT: The Electricity Review Board will ultimately decide whether that is the case. A process still 
needs to be gone through before a final determination will be made about Synergy’s behaviour. 

Dr M.D. NAHAN: Essentially, did the ERA find that Synergy was charging above the regulated price, the low-run 
marginal cost, in the wholesale market in which it is by far the dominant player? 
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Mr R. Sarawat: That is correct. 

Mr D.T. REDMAN: I know that the Economic Regulation Authority has just resolved access arrangement 4 with 
Western Power. My question goes to the new facilities investment test and how the ERA will treat Western Power 
in an environment in which distributed energy resources are coming on substantially. There are a number of pilots 
around the state in which DER is playing out as a cost-effective solution. How does the ERA treat the new facilities 
investment test, given the significance of these changes? Does it consider meeting a service standard as critical to 
a DER alternative to a poles and wires solution? 

Mr B.S. WYATT: That is a good question. I expect it is based on similar efficiency matters. However, Mr Pullella 
is better placed to answer that than I am. 

Mr R. Pullella: The situation with the code is that there is a regulatory test that determines an appropriate solution 
for delivering services, particularly increased services. That test needs to be passed. That is the threshold for any 
investment in increasing service levels. That goes to solutions that are not poles and wires. It can include demand 
response or generation, but that test does not apply to DER, and DER was not necessarily envisaged because it is 
not in the asset base of Western Power. Western Power’s assets are poles and wires. It does not have, as 
I understand it, the mandate for generation. 

Mr D.T. REDMAN: Is it fair to say that decisions that are being made now, including the regulatory oversight 
from the ERA, will potentially come up with sub-optimal solutions, given the regulatory constraints? 

Mr R. Pullella: When the member says “sub-optimal” — 
Mr D.T. REDMAN: I will give an example. The community of Walpole had massive issues with power outages 
throughout Easter. The poles and wires from Walpole to Denmark and Albany have trees all over them. Meeting 
a service commitment for Walpole is very difficult. Alternative solutions could be presented, but they might be 
very difficult for Western Power to achieve, given the ERA’s oversight. 
Mr B.S. WYATT: Before I refer that question to Mr Pullella, I think that some of that is probably unreasonable 
for him to deal with. However, the question of whether the ERA is allowing what might be sub-optimal investment 
is probably the best question for Mr Pullella to answer. 
Mr R. Pullella: The ERA is not allowing sub-optimal investment, but it has nothing to say about DER at this point 
because it is not in the asset base that we are responsible for regulating. Those decisions are currently not addressed 
under the access code directly. 
Mr B.S. WYATT: Therefore, as a result, the member can extrapolate his own view about DER and where we are 
on the access code. 
Mr D.T. REDMAN: That will be the importance of some regulatory reform. 
Dr M.D. NAHAN: On 17 November, the ERA looked at the efficient costs and tariffs of the Water Corporation. 
It found that a typical Perth customer could be about $400 better off if there was a regulated price. Can the 
Treasurer give me an estimate of what the price of water would have to drop on average to get full cost reflectivity? 
Mr B.S. WYATT: In the metropolitan area? 
Dr M.D. NAHAN: Yes. 
Mr B.S. WYATT: I refer that to Mr Kelly. 
Mr P. Kelly: Unfortunately, I do not think we can give the member that figure. 
Dr M.D. NAHAN: The authority cannot? 
Mr P. Kelly: No. We do not have it. 
Dr M.D. NAHAN: The ERA came up with an estimate of what the rate of return would be and how Water Corp 
is overcharging. We know what tariff is levied now. 
The CHAIR: I have to put the question. 
The appropriation was recommended.  
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