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Synergy — 
Ms L.L. Baker, Chairman. 
Dr M.D. Nahan, Minister for Energy. 
Mr J. Waters, Chief Executive Officer. 
Mr K. Matacz, Chief Financial Officer. 
Ms S. Unwin, General Manager, Commercial. 
Mr G. Roberts, General Manager, Retail. 
Mr L. O’Callaghan, Principal Policy Adviser, Energy, Office of the Minister for Energy. 

[Witnesses introduced.] 

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, 
30 May 2014. 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. 

Mr W.J. JOHNSTON: I start off with a question regarding the Muja AB refurbishment project. On 27 June last 
year the minister, in his ministerial statement on the Muja plant, said that 13 bids were received from the private 
sector under the request for proposals process by the then Verve Energy for the Muja power stations. The 
minister commented that there were binding offers from Griffin Energy and Inalco to refurbish the plant and 
I wonder what the nature of the other 11 bids was. 

Dr M.D. NAHAN: I will give a bit of back history. Verve, with the support of the then minister, had to face the 
issue of what do with Muja AB, which had been mothballed. Verve had the choice to keep the plant there and 
mothball it, tear it apart or find some other use. With the agreement of the government of the day it went to the 
private sector for bids to look for alternative uses of the facility. As I understand it, the use proposals that came 
back were quite varied. I cannot remember exactly what the bids were for, because it was way before my time—
I believe it was back in early 2008. They included a bid from Inalco to enter into a joint venture and refresh the 
plant. There was also a bid from Griffin Energy at the time, the details of which I am not aware of. Was Mr 
Waters around at that time? 

Mr J. Waters: I was around, but not directly involved. 

The CHAIRMAN: Minister, are you passing to Mr Waters? 

Dr M.D. NAHAN: No, I am just trying to find out whether he can answer the question. This is going back to a 
time in history when none of us was there. This is qualifying my understanding that Inalco had the best bid, as 
judged by Verve, for the use of that plant. Griffin Energy had a problem with its bid in that Verve had already 
signed a coal contract with Premier Coal to take all its coal. Griffin Energy’s bid came with the supply of coal 
from Griffin Energy, which was in conflict with the contract that Verve had at the time with Premier Coal. The 
proposal from Griffin Energy was to refresh the plant, but it also required selling the coal, and I suppose that is 
why it was ruled out. 

Mr W.J. JOHNSTON: What was the nature of the other 11 bids? 

Dr M.D. NAHAN: I have to check on that. I can get the member information on it. Not all of them were to 
refresh the plant as a mid-merit coal-fired power station, there are other uses proposed, I think, including the 
burning of biofuels and other things. 

Mr W.J. JOHNSTON: I do not need to know the names of the companies, but is it possible to have a list of the 
other bids—they could be listed bid A, bid B, bid C or whatever—and the nature of what they were proposing to 
do with the site? 

Dr M.D. NAHAN: That is all the information that has been provided to me. It is way before my time. The 
member might ask his colleague, the member for Cockburn, who was the minister at the time. All I have seen 
and can provide the member with is who made the bids and approximately what they intended to do with the site. 
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Mr W.J. JOHNSTON: Obviously, if the minister wants to provide the name of the tenderer, it would be fine by 
me, but I do not need to know that; however, I would like the nature of the bids. I know from my dealing with 
the Minister for Energy at the time that he and the Treasurer considered the issue to be controversial and raised it 
with the state secretary. I am sort of aware, but I want it on the full record. 

Dr M.D. NAHAN: I will provide information about the bids that Verve received in 2008 for the alternative use 
or the refurbishment and rebuilding of the Muja AB power station. 

[Supplementary Information No B42.] 
Mr W.J. JOHNSTON: I think 76-and-a-bit million dollars was written off the value of the project according to 
last year’s Verve Energy annual report. I wonder how much value the minister expects to write off at the end of 
this financial year. 

Dr M.D. NAHAN: That is right; there was an impairment to that and, to put it in context, that was the 
assessment of the Verve board at that time, as of 30 June 2013 when we put on hold the completion of the 
refurbishment. That assessment was based on an incomplete refurbishment of operating units 1 and 2 and 
therefore operating only units 3 and 4. I will pass the question to the CEO of Synergy, noting that the annual 
report is incomplete. No doubt there will be an assessment, but the year is not complete and it is a board 
decision, so maybe the CEO can make some brief comments on that. 

