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1. Introduction  

 The critical policy issue for Government in the merger of Synergy and Verve is the impact 
that the new entity will have on the electricity market, on the significant existing 
investments made to date and on the confidence of the private sector to continue investing 
in the WE electricity sector. 

 Bringing together Verve’s generation assets with Synergy’s PPAs into a single wholesale 
function will give the new entity overwhelming market power. If no policy measures are put 
in place to address this market power, then the private sector will lose confidence in the 
market very quickly. 

 While the Merger Implementation Group (MIG) is focused on achieving an efficient structure 
for the merged Synergy, it is up to the Government to outline the key policy initiatives to 
address this market power, and provide clear direction for the new entity and for the 
market. Allowing the MIG to continue its deliberation in a sectoral policy vacuum will very 
likely entrench inefficiencies, leading to higher costs in the medium to longer terms. These 
structural inefficiencies will be very difficult to unwind. 

 The process for structural reform to the government entities has been poorly constructed. 
Typically, detailed analysis of the impacts of reform would drive the design process. In the 
absence of such analysis, this paper briefly outlines some policy options for Government to 
address design issues, principally the issue of market power, assuming that the merged 
entity’s structure will have a single wholesale and trading function. 

 The WA IPA believes it is important the Government understands that unless there are 
strong measures to protect private sector investment and continuing involvement in the 
market, there is a real likelihood of companies exiting the market, and future investment 
being scared away. This will leave the merged Synergy as the only entity available to 
underwrite new investment in power generation and will entrench the position of 
government as the major owner, operator and investor in this sector for the long term. 
 

2. Key areas  
 Wholesale energy: given the merged Synergy will have access to almost all the wholesale 

energy in the market, steps need to be taken to make sure that energy is available to other 
participants on a non-discriminatory basis, in an open, properly structured and managed 
way, with independent oversight. 

 Dispatch: ensuring that private generators that have PPAs with Synergy are not 
discriminated against in dispatch. This is especially important given that there is currently no 
way of checking the economic merit order of Verve’s fleet. 

 Wholesale procurement: the function of procuring new wholesale energy needs to be 
independent from retail and generation. More importantly, the future of the new entity to 
build new plant, either conventional or renewable must be curtailed otherwise the private 
sector will be unable to compete. The merged Synergy’s generation development team 



should be significantly reduced or disbanded, and a moratorium be placed on the new entity 
building new plant – either renewable or conventional – for the next five years at least. This 
will give time for the market to evolve and for the private sector to build on its investments. 

 Retail Contestability: to ensure the private retailers have fair access to the contestable 
market and that future generation is not wholly underwritten by the State Government, 
Synergy’s involvement in the contestable market should be phased out and the contestable 
market itself broadened 
These key policy areas are discussed in more detail below: 

  

3. Wholesale energy  
 It is imperative that private retailers have the same access to wholesale contracts as the 

Synergy retail function. Retailers who are not 100% hedged with their own generation will 
be dependent on the price level and availability of both energy and financial contracts 
offered by the generation arm of the merged Synergy.  

 Synergy’s proposed shared trading entity presents a risk that Synergy’s retail function will 
have greater access to wholesale contracting opportunities or price-sensitive information 
compared to private retailers. This could provide the Synergy retail business with a material 
competitive advantage. While legislated ring-fencing arrangements can aim to address this, 
these would be very difficult to monitor and enforce.  

 To enable increased competition in the retail market, it is recommended that existing energy 
purchase arrangements between Verve and Synergy are reduced over time and offered into 
the market under a competitive bidding arrangement. This will ensure all retailers have 
equal opportunity to acquire wholesale contracts.  

 The WA market has no liquid market for financial derivative products which allow retailers to 
effectively manage the risk profile associated with their customer load. This can severely 
constrain the level of energy exposure a retailer is able to responsibly manage, and 
therefore their ability to compete in the market. 

 Wholesale price transparency in the WA market is currently minimal. There is no mechanism 
for publishing forward wholesale prices to the market. This represents a material risk to 
retailers in order to appropriately price retail tariffs. This problem is intensified for large 
consumers, where retail rates offered are generally committed based on the latest forward 
wholesale prices available. 

 The merged Synergy should be required to provide a transfer price list to all interested 
parties on a weekly basis, providing forward year electricity prices, including both peak and 
off-peak rates. This is similar to the arrangement in Tasmania, where Hydro Tasmania is a 
monopoly generator, to ensure equal wholesale purchase opportunity to all retailers. 

 As private retailers do not have the same opportunity as Synergy to receive tariff adjustment 
payments, Synergy has a competitive advantage. The effect is that an efficient private 
retailer cannot offer tariffs that are competitive with the subsidised tariffs offered by 
Synergy. 

 It is recognised that removing all tariff adjustment payments might lead to an increase in 
retail tariffs for some customers. While Government explores options for the transition to a 
broader contestable energy market for WA, it is important to ensure that the most price-
sensitive customers continue to be protected. With this in mind, it is recommended in the 
first instance that tariff adjustment cease to apply only for those customers consuming 
greater than 50 MWh per year; that is, for currently contestable customers.  

 By ceasing taxpayer funded tariff adjustment payments to Synergy for the supply of 
electricity to large consumers, Government will be able to reallocate funds to further 
improve energy affordability for small customers, including residential customers, or to fund 
other government initiatives. 



