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About the WA Independent Power Association 

The WA Independent Power Association (WA IPA) represents the interests of independent 
power generators, retailers and industry service providers in Western Australia.  

Established in 2012, the WA IPA works to ensure that the Western Australian power industry 
is open and competitive, more choice is offered for consumers and prices are reduced. The 
Association also aims to stimulate new jobs and support regional development across the 
State of WA.  

Since 2006, independent power companies have invested more than $4 billion in the WA 
electricity market, providing half of the power generated in WA’s main grid. Private retailers 
are now also supplying electricity customers in the contestable market. 

The WA IPA welcomes the McGowan Government’s public commitment to continued 
reform in the energy sector. WA IPA believes electricity market reform is vital. The previous 
Liberal-National Government did put in motion a reform program, which was unable to 
deliver substantial changes before for 2017 State Election.  

The WA IPA is committed to working with all major parties in government and opposition, 
believing a bi-partisan approach is the best route to long-term, sustainable reform.   
 

 

About Jackson McDonald 

Jackson McDonald has a proud history of helping the State government and the private 
sector in electricity sector reform for over 25 years.  From the disaggregation of SECWA in 
1995, through the creation of the wholesale market in 2004/2006 and up to the present 
day, we’ve helped guide and implement WA’s energy policy, and have worked with the 
private sector as it invests and transacts in the markets we helped create. 

As part of our ongoing commitment to the industry and its reforms, we’re pleased to be 
members of the WA IPA and to have provided pro bono assistance in preparing this White 
Paper. 
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Letter to the Minister 

 

28 November 2017   

Hon. Ben Wyatt MLA 
11th Floor, Dumas House 
2 Havelock Street 
WEST PERTH WA 6005 

Dear Minister Wyatt, 

I am honoured to present this Electricity Reform White Paper to you on behalf of the WA 
Independent Power Association (WA IPA).  

Electricity reform is an area of economic and social policy that governments around the 
world have grappled with for more than two decades. Although complex, it is crucial that 
governments address this area and revise existing policy, as technological advancements 
create a need to make continuous improvements.  

The electricity sector plays a crucial role in economic development, addressing climate 
change and ensuring that new technologies can be incorporated into existing systems.  All 
the while aiming to deliver reliable, affordable and sustainable power to households, 
business and industry in the most efficient way possible. 

This White Paper, prepared with considerable thought, debate and research, brings 
together the collective knowledge of WA IPA members. These individuals have decades of 
experience in the Western Australian electricity market, both from within government and 
from the private sector. 

This paper not only collates member’s past experiences weathering various reform 
processes, but also takes a forward look at where we, as an industry, need to go. 

The WA IPA is not trying to imply that this report is a blueprint for government to follow. 
Our key point is that good outcomes require genuine consultation, and we recognise that a 
broader debate may see the recommendations in the White Paper evolve.  Instead, the WA 
IPA wishes to use the White Paper as a starting point for that consultation process to begin.  

The reforms we suggest in the White Paper are practical and achievable. There are short 
term steps that can be undertaken quickly and others which the WA IPA acknowledges will 
require more work. We don’t evade the question of how difficult some of the long-term 
reforms may be. Large reforms will require government to make fundamental choices – 
primarily what role it sees the private electricity sector playing into the future.  
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Despite the difficulty of some of these proposals, we believe those choices need to be 
made and a clear direction needs to be articulated as soon as possible. This guidance will 
send signals to the market about where the government wants to head on electricity 
reform and will help to keep and grow private energy investment in the State. 

I would like to thank all the WA IPA members for their contribution to this White Paper – it 
is without doubt the best document we have produced in our five-year history, articulating 
a clear vison for the market for the rest of this decade and beyond. 

I would especially like to thank Molly Cooke as Secretary of WA IPA for driving the work to 
get this document produced, and the invaluable work of Matthew Bowen and his team at 
Jackson McDonald who crafted the document from scratch and incorporated numerous 
changes and comments along the way.  