[4.10 pm] 

Mr J. Waters: It is fair to say that the process with regard to setting the accounts for the current year is not 
complete and will be subject to review, but we do not foresee any further re-evaluation of that facility. 

Mr W.J. JOHNSTON: The department impaired goodwill of $76.966 million and the plant itself was valued at 
$129.4 million. The plant’s operational life is only 15 years. All assets get written down over the life of the asset, 
so what is the minister expecting to write off on the value of the asset this year? 

Dr M.D. NAHAN: The member is asking the management to speculate on a board decision. The member will 
just have to wait for Synergy’s annual report to come out that will address the issue. The year has not finished, it 
is a board decision and it is not possible for the management to speculate on what the result will be. 

Mr W.J. JOHNSTON: This morning we were speculating exactly that because the minister was drawing my 
attention to a table in the budget papers when he said how much dividend and tax equivalents would be paid by 
the new Synergy to the government, and this is directly impacted by the decision— 

Dr M.D. NAHAN: The information that was included in the future dividends and income payments are put 
together by Treasury in consultation with the Synergy board and management. The member is asking 
management to speculate on the outcomes of the financial year before it is finished, and on the assessment of an 
asset value before the board reviews it. I do not think it is right for management to speculate on a decision that 
has not been completed or that the board has not put its view on. It is the board’s responsibility for putting 
forward the annual report and it has not assessed it yet. It will be only a few months before the report comes out. 
The last one came out in August or September— 

Mr W.J. JOHNSTON: It is in October, I think. It is statutorily required three months after the end of the 
financial year. It has speculated on the outcome because it is in the budget papers. As the minister said, it was 
discussed between Treasury officials and management of the company and included in the budget papers, but if 
the minister is not prepared to explain that here, then that is up to the minister. 

Mr P.C. TINLEY: I draw the minister’s attention to the corporate component of Synergy where a total of 
$11.9 million will be primarily spent on replacing a number of corporate systems and processes, and human 
resources. As part of the formation of the new Synergy, can the minister tell me how many people have been 
employed or have lost their job? 

Dr M.D. NAHAN: I will hand over to Mr Waters. 

Mr J. Waters: I will provide some data on that. On 31 December 2013, the combination of the former Synergy 
and former Verve had a total of 1064 full-time equivalents in aggregate and 185 contractors. We currently have 
1035 full-time equivalents and 160 contractors. We are only partway through the process of merging the 
businesses, so that is a net reduction in positions of 54. 

Mr P.C. TINLEY: Was that due to natural attrition or redundancies? 

Mr J. Waters: Of that total to date, 20 were a result of positions being made redundant and the balance were 
from natural attrition or changes to operational requirements with regard to contractors. 
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Mr P.C. TINLEY: What are the target staffing levels for the new entity? 

Dr M.D. NAHAN: There will be reductions but I am not sure that Verve has set targets per se. It is stepping 
through changing them one at a time. To my knowledge, it does not have a target but I will hand over to 
Mr Waters, and please deal only with decisions made; do not speculate on decisions yet to be made. 

Mr J. Waters: We are going through that detail and design process now. We do not have a target. We are 
working towards achieving a lean and efficient business. I am now working with the executive to achieve that 
but we do not have a firm target, as the minister described; it is a process. 

Mr W.J. JOHNSTON: Is it right that Mr Blair Stratton was one of the people made redundant? 

Mr J. Waters: That is correct. 

Mr W.J. JOHNSTON: So he is a very lucky man to be made redundant by government twice in his career. 

The CHAIRMAN: I assume that was not a question, member for Cannington. Does the member for Belmont 
have a question? 

Mrs G.J. GODFREY: I refer to page 288 of budget paper No 3, which outlines the total community service 
obligation payments to Synergy for 2014–15. What is Synergy doing to make sure it engages with customers 
who have overdue accounts? 

