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ENERGY PORTFOLIO — ELECTRICITY MARKET REVIEW PHASE 1 DISCUSSION PAPER 
Statement by Minister for Energy 

DR M.D. NAHAN (Riverton — Minister for Energy) [2.50 pm] — by leave: From time to time over the past 
12 months, I have stood in this place and described the problems in Western Australia’s electricity market in the 
south west, both from the perspective of the state government in its trading enterprises and from the perspective 
of a minister who also has an obligation to consider the market as a whole. I have highlighted the fact that 
despite an 80 per cent increase in the A1 tariff, Synergy’s subsidy has increased ninefold since 2006 to over 
$500 million this year. I have lamented the fact that despite $3 billion of private sector investment in the market, 
Synergy still remains responsible for 76 per cent of generation capacity in this market. This level of market 
concentration necessarily blocks competitive market development, which in turn has ensured that the state 
government remains on the hook for billions of dollars of notionally private sector investment. I have highlighted 
the growing levels of excess capacity and clear signs that investment decisions were being badly distorted by 
ham-fisted government policies that developed as a consequence of the 2006 disaggregation of Western Power, 
and I have concluded that this was simply not sustainable from the perspective of the state, the economy, 
electricity consumers and indeed market participants. The problem had to lie in large part with the market and 
industry structure established by Labor in 2006. 
In March of this year, the government established an expert panel of review to investigate and propose solutions 
to address these and other challenges facing the electricity sector in the south west of Western Australia. 
Appointed to this expert panel was Ray Challen, deputy director general of the Department of Finance and head 
of the Public Utilities Office; Nicky Cusworth, deputy director general of the Department of State Development; 
and chairman Paul Breslin, director of Stanwell Corporation, former CEO and director of ACIL Tasman and 
former director general of the Queensland Department of Minerals and Energy. These members of the panel 
were selected for their independence of mind, intellectual rigour and track record. The review was tasked with 
proposing a set of options to government that could address the challenges we face here in Western Australia. 
The options paper is scheduled to be provided to government later this year. In developing this options paper, I 
asked the review team to investigate the sector in detail and to provide a snapshot of the challenges we face here 
in Western Australia. They have spent significant time and effort on this task. Last month I was provided with a 
copy of the discussion paper by the review team for public release in order to stimulate discussion in the 
industry. Given the importance of the issue, I consider it imperative that this document be released in this house, 
and I do so today. 
Though not a statement of government policy, the discussion paper raises a whole range of complex and 
important problems, and floats options for reform into the future. My purpose today is to table the discussion 
paper and highlight a few elements of the document that I think aid our deliberations in this place. The 
discussion paper begins with some important history. Energy market reform in this state really goes back to the 
Carnegie review in 1992, which recommended the introduction of competition in non-monopoly parts of the gas 
and electricity industries. In response, the Premier, as the then energy minister, spearheaded reform of the sector 
including the establishment of Western Power Corporation and the former AlintaGas. Towards the end of the 
1990s there was a reinvigoration of the debate around energy reform, and in 2001 the Gallop government 
established the Electricity Reform Task Force. Here the aim of developing a more competitive electricity 
industry through the disaggregation of Western Power, the establishment of full retail competition and the 
creation of a new electricity market took centre stage. The objectives of this policy were to lower the cost of 
production and electricity tariffs, to reduce the state’s need to invest in generation capacity and to move away 
from a monopoly model towards a market driven by competition and private investment. In doing so, this took a 
substantial period of time. From its establishment in 2001, it took until 2006 for the reforms to take effect. The 
reforms were controversial and were the subject of extensive debate in this house. 

The changes that were adopted following the Electricity Reform Task Force’s recommendations included the 
establishment of a new energy and capacity market, a short-term energy market and the establishment of new 
regulatory bodies, including the Independent Market Operator. It involved the disaggregation of Western Power 
into four entities, as members know: a separate retailer in the form of Synergy, a separate generating business 
known as Verve Energy, the poles and wires were separated into Western Power as a regulated monopoly, and 
the activities outside the south west interconnected system were allocated to Horizon Power. Most of our 
constituents will understandably be concerned with questions of choice, price and reliability. Broadly speaking, 
we have three classes of consumers in Western Australia. First, we have those households and businesses 
consuming less than 50 megawatts per year, all of which are supplied by Synergy on subsidised tariffs on a 
monopoly arrangement; second, we have customers who consume more than this amount of energy per year and 
are charged Synergy’s rack tariff rates; third and finally, we have large and medium-sized businesses that are 
able to negotiate contracts with Synergy or one of the private sector suppliers in the market including Alinta, 
Perth Energy, ERM and Bluewaters Power. These customers are contestable. It is in this contracted–customer 
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segment that we have seen the establishment of a small concentration of private sector generation, which was 
installed on the basis of a vertically integrated play. These projects were developed without the need for 
government underwriting, but these projects are in a small minority. Although tariffs for households and small 
business were not on the whole cost reflective back in 2006, they were closer to cost reflectivity than they are 
today. Quite limited contestability and the maintenance of market concentration in the retail market resulted in 
the retail business of Synergy becoming the effective default off-taker for private sector generation investment; 
so, retail market dominance drove wholesale market dominance even in circumstances in which new power 
stations may have been built by non-government entities; and market dominance has stifled competition in retail 
and wholesale markets, leading to an indisputable monopoly in certain market segments. 