Kind regards,  

 

Richard Harris 
Chair, WA IPA 
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Executive Summary 

The WA IPA represents independent investors, generators and retailers in WA’s 
electricity sector.  We welcome the Minister’s commitment to ongoing energy 
reform, and wish to contribute to that process. 

In this White Paper we map out the current context (Chapter 1), and why reform 
is so important (Chapter 2).  We discuss the three main areas in which reform is 
needed:  market structure, the wholesale market, and network access (Chapter 3).  
We then present our recommended reforms (Chapter 4) and make some 
comments on the reform process (Chapter 5). 

The central themes of this paper are as follows:  

Electricity reform is important, and hard:  For WA consumers and the WA 
economy, it’s vital that the electricity sector operate efficiently and effectively.  
Every WA consumer wants affordable, secure, reliable and sustainable energy.  
The State wants the same thing, for job creation and economic prosperity.  The 
State also wants to ensure that vulnerable consumers are protected.  But the 
technological and commercial landscape is changing rapidly, and old regulatory 
regimes are out of date.1 

We need clear policy objectives:  An early task for the Government is to establish 
the overarching policy objectives for the electricity sector and energy reform.2   

The Government must decide whether it wants private investment:  The most 
important threshold question for the McGowan Government is whether it sees a 
continued role in WA’s energy market for the private sector.  Having made this 
decision, the Government must confront its implications boldly.3 

Consultation is key:  The WA IPA urges the Minister to undertake genuine, broad, 
transparent and early consultation on all market reforms.  This will produce 
better, and better-supported, reforms, and done well can lighten the State’s 
administrative burden.4 

Consumer choice brings benefits:  The Western Australian energy sector will be 
best placed to provide affordable, secure, reliable and sustainable energy for all 
Western Australians, if the electricity wholesale and retail markets support 

 
1 See Electricity reform is important, p 1; Electricity reform is hard, p 1. 
2 See Electricity reform needs clear objectives, p 2. 
3 See Threshold question:  , p 9. 
4 See Consultation is key, p 2. 
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consumer choice between competing retailers.  This choice will not be available, 
without private retailers.5 

Private investment is essential:  WA needs substantial investment in generation 
and network support over coming decades.  Unless the State Government wishes 
to undertake this investment, it must attract private generators.  Generators need 
a counterparty to buy energy under a PPA.  Unless the State wishes its own 
retailer to be the counterparty, which is undesirable due to market concentration 
and State risk, the State needs private retailers to fill that role.  To obtain this, the 
Government must create a marketplace in which private retailers are willing to 
invest.6 

The industry needs structural reform:  The previous government’s remerger of 
Verve and Synergy created a serious structural problem, in which one market 
participant overwhelmingly dominates both the wholesale and retail 
marketplaces.  Synergy does face many challenges of its own, 7 and some of the 
essential market reforms discussed in this paper will make Synergy’s life even 
harder.  But the WA IPA believes that: (a) the reforms must nonetheless be 
pursued; and (b) a sustainable role must and can be found for Synergy within the 
reformed market.8   

The new “effects test” in section 46 of the CCA9 provides a further impetus for 
structural reform.10 

Synergy must get smaller:   So, the State needs viable private retailers if:  (a) 
consumers are to get the benefits of competition; and (b) the private sector, and 
not the State, is to underwrite future generation investment.  But if private 
retailers grow their market share, then arithmetically Synergy’s market share 
must diminish.  There is some tension between this fact on one hand and 
Synergy’s statutory duties and the State’s financial position on the other, but this 
tension is not one the Government can avoid.  Further, shrinking does not mean 
that Synergy must become unprofitable.11  

The wholesale market needs reform:  In addition to remedying industry 
structure, stalled wholesale market reforms need to be reactivated as a matter of 
urgency.  The WA gas market shows what can be achieved when retailers have 
access to a liquid, competitive wholesale market.  Electricity retailers need this 
even more urgently, due to the different nature of the electricity market.12   