Mr J. Waters: We have an obligation as a commercial business to recover moneys from customers, and in a 
business like ours where we provide the billing in a lagging sense after the supply date, we naturally have a 
catch-up period in terms of recovering the moneys from the customer to whom we have already supplied the 
electricity. It is fair to say that we experience some delinquency with regard to the payment to us of the moneys 
owed. However, a significant number of our customers face genuine hardship. One of the key challenges for the 
business is to differentiate effectively between the groups of customers who just do not pay and those facing 
genuine hardship and need. Much of our effort goes into determining that status and, in most cases, we are not 
able to provide the assistance until we make contact with those people and have that direct liaison. 
Disconnection is always a last resort for a business like ours; we genuinely care for our customers and we seek to 
avoid that whenever we can. For the customers who are unable to pay, we can work with them on a large range 
of available assistance packages. Rebates are available, there is the hardship utilities grants scheme, and we have 
our own Keeping Connected policy that we operate through stakeholders, including the Western Australian 
Council of Social Service, where we assist our customers facing need. We encourage people who face hardship 
to contact us. In order to speed up this process, we recently launched an enhanced collection strategy where we 
seek more proactive engagement with our customers who are lagging behind in their payments. The basis for this 
is the advice that we had from the social agencies who work with the customers in that hardship space, which is 
that early engagement with customers prior to them getting into a situation of having deep debt enables a far 
more reasonable package of solutions to be delivered earlier on, compared with someone who suddenly has 
$3 000 in debt and is trying to find their way out of it. It is a relatively new program that we have just launched 
and it is being rolled out. The early indications are that we are seeing some success with regard to our ability to 
engage with these customers and to get that face-to-face contact earlier. Some of the contact includes SMS 
messages, phone calls and letters, to prompt them earlier about the fact that they are running up a debt. It is early 
days but we are pretty pleased with how the program is running to date. 

[4.20 pm] 
Dr M.D. NAHAN: Further on that, the recipients of the hardship utility grant scheme payment are often very 
large consumers of electricity, as it turns out. They have large families in inefficient houses without insulation. It 
is interesting that they are very large consumers of electricity. Also, another issue is that it is not just their 
electricity accounts they have trouble with; they often have general budgetary problems, so we need a 
coordinated approach on that. 
Mr W.J. JOHNSTON: This question is not on personal billing, but corporate billing. Is the Water Corporation 
up to date with its responsibility to pay for electricity provided by Synergy? Is there any dispute between 
Synergy and the Water Corporation on billing issues? 
Dr M.D. NAHAN: Not that we are aware of. By the way, Water Corp is one of the largest consumers of energy 
and we would know about it, if there was an issue. 
Mr W.J. JOHNSTON: That is fair enough. I get told things and I have to find out whether they are true. I have 
two questions, and I will go to the easy one first. Last year in the estimates committee, we talked about Inalco 
giving its share of the joint venture to Verve and I asked what consideration was paid to Inalco for its share of 
the joint venture. The answer was that no consideration was paid for its share of equity. I want to clarify my 
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understanding that in 2012 roughly $23 million was put into the joint venture when the boiler tube problems 
were found and Inalco was obliged to be half of that. Inalco was not in a position to do that and Verve agreed to 
make 100 per cent of the payment, and Inalco would pay that money in May 2013 plus a $1.5 million payment—
effectively interest, if you want to call it another name, although it was not specified as that. I understand that 
$1.5 million was never paid by Inalco to Verve. Is that true; and, if so, why was that not considered to be 
consideration for the share? 
Dr M.D. NAHAN: When the boiler tube problems came up and the $23 million was expended—I will get 
Mr Waters to clarify this—Inalco did not have the money to put in, so Verve took over responsibility and took a 
larger equity position in exchange for that. The $23 million was not just taken over, because in exchange for 
spending the whole $23 million, Verve took a comparable equity share in the business. In the end, it did not 
amount to much, but that is what it did. I hand over to Mr Waters to clarify that $1.5 million. 
Mr J. Waters: That $1.5 million and the repayment of its share of that initial equity injection was fundamentally 
a trigger point for Verve to take up the full balance of Inalco’s equity. I cannot comment on the specifics of the 
consideration for the $1.5 million. The fact was that an equity injection needed to be made by Verve, terms were 
negotiated with Inalco and those conditions subsequently were not met. I might add that that was part of a 
confidential deed of settlement that was established between Verve and Inalco in regard to its exit from the joint 
venture. 
Mr W.J. JOHNSTON: In July or August 2012, whenever it was, Inalco agreed to pay in May 2013, 
$11.5 million, which I think was half the equity contribution plus $1.5 million. However, in May 2012, it was 
not prepared to pay that and it exited the joint venture, as described, and the $1.5 million was forgotten about or 
was part of that settlement. 
Mr J. Waters: It was never recovered. Part of the refund of that money to us was for Inalco to recover the equity 
share that we had diluted. We never gave that equity share back; in fact, we fully diluted its presence in the joint 
venture as a part of that. 
Mr W.J. JOHNSTON: That $1.5 million was an asset of Verve, because it was owed to Verve. It was debt and, 
in the end, it was never paid. I am not saying it should have been paid. I am asking why it was not disclosed to 
me when I asked the question about the consideration, because clearly a debt of $1.5 million owed by Inalco to 
Verve was material. I did not ask whether there was a payment. I asked whether there was any consideration. I 
do not understand how forgiveness of the consideration of $1.5 million was not disclosed to me in the estimates 
committee last year. 
Dr M.D. NAHAN: This is how I understand it, and Mr Waters can confirm this. In August 2012, there was a 
blowout of the boiler tubes and the joint venture partners, Inalco and Verve, had to front up $23 million. Inalco 
said it could not pay. Verve fronted up the whole $23 million and in exchange took a comparable equity in the 
joint venture. The understanding at that time was that Inalco would buy back that equity in May 2013 and in the 
process of buying it back would incur a penalty of $1.5 million. When we fast-forward to May 2013, Inalco 
could not buy back the equity and therefore could not pay the $1.5 million penalty because it was not buying 
back the equity; it remained with Verve, and Verve negotiated its exiting the business altogether. In 
August 2013, the expectation was that Inalco would buy back its share—essentially $11.5 million with a penalty 
of $1.5 million. That did not happen and Inalco exited the business with no share. 
Mr J. Waters: At that point in time, the $1.5 million that was due fell away because we effectively took a 
permanent hold on that equity share. The $1.5 million that was due to be repaid to us would have been enlivened 
only on the basis that Inalco repaid that money and bought back its share of equity that we had previously 
diluted. 