In an attempt to address this market dominance, a complex set of contracts, restrictions and caps was established 
in the wholesale market by the then government, but by trying to solve a market problem with an administrative 
solution, the reforms simply gave rise to further distortions. The evidence of the contestable market segment is 
clear. One way to address market dominance issues in the wholesale market and to drive real private sector risk 
allocation in the generation space is through deregulation of small residential consumers and also potentially the 
divestment of certain generation assets. Competitive markets lead to better results for consumers and this can be 
achieved by selling certain of Synergy’s retail and generation assets to the private sector. The extent to which 
this divestment should occur is not identified in the discussion paper and it is certainly not something that has 
been determined by this government yet. The central point is that the only way to reduce Synergy’s dominance is 
to take action to increase competition in retail and wholesale markets so that the private sector can compete more 
equitably with Synergy. The same applies to retail customers and retail contestability. Verve Energy’s ongoing 
losses, the continued certification of excess capacity, inaccurate forecasting by the Independent Market Operator 
and numerous other distortions in the market and the vesting contract are only a number of signs identified by 
the discussion paper that demonstrate that all was not well in the electricity market. 
Western Australia’s wholesale electricity market and the mistakes of disaggregation delivered the highest 
wholesale electricity cost in Australia. The primary aim of disaggregation was to achieve lower electricity costs. 
Indeed, the Labor government promised a reduction in electricity tariffs in the south west. The discussion paper 
finds that this objective was not achieved; it finds the opposite. Costs have ballooned and now Western 
Australia’s wholesale average price for Synergy’s A1 tariff is in the order of $180 per megawatt. This is an 
important point because, just for the purpose of comparison, typical portfolio generation cost in most other 
Australian jurisdictions is in the range of $60 to $80 per megawatt; that is, Synergy’s costs are therefore 125 per 
cent higher than comparable costs in the eastern states—125 per cent higher! One reason for this enormous 
disparity could be the lack of effective wholesale price discovery in this market. The discussion paper notes that 
the balancing market and short-term energy markets established under the disaggregation changes provided 
insufficient transparency in forward prices. Whatever the cause, which I hope to discover by the time the options 
paper is delivered, with wholesale costs of this magnitude, is it any wonder that electricity costs here are the 
highest in Australia? This discussion paper shows that there is significant scope to move towards cost-reflective 
tariffs without the need for significant price increases; rather, there are substantial unnecessary costs that should 
and can be removed. 
A further important point to be drawn from the discussion paper is that our disproportionate costs are not driven 
by network costs, based on interstate benchmarking. Western Power is a highly efficient network provider. It is 
also not driven by increased fuel costs either. There is something problematic about the market and the costs 
within Synergy itself. One clue may be that this market structure may inadvertently incentivise a very poor 
utilisation of individual generation units in the market. It has also contributed to the growth in excess capacity, 
such that only one-third of capacity is being used in any meaningful sense. I must say that I was very interested 
to read what the review team had to say about the re-merger of Verve Energy and Synergy. Although the re-
merger has not increased the dominance of the government business, the electricity market review team notes 
that it can be seen as an evolutionary step for future reforms and notes many of the structural benefits of the re-
merger, as well as cost savings and increased efficiency. 

In conclusion, the discussion paper effectively finds that the market has failed to deliver competitively priced 
electricity to Western Australians in the south west. This is a discussion paper. The review panel is now working 
up some options for reform, and these will be delivered later in the year. The discussion paper points to two 
broad options for reform. The first option, which is relatively evolutionary in nature, is addressing issues with 
the existing market as currently instituted. The second is Western Australia’s entry into the national electricity 
market, not as a connection but in terms of regulation. 

This is done not as a statement of the future, but as a framework to assist with debate and discussion for the 
future. I encourage everyone with an interest to participate in the debate and to make a submission. I encourage 
the opposition to accept the problems we face and, in the interests of the state, work towards the reform of the 
electricity sector. We cannot continue to subsidise electricity to the extent that we do currently. I appreciate that 
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firms have invested in this market on the basis of a particular market design. Some of these investors have signed 
up for greater risk than others. I say to these investors that the market review team has been instructed to engage 
with them in a comprehensive manner. I encourage their participation in this process as we work towards 
creating a fairer market. 

There are increasing cost pressures on the horizon, including additional network investment and rising fuel costs. 
We need to hand over the responsibility for future investment to the private sector and lower the cost of 
electricity production in this state to take pressure off electricity tariffs and make our industry competitive. To 
achieve this, reform is necessary. 

I look forward to reviewing the options paper when it is delivered to me later this year. I thank the electricity 
market review team for its work so far and commend the discussion paper to the house. I table the discussion 
paper. 

[See paper 1927.] 

The ACTING SPEAKER (Ms J.M. Freeman): Under standing order 150(2), the opposition’s reply to the 
ministerial statement will be made later today. 
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