 
5 See Consumer choice brings benefits, p 5. 
6 See WA’s electricity sector needs private investment, p 6. 
7 See sidebar “Some of Synergy’s challenges”, p 12. 
8 See Reforms must preserve a role for Synergy, p 12. 
9 “CCA” means the Competition and Consumer Act 2010 (Cth). 
10 See Appendix A:  The “effects test” in section 46 CCA, p 50. 
11 See Synergy must get smaller, but can stay profitable, p 13. 
12 See sidebar “Lessons from gas (1):  Prices and innovation”, p 6; Retail sales and wholesale risk, p 15. 
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The Standard Products mechanism was designed to mitigate Synergy’s market 
power but has failed.  Private retailers need to hedge against the risks of a volatile 

balancing market.  At present, the main source of hedges is the 
dominant wholesaler – who is also their biggest retail 
competitor.  Inadequate ability to hedge increases retailers’ risk 
and costs, jeopardising their viability, making it harder for them 
to compete and making electricity more expensive for 
consumers.13 

The recently-announced Synergy renewables fund is a 
regrettable step which makes private investment harder.  It’s 
now even more important that the Government undertake 
substantial structural reforms, to minimise this decision’s 
harmful effects.14 

Grid access is a problem:  The WA IPA welcomes the Minister’s 
announcement that the State will move to a fully constrained 
grid access model.  In the interim, although Western Power and 
AEMO are doing their best to implement an interim informal 
quasi-constrained model in advance of legislative reform, the 
situation is far from ideal and consultation could be improved.  
Also, more detailed work is needed on the interaction between 
the interim constrained access model and the Reserve Capacity 
Mechanism.15  

Reforms in two streams:  The WA IPA acknowledges that some 
of the required reforms are complex and will take 2-4 years.16  
But we have also identified our ‘Top 10’ or ‘low hanging fruit' 
reforms that can be implemented within the next 6 to 18 

months (see sidebar “WA IPA’s ‘Top 10’ (low hanging fruit) reforms” at left; and 
the detailed discussion of these proposals on pages 24 to 43). 

Process is important:  In Chapter 517 we encourage the Minister to take the time 
to do the major reforms properly.  We will support a suitably resourced, 
consultative process even if it progresses less rapidly than some observers may 
wish.  We make some observations and suggestions on how the reform process 
should be steered, and commit to working with the Government throughout the 
process, including making members’ resources available. 

On the following pages we summarise our recommendations. 
___________________ 

 
13 See ‘Standard products’ have failed, p 15; Limited hedging opportunities create adverse feedback 
cycles, p 16. 
14 See The Synergy renewable fund is regrettable – its adverse effects must be mitigated, p 17. 
15 See Third reform area:  Network access, p 18. 
16 See Major reforms that will need more time, p 42.  The reforms are listed on page 19. 
17 Starting on p 40. 

WA IPA’s ‘Top 10’ (low hanging 
fruit) reforms 

1.Implement more (pending full) retail 
contestability 

2.  Reactivate the IMO’s previous 
‘Market Evolution Program’ WEM 
reforms 

3.  Suspend indefinitely the 
development of an RCM auction 

4.  Adopt measures to increase 
transparency and liquidity in 
wholesale market and mitigate 
Synergy’s power 

5.  Formally direct Synergy to promote 
competition 

6.  Restrict Synergy’s growth in 
generation 

7.  Liberate Synergy’s unused network 
capacity 

8.  Remedy the ‘one user per 
connection point’ barrier 

9.  Review and reduce the barriers to 
entry for new renewable projects 

10.  Improve ringfencing within 
Synergy 

For more detail see p 24 onward, and 
Recommendations 3 to13. 
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Recommendations 

From Chapter 1  

Recommendation 1 (p 3):  That the Government set out a clear statement of its 
high level policy objectives for energy reform. 

From Chapter 3  

Recommendation 2 (p 12):  That the Minister make a statement reaffirming the 
McGowan Government’s commitment to a sustainable role for private 
generators and retailers in the WA electricity sector, and its willingness to 
pursue reforms consistent with this objective. 

