
Extract from Hansard 
[COUNCIL — Tuesday, 21 April 2015] 

 p2352b-2354a 
Hon Peter Collier 

ELECTRICITY CORPORATIONS AMENDMENT BILL 2015 
Second Reading 

Resumed from 26 March. 

HON PETER COLLIER (North Metropolitan — Leader of the House) [2.17 pm] — in reply: I would like 
to provide an explanation for some of the issues that were raised by members opposite. I made some comments 
at the last sitting and covered a number of areas, but I have been given some fairly comprehensive notes by my 
advisers and I would like to go through them. I think they will clarify any outstanding issues that exist. 

Many of the points raised by members opposite on Thursday, 26 March 2015 go to the question of the intent of 
the Electricity Corporations Amendment Bill 2015. As outlined in the explanatory memorandum, the 
government’s intention in introducing this bill is to remove restrictions on the dividend payment regimes of the 
electricity corporations and to introduce greater flexibility. I also remind the Council that the updated dividend 
framework is modelled on, and largely consistent with, the rules applying to private sector corporations 
registered under the commonwealth Corporations Act 2001. I can reassure members that the bill is not intended 
to have any effect on the operational or investment decisions of the corporations. This bill will change neither 
their service levels nor their future investment strategies. 

I gather from the concerns raised by members that there is some scepticism about the concept of “flexibility” 
referred to in the explanatory memorandum. This is purely about ensuring that legislation does not obstruct 
sensible decisions and policy settings. Flexibility concerns the ability to set dividend policies that are suited to 
the particular circumstances of each corporation. This relates to both the level and timing of dividend payments. 

The dividend policies for each corporation determine their respective dividend payments. The annual process of 
updating each corporation’s statement of corporate intent is used to adjust the dividend policies. Through that 
process, the government considers how a particular corporation’s dividend policy might be adjusted to make it fit 
for the needs of that corporation. For instance, Western Power is likely to require a dividend policy that allows 
the notional revenue from gifted assets to be excluded from the dividend calculation. 

I will take a moment to expand on the different circumstances of the two largest electricity corporations in 
Western Australia, as I think this may help members gain a better understanding of the purpose of the bill. It will 
further clarify why a different approach to dividends is sensible in each case. 

Synergy has no requirements to fund new electricity generation plant due to the surplus of capacity in the 
electricity market. However, consistent with sound accounting practice, Synergy is recovering depreciation 
charges through retail tariffs. As it has not been reinvesting these funds in new plant, over the last few years the 
corporation has been accumulating large cash balances, reaching $509 million as at 30 June 2014. The 
corporation has little debt, compared with its assets. It makes annual provisions for future decommissioning costs 
and addresses plant maintenance through either operating or capital expenditure. These expenditures are 
approved annually by the government as part of the state budget process. This means Synergy does not need to 
retain cash reserves to cover these costs. The dividend framework currently imposed by the 
Electricity Corporations Act 2005 prevents the government from withdrawing this excess cash from the business 
by means of dividend payments. 

Western Power is in a different situation as it is currently in an asset replacement phase. During the third access 
arrangement period, which covers the period 1 July 2012 to 30 June 2017, Western Power has invested or has 
budgeted to invest around $1 billion per annum in the network. In spite of already carrying considerable debt, 
Western Power has to borrow a large proportion of this capital every year as its cash flows are not sufficient to 
fund these investments. Western Power, in contrast to Synergy, could make good use of greater retained earnings 
to help fund its investment. However, the current legislation, combined with the accounting treatment of gifted 
assets, has frustrated the adoption of a cash flow–based dividend policy to facilitate this. Hon Robin Chapple and 
Hon Ken Travers expressed concern that withdrawing capital from the corporations by means of a dividend 
would diminish the ability of the corporations to invest as required. I can assure the members that that is not the 
case. Should any corporation need to invest, the funding of investments is determined through the annual budget 
process, regardless of whether the projects are to be funded from internal cash reserves, by way of new equity 
funding from the government or by raising debt. 

Members objected that the Electricity Corporations Amendment Bill 2015 would allow the government the 
latitude to behave in a financially irresponsible manner. That interpretation overlooks the multiple levels of 
scrutiny and control that will act to ensure that dividends are set responsibly under the regime established 
through the bill. The bill introduces two new tests to constrain dividend determinations and to ensure dividends 
are not issued in excess of what is financially sustainable. The new tests are referred to as the “balance sheet” 
test and the “solvency” test. The flexibility afforded by the changes proposed under this bill will be subject to 

 [1] 



Extract from Hansard 
[COUNCIL — Tuesday, 21 April 2015] 

 p2352b-2354a 
Hon Peter Collier 

both tests. The Electricity Corporations Act 2005, as amended by the bill, will incorporate the definition of 
“solvent” given by the Commonwealth Corporations Act 2001. This definition is consistent with international 
accounting standards. Another safeguard arises from the fact that all dividend payments made by the electricity 
corporations are to be reported to Parliament, and publicly reported through the corporations’ annual reports and 
the state budget papers. Government decisions in relation to dividends are subject to public scrutiny. 