Mr W.J. JOHNSTON: The answer just now opened up this new issue in my mind. Verve Energy must have 
had a written document with Inalco in which that $1.5 million and its conditions were set out. Then, in May 2013 
and through to 20 June, the date of the transaction to bring back the 100 per cent equity in Inalco, there must 
have been a confidential agreement, as Mr Waters said, but surely that agreement also included that Inalco did 
not have to pay this $1.5 million? 

[4.30 pm] 

Dr M.D. NAHAN: Yes. The reason Inalco did not have to pay is that $1.5 million was based on it reacquiring 
the equity share, equivalent to $11.5 million. Back in August, Verve stumped up Inalco’s $11.5 million. In 
exchange, it received equity. I cannot remember what that equity share was but it was a bundle of equity. The 
agreement at the time was that Inalco would buy back that equity and incur a penalty of $1.5 million for doing 
so. It did not buy back the equity; therefore there is no penalty for buying back the equity. It exited the business 
altogether. It is a contingency. 
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Mr W.J. JOHNSTON: Surely that $1.5 million was in the nature of a put option; that is, the minister has the 
right to make somebody else buy something. When it got to May 2013, it was not able to complete the 
transaction that it had promised. The minister charged Inalco a penalty because it could not stump up the money 
in August 2012. The penalty is that in May 2013 it stumped up the cash and the extra money. If the minister had 
exited the company in August 2012, it would have been cheaper because he could have just made the decision 
and got on with it. 

Dr M.D. NAHAN: First of all, in August 2012 we did not know the extent of the cost overruns when the boiler 
blew up. There were many others over the next eight to nine months. The understanding was that Verve would, 
up until May, fund Inalco’s share in exchange for equity with the expectation that Inalco would come back into 
the business, buy that share and, for the right to buy back in, would incur a $1.5 million penalty. Inalco did not 
buy back the share; it exited the business altogether. As it did not buy back, the $1.5 million penalty was not 
valid. The member is implying that that $1.5 million was unrelated to the buying back of the Verve acquisition 
of equity. The $1.5 million was a penalty. Basically implicit in it was the penalty for Verve funding that share, 
but under the assumption that Inalco would buy it back. It never did; it exited the business. 

Mr W.J. JOHNSTON: It is as though Verve engineered a situation in which it loaned the money to Inalco and 
the $1.5 million was effectively interest. When Inalco was due to repay the loan, not only did it not repay the 
loan it also did not repay the interest! Then it walked away. Nobody was told that. I specifically asked the 
question and was told there was no consideration; there was no benefit to it. 