From Chapter 4:  Reform recommendations 

The WA IPA ‘Top 10’ (low hanging fruit) 

Recommendation 3 (p 25):  That the Minister immediately lower the 
contestability threshold (at which consumers can choose their retailers) to 
include all non-residential consumers, either by setting the threshold at 20 
MWh/a or by using a functional definition. 

Recommendation 4 (p 27):  That the Minister encourage AEMO and the Rule 
Change Panel to press ahead with the various suspended IMO market reforms 
as quickly as possible, and ensure that Synergy and Western Power engage 
positively with, and facilitate, the rule change process. 

Recommendation 5 (p 29):  That the Minister instruct the PUO to stop work on 
the RCM auction, and instead (as a longer-term project) to undertake a more 
comprehensive review of the RCM (see Recommendation 16). 

Recommendation 6 (p 31):  That the Minister urgently commission the ERA to 
undertake a ground-up review of the Standard Product regime (terms, volume 
and prices) with a view to implementing a revised set of products better suited 
to achieve their policy goal of mitigating wholesale market power.  This review 
should also consider other methods of setting wholesale market prices, such as 
a Dutch Auction. 

Recommendation 7 (p 33):  That Synergy provide timely and ongoing disclosure 
of more information, including plant availability, plant profitability and planned 
plant closures. 

Recommendation 8 (p 35):  That the Minister consider giving Synergy a 
statutory direction, to guide its behaviour to better promote the Government’s 
reform objectives while nonetheless preserving and ideally improving Synergy’s 
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profitability.   To this end, the Minister should commence a discussion with 
industry and Synergy about the form a suitable direction might take. 

Recommendation 9 (page 36):  That the Minister prevent Synergy from 
building new generation plant in all technologies, including “replacement” 
plant. 

Recommendation 10 (p 37):  That Synergy immediately release all unutilised 
network capacity, including at least all capacity associated with recently-retired 
plant. 

Recommendation 11 (p 40):  That the Minister commit to removing the ‘one 
user per connection point’ barrier.  That the PUO then liaise with Western 
Power and the ERA to determine whether the current AA4 process will 
adequately do the job, and what other reforms might be needed. 

Recommendation 12 (p 41):  That the Government undertake a review with a 
view to reducing barriers to entry for new renewable projects.  That this be 
commenced by a workshop with industry proponents, seeking feedback on 
major barriers and how they might be addressed.  In particular, a transparent 
interim solution is needed for network access, pending the full constrained 
solution. 

Recommendation 13 (p 43):  That the Minister act urgently to improve 
Synergy’s governance and reporting to mitigate as far as possible the effects of 
the remerger.  As a minimum, this should include transparent separate financial 
reporting implementing the ERA’s recommended improvements.  Ideally, the 
Minister would also implement tighter, more credible ringfencing rules for 
Synergy, as an interim measure pending larger structural reforms (see 
Recommendation 14). 

Longer term major reforms 

Recommendation 14 (p 45):  That work be commenced on finding a sustainable 
long term solution to Synergy’s structural dominance of the wholesale and 
retail markets. 

Recommendation 15 (p 45):  That work be continued on the full constrained 
access model, implementing under local laws a dispatch engine such as AEMO’s 
NEMDE, and including an appropriate compensation mechanism for incumbent 
private generators to the extent they suffer actual losses as a result of the 
reforms.  

Recommendation 16 (p 46):  That the RCM mechanism be retained, but work 
should be commenced to review how it should be adjusted to best suit the 
needs of WA consumers and the market in light of changing technologies and 
market circumstances.  

Recommendation 17 (p 47):  That work continue to investigate how and when 
to implement FRC in WA, and in particular to identify the errors of market 
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structure and implementation which are causing FRC’s merits to be questioned 
in other markets.  

Recommendation 18 (p 47):  That AEMO continue to be encouraged and 
supported to reform its systems and forecasting.  See also Recommendation 20 
re the WEM Rule change process.  