 The above steps are a prelude to phasing out Synergy’s involvement in the contestable 
market, or at the least, allowing private retailers to compete on an even and unsubsidised 
basis as Synergy in this sector. 

 The Policy impact here is that government must be willing to forego shareholder value in the 
short term (as Synergy market share is eroded by more efficient suppliers), in order to 
improve efficiency and lower the cost of supply in the medium to long term. 

 

4. Dispatch 
 Dispatch from the single trading desk needs to be made on an economic, non-discriminatory 

basis, giving regard to existing contracts that private generators have with Synergy. 

 Dispatch decisions need to be transparent and auditable. 

 Verve’s existing power stations need to be treated as individual cost centres, and facilities in 
the market. This is a matter of priority, because until their costs are known, there is no 
objective way to ensure or manage economic dispatch. 

 Profit and loss statements for each power station should be put in place before the 
commencement of a single trading desk. 

 Treating Verve’s portfolio as a whole hides inefficient plant and leads to poor operating 
decisions in the short term and poor investment decisions in the long term. 
 

5. Wholesale Procurement 
 In the long run, in a properly functioning market, new generation will be underpinned by 

competing retailers servicing their loads and based on their own demand forecasts. The 
WEM is still some way off that ideal, however continued reform along the current 
competitive market principles will move the WEM closer to such a structure. A merged 
Synergy presents real concerns that the private sector will not be able to compete for new 
generation and new barriers to furthering the current competitive market structure. 

 Until a fully functioning market is established, especially at the retail level, it is important in 
the intervening period that policies are put in place to allow private generators to develop 
and build plant to supply to the retail arm of the merged Synergy. 

 Verve has considerable advantages in the current market compared to private generators, 
including access to the best sites for generation, possession of scarce transmission 
connection assets (against the principles of the regulated Access Code), long term fuel 
contracts and a large development team focused on planning new power projects – both 
conventional and renewable. 

 If the Government stays silent on Synergy’s future ability to build its own new plant, then 
Synergy will invariably look to its own generation arm to develop power projects for its 
future requirements.  

 Simply separating the wholesale procurement function from generation and saying that it 
will run tender processes will not work. 

 This is the lesson of the old integrated Western Power – despite obligations to run tender 
processes for any new generation representing roughly 100MW, the corporation found 
ways to circumvent the requirement and build its own plant. 

 The experience since disaggregation has been that Verve has built plant, not necessarily to 
replace old and inefficient power stations, but to maintain market share and keep out 
competitors. The experience has not been good for the State – in taking construction risk 
Verve has cost the State close to $300M.  

 It has used its privileged position to secure significant State funds to subsidise its large scale 
solar project, its Mumbida windfarm project has faced construction problems, and the 
refurbishment of Muja AB has been a terrible outcome for WA taxpayers. 



 It is time that the Government had a firm policy to place a complete halt to any new or 
planned power station developments by its own generation business. A halt for 5 years will 
provide enough space for the private sector to re-establish itself in the market, and for the 
Government to take some long term decisions on whether to exit completely the 
generation business, as the Minister has flagged. 

 In terms of locating the wholesale power procurement function for the new entity, it would 
be better to be completely separated and ring-fenced from the wholesale energy function 
and from the trading desk. 

 It should be understood that demand forecasting is a basic function of any retail 
business.There is no link in any way to the generation business. Generation businesses 
respond to the supply requirements of retailers and compete to provide supply at least 
cost. 

 If there is a complete prohibition on the merged Synergy building new plant, then the 
generation development business should be wound back considerably.  

 To encourage private investment in generation, developers should have access to Verve’s 
existing spare network capacity, its spare connection assets and its sites for future 
generation, including renewables. This can be structured on a commercial basis inviting bids 
for those assets, maximising the governments return on its assets. 

 Consideration could also be given to making some of Verve and Synergy’s existing fuel 
contracts and gas transport capacity available for private power developers on a 
commercial basis. This is akin to Synergy acting as a fuel aggregator, using its balance sheet 
and negotiation position to purchase fuel at lower cost and passing these savings through to 
consumers. 
 

6. Contestability  
 Contestable customers - generally business customers - are best served by price 

competition. 

 There is a range of ways for price dependent customers to benefit in a competitive market, 
from varied payment options, to energy monitoring and demand management solutions, to 
offers bundled with other services and products. Where prices are regulated below or at 
cost these options will be scarce or absent, meaning that consumer expectations about 
choice and flexibility (particularly from experiences in other markets) will not be met. 

 If a retailer cannot acquire sufficient customers in a market to sustain its business, then 
there is very little incentive for the retailer to invest in entering the market or stay there. 
Further, despite the actual level of regulated prices, an environment of price regulation is 
perceived as high risk by retailers. Retailers are always cautious about introducing innovative 
tariffs in markets where exposure to financial risk is heightened by price regulation 
intervention or threat. 

 Price de-regulation for contestable customers is a critical next step to supporting private 
retailer presence in WA, and ensuring these customers have access to a broad range of 
innovative and efficiently-priced offers. Steps to lower the threshold for contestability 
should be broadcast immediately, with a pathway to full retail contestability over time.  

 