Dr M.D. NAHAN: In August 2012 Verve received payment for fronting up Inalco’s cost. It got equity in the 
business. The understanding was it would give the equity back for the cost of the investment in the refurbishment 
and Inalco would suffer a penalty of $1.5 million for Verve giving up that share and repaying $11.5 million. That 
did not happen. That is a transaction that just did not happen. Inalco exited the business. 

Mr P.C. TINLEY: When Inalco exited the business, was there a cost to Verve? 

Mr J. Waters: One dollar was paid of the deed of settlement, if the member is talking about benefit to Inalco to 
resolve the ownership of the facility. That was it. 

Mr P.C. TINLEY: I note that the efficiency measures total $13.5 million. Can the minister explain what those 
measures are? 

Dr M.D. NAHAN: Can the member provide a citation from the budget papers? 

Mr P.C. TINLEY: “Efficiency Measures” appears at the bottom of page 637. 

Dr M.D. NAHAN: Budget paper No 2? 

Mr P.C. TINLEY: Yes. 

Dr M.D. NAHAN: That was an efficiency dividend that the government put on capital programs. Mr Waters can 
describe what he has done with that. 

Mr J. Waters: I will pass to Mr Matacz, our chief financial officer, to answer that question. 

Mr K. Matacz: The $13.5 million is the reduction in the capital program for the new Synergy for the last three 
years of the forward estimates period. In 2017–18 there is a $5 million reduction, in 2016–17 there is a further 
$5 million reduction, and in 2015–16 there is a $3.5 million reduction in the existing capital program. Because 
we have an estimate for unforeseen circumstances that could occur during those latter years, and bearing in mind 
the total program is $294 million over the forward estimates period, it was relatively clear in what area of our 
capital program we could reduce the $13.5 million. That was in the area where there is provision for these 
unforeseen capital events that require investments in later years. 

Mr P.C. TINLEY: These are unforeseen events for a very good reason—they are unforeseen. There is a capital 
provision for that. What risk management strategy was put in place to accept the risk of the unforeseen 
occurring? 

Dr M.D. NAHAN: This is also in the context of across all government. I am sure it applies to Synergy as well—
the CEO can respond to that. In recent times there has been a very sharp and significant reduction in the cost of 
capital works in this state. As Minister for Finance, I have seen coming through, particularly in the building of 
schools but also others, often a good 10 to 15 per cent reduction relative to initial quotes and expectations. In that 
context we asked all government trading enterprises—most government organisations; not all—to share at 
five per cent. Synergy clearly said it did not know where this would come from individual projects, that this is 
unforeseen—it is usually called a contingency fund—and said it would take it out of that. It is yet to be seen if it 
affects the allocation of money. But I think it is a legitimate statement, given the context of declining costs to 
build, that contingency funds that had been built up in the past because of blowouts are reduced. That is 
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obviously what Synergy has done in this case. I think it is legitimate. In fact, I think it would have been done 
even without the requirement of government to do it. 

Mr P.C. TINLEY: Or more. 

Dr M.D. NAHAN: Or more. 

Mr P.C. TINLEY: But the minister did not require it. 

Mr J. NORBERGER: I refer the minister to page 119 of budget paper No 3. What options are currently on the 
table to keep downward pressure on electricity prices and to limit the exposure to taxpayers? I might add that 
since the federal budget, this especially applies to pensioners. 

[4.40 pm] 

Dr M.D. NAHAN: Members have heard me rabbit on about this before. The government subsidises electricity 
both in the subsidy to Synergy and to Horizon. The concession is over $600 million a year. It is very high. That 
is as much as we spend on mental health and disability services—and those are priorities. We have done a 
number of things. One reason we pulled Synergy and Verve back together again was to drive efficiencies in the 
operation of those. We have heard that that process is beginning. We have undertaken a review of the market. 
Our market has some unique characteristics that are high cost; that has capacity market and others. We will look 
at that. An independent board is reviewing that. Synergy is also not investing in new capacity. One of the things 
driving that is very significant levels of excess capacity. I was told by Synergy—it can confirm this now—that 
about five years ago there was an expectation that a new baseload power station would be needed towards the 
end of the decade. When it first came on, it was pushed out to about 2023. Now I am told that a new baseload 
power station will not be needed until 2029 because of stagnant demand and consumption of electricity. What is 
driving that is stagnant electricity, which is below expectation, and an increase in excess capacity. In this market 
there is nothing we can do about excess capacity, except to not invest in more capacity. The renewable energy 
target has expanded, as is expected, and there has been investment in large-scale renewables. In fact, Synergy 
has a number of them. They are a major contributor, but they were adding capacity when it was not needed—not 
huge amounts, but some. There is a review underway at the commonwealth level into that matter. The state will 
follow that up with a review in Western Australia. Increasingly, there is a continued rapid expansion of 
photovoltaics on rooftops. The feed-in tariff was generous. 