From Chapter 5:  Timing and resourcing 

Recommendation 19 (p 49):  That the Minister take the time to undertake the 
major reforms thoughtfully and with proper consultation.  Excessive haste will 
jeopardise the reforms’ quality. 

Recommendation 20 (p 49) :  That the Minister permit WEM Rules changes to 
be processed using the normal Rule Change Panel process, rather than using his 
extraordinary power, and that the RCP be adequately resourced for this task. 

Recommendation 21 (p 50):  That Synergy’s role in the reform process be 
carefully considered.  It should of course be consulted, but its views and 
interests need to be weighed against the broader reform objectives. 

Recommendation 22 (p 51):  That the reform Steering Committee include 
private sector and consumer representatives. 

Recommendation 23 (p 51):  That the Government and Opposition work 
together to establish a bipartisan consensus on key reform directions. 

Recommendation 24 (p 53):  That the Minister call on the WA IPA and its 
members to contribute resources to assist in the reform process, and that the 
Minister and the PUO explore options for more efficient reform 
communications. 

From Appendix A:  The new “effects test” in section 46 CCA 

Recommendation 25 (p 55):  That the Minister consider the significance of the 
new section 46 CCA “effects test” in relation to the matters discussed in this 
paper, and use the CCA changes as an opportunity to refocus energy market 
reforms on the benefits to large and small consumers which can flow from a 
truly competitive energy market. 

___________________ 
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Glossary 

AA4 the current review by the ERA of Western Power’s proposed revisions 
to its Access Arrangement (see here) 

 

AEMO Australian Energy Market Operator 
 

ACCC Australian Competition and Consumer Commission 
 

CCA Competition and Consumer Act 2010 (Cth) 
 

constrained 
access 

a model in which network access is granted on the basis that network 
constraints may sometimes prevent generators from dispatching to 
their desired level – this model lowers the barriers for network 
connection, at the cost of increased revenue uncertainty for 
generators (compare “unconstrained access”) 

 

DER distributed energy resources, such as rooftop photovoltaic (PV) and 
individual battery systems, as distinct from large centralised systems 

 

EMR the previous Liberal-National Government’s Electricity Market 
Review, launched in 2014 

 

EGRC refers to the Electricity Generation and Retail Corporation trading as 
‘Synergy’, which resulted from the 1 January 2014 remerger of the 
Electricity Generation Corporation (trading as Verve Energy) and the 
Electricity Retail Corporation (also trading as Synergy)  

 

ERA Economic Regulation Authority 
 

FRC full retail contestability, which means all customers can choose their 
retailer 

 

GTE a Government Trading Enterprise, eg. Synergy, Western Power and 
Horizon Power 

 

IMO the Independent Market Operator which formerly operated the 
WEM, a role now performed by AEMO 

 

MAC the Market Advisory Committee, an industry consultative group 
assisting the Rule Change Panel  

 

MRC an expression used in this paper to describe lowering the current 
contestability threshold to permit more retail contestability, as 
distinct from moving immediately to full retail contestability 

 

PPA power purchase agreement 
 

PUO Public Utilities Office 
 

RCM the Reserve Capacity Mechanism managed by AEMO as part of the 
WEM, designed to ensure there is sufficient generation capacity in 
the SWIS 

 

https://www.erawa.com.au/electricity/electricity-access/western-power-network/access-arrangement/access-arrangement-period-2017-2022


Glossary 

  
 

xiii  

Rule Change 
Panel and RCP 

an independent body established in 2016 to undertake the 
administration and decision-making functions for changes to the 
WEM Rules (the functions had previously been undertaken by the 
IMO)  

 

SWIS the South West Interconnected System (see footnote 21, p 5) 
 

Standard 
Products 

a regime implemented under the Electricity (Standard Products) 
Wholesale Arrangements 2014 (WA) as part of the Verve-Synergy 
remerger, under which wholesale market participants acquire from, 
or sell to, Synergy prescribed volumes of wholesale electricity on 
specified terms and prices published by Synergy 