Hon Kate Doust was correct in indicating that under the amendments proposed in the bill, the Minister for 
Energy will be able to disregard a dividend recommendation from the board of an electricity corporation. 
However, this discretion already exists under the current legislation. I refer members to section 126(3) of the 
Electricity Corporations Act 2005, which allows the minister to direct a corporation to pay a dividend different 
from that proposed by the board of the corporation. Importantly, the proposed new section 127B(3) of the bill 
will require the minister to be satisfied that the balance sheet and solvency tests are met before issuing 
a direction as to a dividend amount. Section 126(5) requires the minister to advise Parliament of the direction. 
It may assist all members in their consideration of the bill to take a moment to reflect on the nature of gifted 
assets and their effect on dividend payments. This was a main point of discussion during the second reading 
debate of the bill. When developers build network assets to connect new sites to the network, they typically gift 
these assets to the network operator—Western Power or Horizon Power—to be operated in perpetuity. Gifted 
assets are recognised as revenue, and flow through into the net profit of a corporation. Under the current 
Electricity Corporations Act 2005, dividends are based on profits, which include non-cash items. Since gifted 
assets increase Western Power’s and Horizon Power’s profits, they also increase the dividends paid by these 
corporations. By receiving these assets, Western Power and Horizon Power obtain no additional cash flow as the 
profit implied by the gifted assets is notional. Western Power has been forced to borrow in order to pay 
a dividend on this notional profit. In recognition of this problem, in November 2012 the government introduced 
equity funding to reimburse Western Power for dividends paid on gifted assets. As I mentioned previously, the 
dividend policies determine the dividend payments for each corporation. The bill will unambiguously allow the 
application of dividend policies that require dividend payments to recognise actual cash flows, rather than being 
distorted by non-cash items such as gifted assets. 

Turning to interim dividends, the ability to pay an interim dividend will allow the government to access capital 
held in the electricity corporations at a suitable time, rather than limiting this to the end of the financial year. The 
bill will allow the government to assign funding where the need is greatest, without arbitrary constraints as to the 
timing of that assignment. It will align the electricity corporations’ legislation with that for other 
Western Australian government trading enterprises, namely government-owned ports and the 
Insurance Commission of Western Australia. The recent changes in the legislation governing the operation of 
these organisations enabled them to manage their financial positions in an efficient and flexible manner by 
providing them with the opportunity to pay a dividend on an interim basis. As previously stated, I would like to 
remind members that notwithstanding the additional flexibility afforded by interim dividends, the Minister for 
Energy and the boards of the corporations will at all times need to be satisfied that the solvency and balance 
sheet tests remain met. 

I certainly hope that I have been able to address the questions raised by members as part of the second reading 
debate on the bill. I thank all members for their contributions, and I commend the bill to the house. 

Division 

Question put and a division taken with the following result — 
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Ayes (20) 

Hon Martin Aldridge Hon Peter Collier Hon Nigel Hallett Hon Robyn McSweeney 
Hon Ken Baston Hon Brian Ellis Hon Alyssa Hayden Hon Michael Mischin 
Hon Liz Behjat Hon Donna Faragher Hon Col Holt Hon Helen Morton 
Hon Paul Brown Hon Nick Goiran Hon Mark Lewis Hon Simon O’Brien 
Hon Jim Chown Hon Dave Grills Hon Rick Mazza Hon Phil Edman (Teller) 

Noes (10) 

Hon Robin Chapple Hon Kate Doust Hon Lynn MacLaren Hon Samantha Rowe (Teller) 
Hon Alanna Clohesy Hon Sue Ellery Hon Amber-Jade Sanderson  
Hon Stephen Dawson Hon Adele Farina Hon Darren West  

            
Pairs 

 Hon Peter Katsambanis Hon Sally Talbot 
 Hon Jacqui Boydell Hon Ken Travers 

Question thus passed. 

Bill read a second time. 

Leave granted to proceed forthwith to third reading. 

Third Reading 

HON PETER COLLIER (North Metropolitan — Leader of the House) [2.30 pm]: I move — 

That the bill be now read a third time. 

Division 

Question put and a division taken with the following result — 
Ayes (20) 

Hon Martin Aldridge Hon Peter Collier Hon Nigel Hallett Hon Robyn McSweeney 
Hon Ken Baston Hon Brian Ellis Hon Alyssa Hayden Hon Michael Mischin 
Hon Liz Behjat Hon Donna Faragher Hon Col Holt Hon Helen Morton 
Hon Paul Brown Hon Nick Goiran Hon Mark Lewis Hon Simon O’Brien 
Hon Jim Chown Hon Dave Grills Hon Rick Mazza Hon Phil Edman (Teller) 

Noes (10) 

Hon Robin Chapple Hon Kate Doust Hon Lynn MacLaren Hon Samantha Rowe (Teller) 
Hon Alanna Clohesy Hon Sue Ellery Hon Amber-Jade Sanderson  
Hon Stephen Dawson Hon Adele Farina Hon Darren West  

            
Pairs 

 Hon Peter Katsambanis Hon Sally Talbot 
 Hon Jacqui Boydell Hon Ken Travers 

Question thus passed. 

Bill read a third time and transmitted to the Assembly. 
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