Mr W.J. JOHNSTON: I have let the minister go on for some time, because I did not want to interrupt him, but 
he is not talking about Synergy; he is talking about government policy, the review of the renewable energy target 
and the market review. This is the division on Synergy and the minister needs to talk about the agency in front of 
the committee. 

Dr M.D. NAHAN: The question was: what are we doing about the subsidy to Synergy? 

Mr W.J. JOHNSTON: Yes, but that is actually an administrative transaction of the Department of Treasury. 

Dr M.D. NAHAN: Yes; but to affect the subsidy on Synergy, changes are made to not only Synergy but also to 
the market in which it operates. The member asked a legitimate and important question. 

Mr W.J. JOHNSTON: Yes; that is why I did not interrupt the minister. I agree that it is a reasonable question, 
but it is in the wrong division. 

The CHAIRMAN: The minister has agreed to answer the question, so he needs to keep on the track he has 
started and not sway into government policy but stick with Synergy. 

Dr M.D. NAHAN: Renewables are growing rapidly, promoted in large part by Synergy’s renewable energy 
buy-back scheme, which is about 8.9 cents per kilowatt. By the way, it has been increasingly shown that 
photovoltaics make money at that price. The government will continue that program. Photovoltaics will come 
out at an increasingly rapid rate. Maybe the chief executive officer can indicate what the capacity on the market 
is. What it does is add in a large amount of additional capacity to the market. There will be some real structural 
problems that we will have to adjust to, some of which can affect the market, some of which can affect Synergy 
by driving efficiencies, and some of which we are just going to have to live with as technological change. It is 
only one challenge going forward. Mr Waters can give an estimate of the number of photovoltaics. 

Mr J. Waters: Synergy is currently looking at in excess of 300 megawatts of capacity on the system installed 
effectively and distributed across rooftops in our residential market. There is about 350 megawatts of inverter 
capacity and there is actually expansion of the current installations up to a maximum of 350 megawatts. Synergy 
continues to receive applications for up to 2 000 new systems per month, so there is certainly growth in the area 
of better generation at the residential level. 
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Dr M.D. NAHAN: I might add that this is just starting. When people start to put it on outside the household 
sector into the business sector, it will grow rapidly. 

Mr W.J. JOHNSTON: Could the minister tell us what the rates of pay of board members are? 

Dr M.D. NAHAN: That would have to be taken as supplementary information. When the board members first 
came onto the board, there was a differential between Synergy and Verve. Treasury had to split that because 
there was one board and two agencies, so they took the lower of the two and divided it in half, so they got two 
payments. Now that the two boards are combined, I can give the member for Cannington what the payments are. 

[Supplementary Information No B43.] 

Mr P.C. TINLEY: I refer back to staffing and human resources. What is the gender split of the 1 035 full-time 
equivalents? How many women are in the workforce? 

Mr J. Waters: I believe the figure is around about 30-odd per cent female, but can I take the question as a 
supplementary so that I do not provide misinformation. 

Mr P.C. TINLEY: Before we settle on the supplementary question, if the minister is willing to, I have a further 
question. Is there an objective or a target for gender equity both at the board level and throughout the executive, 
as opposed to the general business? 

Dr M.D. NAHAN: At the board level, that is left to the chairman, but I have input. As the member for Willagee 
well knows, this is an industry dominated by men historically. 

Mr P.C. TINLEY: And they have done a bang-up job! 

Dr M.D. NAHAN: I am not going to comment on that. There is one female on the board now. We would 
consider that a minimum. There is the capacity now, given the changes made last year to the energy acts, to 
expand the board from six to eight. That has not been done. I have not received an official request from the board 
to expand it, so that will be considered in that context. As to the gender equity position and target in Synergy, 
I will ask the CEO to comment on that. 