 

Synergy now, the EGRC, a State owned utility that generates and retails 
electricity within the SWIS;  

before 2014, the Electricity Retail Corporation created after the 
disaggregation of the Electricity Corporation (trading as Western 
Power) in 2006, until it merged with Verve to form the EGRC in 2014 

 

unconstrained 
access 

a model in which network access is granted on the basis that network 
constraints will rarely prevent generators from dispatching to their 
desired level – this model secures high revenue certainty for 
generators, but at the cost of often requiring substantial network 
augmentation before a generator  can connect, which is a barrier for 
network connection (compare “constrained access”) 

 

Verve before 2014, a former State owned utility, the Electricity Generation 
Corporation, created after the disaggregation of the Electricity 
Corporation (trading as Western Power) in 2006, until it merged with 
Synergy to form the EGRC in 2014 

 

WA IPA the Western Australian Independent Power Association which 
prepared this White Paper 

 

WEM the Wholesale Electricity Market for the SWIS, operated by AEMO 
 

WEM Rules the Wholesale Electricity Market Rules for the WEM, administered by 
the Rule Change Panel 

 

Western Power  now, the Electricity Networks Corporation, a State owned utility that 
operates the ‘poles and wires’ of the SWIS;  

before 2006, the vertically integrated Electricity Corporation created 
after the disaggregation of SECWA in 1995, which was split in 2006 
into Verve, Synergy, Horizon Power and the new network business 
also called Western Power 

 

 

___________________ 
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Chapter 1: Introduction 

Summary of this Chapter 

This Chapter sets the scene, arguing that electricity reform is both important and 
hard, making the case that reform will succeed or fail depending on the level of 
industry consultation involved, and giving a very brief history of past reforms. 

Electricity reform is important 

It’s trite to observe that electricity underpins every aspect of modern life.  A 
smoothly functioning electricity system enables our economic growth and 
security.  Every job, every commercial transaction, every school lesson and almost 
all recreation depends on an affordable, reliable, secure and sustainable 
electricity supply. 

The Government has a vital role in setting and adjusting policies in order to 
ensure that, working together, the State-owned energy corporations and the 
private sector can deliver this essential service to all Western Australians. 

The WA IPA welcomes the Minister’s and the McGowan Government’s public 
commitments to continued energy sector reform. 

The previous Liberal-National Government did undertake some reforms, but 
unfortunately failed to confront Synergy’s market dominance, and indeed in 2014 
significantly exacerbated that dominance by permitting the Verve-Synergy 
remerger.  Those reforms also lacked genuine consultation. 

Electricity reform is hard 

The electricity reformer confronts a complex and intermeshed engineering, 
business and regulatory landscape.  The electricity grid itself is a complicated, 
sophisticated, highly interconnected machine.  This is then overlaid by highly 
complex business and regulatory arrangements with many moving parts and 
interrelationships, often characterised (to date) by very large, immoveable capital 
investments. 

The current pace of technological change makes this complexity doubly 
challenging:  past technology investments can now appear suboptimal; business 
and regulatory arrangements established for yesterday’s engineering and 
commercial realities are coming under stress; and the task of managing the 
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network to secure a stable, reliable supply of energy is becoming ever more 
complex as new energy sources bring new operational challenges for the grid.   

“The electricity grid is a complicated, sophisticated, highly 

interconnected machine … overlaid by complex business and 

regulatory arrangements.” 

This is a tough time for anyone trying to make decisions about future investment 
in WA’s electricity market. 

Technological change is also bringing benefits, of course, including sustainable 
energy options, a much greater array of consumer choice in energy services and 
products, and a wider suite of tools to help the system operator manage the 
network.  The reformer must try to ensure that regulatory settings facilitate these 
new technologies wherever possible. 

At the same time, energy policy makers around Australia face dual and conflicting 
calls from industry – on one hand for rapid regulatory reform to accommodate 
the changing technical and business realities, and on the other for regulatory 
stability and certainty to enable confident investment. 

Not surprisingly, in this complex and dynamic environment, policymakers find it 
hard to choose the right settings.  This White Paper hopes to help in that task. 

Electricity reform needs clear objectives 

Almost every energy reform issue presents policy makers with a number of 
possible solutions.  To choose between them, policy makers need to be guided by 
a clear vision of the overall objective.  It’s hard to know which path to choose, if 
one does not know the intended destination. 

Thus, the WA IPA encourages the McGowan Government to make a clear 
statement of the overarching policy outcomes it seeks to achieve through energy 
reform.  This is a critical early step in the reform process. 

This is clearly a matter for the Minister and the Government, but the WA IPA 
suggests that policy objectives could include the following: 

• Ensuring affordable, secure, reliable and sustainable energy for all Western 
Australians, against a backdrop of rapidly changing technology. 

• Offering choice and engagement to as many consumers as possible, while 
preserving consumer protection especially for vulnerable community 
members. 

• Promoting jobs and growth in the WA economy. 

• Promoting innovation and, where possible, market-based solutions. 
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• Accommodating climate change mitigation measures, including any emission 
targets. 

The objectives stated for the previous Liberal-National Government’s EMR 
process can be summarised as follows: 

• Reducing electricity and related services’ production and supply costs, 
without compromising safety and reliability. 

• Reducing risk to government from the energy market, especially by 
encouraging private investment in generation without government 
investment or underwriting. 

• Attracting and retaining sufficiently large and well-capitalised private-sector 
market participants.18 

The WA IPA suggests that these objectives too remain worthy of consideration. 
 

Recommendation 1:  That the Government set out a clear 
statement of its high level policy objectives for energy reform. 
 

Consultation is key 

The WA IPA believes that the only reliable path to high quality decisions is 
genuine, broad, transparent, early consultation.   

“… the only reliable path to high quality decisions is 

genuine, broad, transparent, early consultation.” 

No one person, agency or decision maker has all the answers or is capable of 
identifying all causes, effects and unintended consequences.  History shows that 
the best outcomes are reached when the government and its agencies work 
collaboratively with industry, to develop solutions that place consumers’ needs 
and efficient market functioning at the heart of the solution. See “Case Study:  
The need for consultation – a tale of two reform processes” on page 4. 

It’s essential that the Government starts this consultation process early, before 
major policy decisions have been made.  Affected stakeholders including 
consumers should help shape the broad brush of the reforms, not just be asked to 
comment upon the fine detail of implementation. 

 This does not mean that the Government must be captive to any particular 
industry sector, or that industry participants will get everything they want.  It 
simply involves an acknowledgment by the Government and its agencies that 

 
18 Summarised here.  Accessed 27 November 2017. 

http://www.treasury.wa.gov.au/Public-Utilities-Office/Industry-reform/Electricity-Market-Review/
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those agencies are not the sole source of good ideas.  It’s important that the 
consultation process establish the criteria to judge the various means to achieve 
the objectives of the reform program. 
 

Case Study:  The need for consultation – a tale of two reform processes 

 

The Gallop and Carpenter Governments’ 2004 to 2006 electricity reforms, which 
disaggregated the vertically integrated Electricity Corporation and created the wholesale 
electricity market, the network access code and a raft of other instruments, involved extensive 
and genuine consultation.  Overall these reforms were highly successful.  They laid 
foundations for the sector that, although now in need of some adjustment, continue to bear 
fruit.  The reforms also achieved a very high degree of stakeholder buy-in. 

In contrast, unfortunately, the previous Liberal-National Government’s 2014 to 2016 
Electricity Market Review (EMR) reforms involved very little genuine consultation.  It’s true 
that there were a number of working groups and numerous papers published for comment, 
but these generally involved the government telling stakeholders what it was doing, rather 
than genuinely consulting with and listening to stakeholders.  By and large, the important 
decisions had been made before consultation commenced. 