Mr J. Waters: Personally and as an executive, we are committed to increasing our female presence and role in 
the business. We are a business that does not need to be convinced of the value of diversity, be it gender, racial 
or any other diversity, but, as the minister described, it is a business that has particular challenges. When there 
are 280 people at a place like Muja power station, which is heavily male dominated, increasing the female 
participation in a worksite like that takes a significant amount of time. However, we are somewhat balanced by 
the fact that the contact centres tend to be dominated by female staff members. Right now Synergy is currently 
refreshing our diversity policy for the business as a part of the merger. In fact, that document will be going to the 
board shortly and part of that will be a discussion with the board about the establishment of corporate targets for 
the participation of females at a formal leadership level. Synergy is looking at the total target, but also looking at 
enhancing the role of females in the leadership group. Like all challenges such as this in current business, it is 
not something that can be moved to too quickly, but Synergy is looking at stretching itself and endeavouring to 
achieve a 50 per cent target in our leadership group within a window of, say, two to three years.  

The CHAIRMAN: Before we move on, the member for Willagee mentioned supplementary information about 
two questions ago. 

Mr P.C. TINLEY: I want to come to it. I want to make sure the answer teases out so that I ask for the correct 
supplementary information. 

Through you minister, when Mr Waters mentions leadership roles, is he talking about at an executive level? How 
is that described? 

Mr J. Waters: It includes not only the executive but also what could be known as level 3 leaders; so the next 
layer of leadership cohort in the business that may include an additional 40 or 50 positions. Again, that would be 
an estimation of the total net group. 

Mr P.C. TINLEY: To be clear about the supplementary information, what is the current situation in relation to 
gender by band, if you like? I am particularly interested in the executive model—that is, the gender split and the 
targets for the gender split in leadership and above. 

[Supplementary Information No B44.] 

[4.50 pm] 

Mr F.M. LOGAN: I refer to page 638 of budget paper No 2. Under the heading “Works in Progress” and 
subheading “Retail” is the line item “Customer Information and Billing System”, which is a total estimated cost 
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of $44 379 000. That is money that was allocated a number of years ago for the purposes of getting out of the 
mess that Synergy found itself in with its billing system. What is the total cost of the installation of that billing 
system? 

Dr M.D. NAHAN: Mr Waters. 

Mr J. Waters: I will ask Karl Matacz, chief financial officer, to provide an answer to that question. 

Mr K. Matacz: The total cost of the implementation of the billing solution, which actually went live in 
September 2009, up to today is just over $100 million. That includes the initial costs associated with the 
implementation of the system, plus the ongoing operation and maintenance of the system since it went live in 
2009. 

Mr F.M. LOGAN: I thank the minister for providing that information. Given the difficulties that Synergy has 
had with the billing system, does the minister think that is value for money—a system that cost over 
$100 million and caused havoc in many areas with its billing operations? Can the minister give an update on 
where it is up to now? 

Dr M.D. NAHAN: There is an old Irish saying, “If I wanted to go there, I wouldn’t start where we are now.” 
That is a lot of money and clearly it is in excess of what they would have expected back in 2009 and it is in 
excess of what should have been spent for this service given the one million customers. I am confidently advised 
that we have cauterised the expenditure and there was a rebooting of it last year about this time that worked well 
and we do not see too much additional expenditure going forward. I will pass over to Mr Waters to confirm that. 
We are not running away from it; that is a hell of a lot of money for that product. 

Mr J. Waters: Just to confirm what the minister said, we did, as a business, spend more on this system than we 
had envisaged. It is worth stating for the record, however, that the $100 million quoted by Mr Matacz includes 
some necessary upgrades as part of the maintenance of the system over the course of its life that would have 
been incurred even if the original program had been delivered on time and on budget. It was part of the necessary 
upgrades required with a product like SAP. I would like to say, as a point of reassurance, that we are currently 
seeing the benefits of what is now a very stable and well-performing billing system. It took us a long time to 
finalise and cost more money than we envisaged, but we are actually seeing the benefits of it now as a business. 
It will be part of the future for Synergy, and a factor that we will utilise to find additional efficiencies in our 
operation into the future. 

Mr W.J. JOHNSTON: Could the minister talk to me about whether Synergy is selling electricity in the 
contestable market at a loss? 

Dr M.D. NAHAN: I am not privy to all of the contracts, of course. 

Mr W.J. JOHNSTON: It was in the Government Mid-year Financial Projections Statement. 

Dr M.D. NAHAN: I know. There is an issue out there that Synergy is awash with contracted electrons. It 
reminds me of when I first came into the energy sector back in the 1980s, the State Energy Commission of 
Western Australia, at the time, was awash with gas that it was contracted to, but could not use. Not to that extent, 
but Synergy is also selling—this varies over time, I might not be correct now—onto the short-term energy 
market. People are buying it at a discounted price and selling and then paying Synergy. The contestable market 
is very competitive out there. I suspect that many people and Synergy are selling energy in the contestable 
market below its total cost. It is not just Synergy that is doing that, I believe. What Synergy is doing is going out 
there and it has to take this energy and has to pay this price for it, because it has these long-term contracts. It is 
selling energy below the total cost, but above its minimum cost. Therefore it is selling energy below the total 
cost in some cases, but not in all cases. But it is better to do that than to put the energy onto the short-term 
energy market, because unfortunately with electrons they have to take them. In certain cases, I cannot quote the 
contracts, but not in all cases, the price that is committed to in the contestable market is below its total costs, but 
above its avoided costs. 

Mr W.J. JOHNSTON: Above its avoided costs. Surely the purpose of the contestable market is that if someone 
cannot make money, they get out of the industry. That is the purpose of the market; people have to go broke and 
exit if they are not providing. Is the government providing a subsidy to Synergy to keep it in a market in which it 
is losing money and therefore crowding out alternatives? 

Dr M.D. NAHAN: In all cases, the board assures me, with the contracts that it signed, it was better to sign the 
contracts than not to sign the contracts. The issue lies with the contracted volume of electrons. Synergy has to 
take the electrons. 
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Mr W.J. JOHNSTON: With respect, the minister has answered a different question. A lovely answer, but the 
question I asked is: is the government subsidising Synergy to sell energy in the contestable market and below 
cost? 

Dr M.D. NAHAN: We are not giving it a subsidy to do so. Did the member ask the question: are the losses in 
the contestable market included in the subsidy? 

Mr W.J. JOHNSTON: Yes, that is right. 

Dr M.D. NAHAN: I do not think it is, no. There are separate markets. The subsidy relates to the franchise 
market and I believe—Mr Waters can confirm this—that Synergy overall makes a profit in the contestable 
market. The subsidy relates to the franchise market. In the contestable market there might be some areas where it 
makes a loss with some customers and makes it up with others, but that is how markets work; that is how they 
compete. The subsidies are provided to the franchise customers, not the contestable. By the way, we have had a 
quite rigorous look at that, because I was concerned about that. 

Mr W.J. JOHNSTON: I mean it would be entirely improper. 

Dr M.D. NAHAN: We had long debates and I have been satisfied after those debates that it is not happening. 

Mr W.J. JOHNSTON: I will come into the chamber and ask the minister as the Treasurer about the 
Government Mid-year Financial Projections Statement, but I am reassured, because it would be completely 
improper to subsidise Synergy to compete with commercial operators. 

Dr M.D. NAHAN: But again, this is one of the challenges that we have in this market. Synergy and Verve have 
lost quite a bit of a share of the contestable market over the past seven years. Unfortunately, growth has not been 
as expected and it is awash with electrons. 

Mr R.S. LOVE: I refer to page 637 of budget paper No 2 and the asset investment in gas. What is the status of 
the gas supply contracts that Synergy holds? 

[5.00 pm] 

Dr M.D. NAHAN: I will hand over to Mr Waters. 

Mr J. Waters: Synergy has a relatively secure contract position for what we call the short to medium term. The 
member may recall that we have a long-term gas contract with North West Shelf Gas. That is due to expire 
before the end of the decade. In 2009, we signed a long-term contract with the Gorgon joint venture partners for 
supply that will commence when the Gorgon facility is up and running. That is a long-term contract. 

In addition, we have further gas to procure over time. Fundamentally, in the medium term, I am comfortable 
with our gas position. Longer term, Synergy and the balance of the downstream market will face some 
challenges in contracting secure quantities of gas to meet the future needs of not just the electricity market but 
also the broader downstream industry. 

Mr W.J. JOHNSTON: Has Synergy made a submission to the Economic Regulation Authority following its 
draft report on microeconomic reform? 

Dr M.D. NAHAN: I think the member can answer that question himself. 

The CHAIRMAN: That completes the examination of Synergy. 
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