The WA IPA believes that it’s no coincidence that the EMR reforms were much less successful 
than those of a decade earlier.  They were certainly not as well thought-through as the earlier 
reforms, and were not widely supported by industry or other stakeholders.  Worse, in some 
cases stakeholder fear and distrust led to active opposition.  

The McGowan Government has a golden opportunity to reset the reform process and 
genuinely engage with industry participants, to bring lasting benefit to consumers and the 
State. 
 

History also shows that a significant incidental benefit of genuine consultation is 
greater support for all reforms, even unpopular ones.  Even stakeholders who did 
not get their own way feel a degree of buy-in to the process, because their voices 
have at least been heard.  Rejected ideas can also sometimes form the basis of 
future rule changes and refinements. 

Brief history of past reforms 

Before 1995, the State’s energy sector was centrally owned and operated by 
SECWA.19  In 1995 SECWA was split into a gas business and the vertically-
integrated20 Electricity Corporation.  These reforms were undertaken with largely 
bipartisan support.  

 
19 “SECWA” was the State Energy Commission of Western Australia, a monolithic government entity 
which operated the gas and electricity businesses, and also oversaw safety regulation and policy 
development. 
20 “vertically integrated” means that the generation, network and retail businesses were all housed 
in a single business. 



Chapter 1: Introduction 

  

 

5  

In 2004 and 2006 the Gallop-Carpenter Governments split the Electricity 
Corporation into four businesses.  Three of them operated in the SWIS21 – a 
generation business (Verve Energy), a network business (Western Power) and a 
retail business (Synergy).  The fourth remained vertically integrated and is 
responsible for generation, network and retail services outside the SWIS (Horizon 
Power).  At the same time a wholesale electricity market and the reserve capacity 
market were created and network access was reformed.  Once again these 
reforms enjoyed largely bipartisan support, and involved detailed industry 
consultation. 

“[The 2004/6 reforms] … enjoyed largely bipartisan 

support, and involved detailed industry consultation.” 

The stated objectives of the 2004/2006 reforms were to improve industry 
productivity through competitive pressures, provide consumers with lower prices 
and greater choice, benefit society generally through more efficient use of limited 
resources and greater use of renewable and distributed energy, and grow the WA 
economy.22   

A key mechanism to pursue these objectives was encouraging private entry into 
WA’s electricity market, by creating the wholesale market, improving network 
access, and in particular by providing a displacement mechanism in the vesting 
contract between Verve and Synergy specifically to create a space for private 
entrants.   

The Electricity Reform Implementation Group tasked with implementing the 
2004/2006 reforms summarised “the problem” as “The Western Australian 
electricity industry has high prices, no real competition and no choice.”23  It stated 
“the solution” to be “to establish a new market framework and structure to 
enable new participants to enter the industry”.24   

 
21 “SWIS” stands for South West Interconnected System, the main electricity network in WA’s south 
west stretching roughly from Geraldton to Kalgoorlie to Albany, including Perth (see link here for a  
map of the SWIS). 
22 Electricity Reform Task Force, Electricity Reform in Western Australia ‘A Framework for the Future’, 
October 2002, accessed through the Pandora archive at this link.  Accessed 27 November 2017. 
23 Electricity Reform Implementation Unit (ERIU) archived website, accessed through the Pandora 
archive at this link.  Accessed 22 November 2017.  The same page described other aspects of “the 
problem” almost exclusively in terms of private market entry, as follows:   

“Western Australia also has the least competitive market structure. For example, there is: 
• No market for the sale of uncontracted electricity 
• No significant entry of new generators or retailers 
• No independent oversight of how other players can access Western Power’s networks 
• No incentive for Western Power to buy electricity from other producers 
• An inhibition on the entry of renewable energy projects.” 

24 See the same archived ERIU website at this link.  The same webpage makes it clear that the purpose 
of disaggregating businesses of Electricity Corporation was so that “independent power producers 
wanting to enter the market won’t have to negotiate with … its [retail] competitor … for access to its 

https://www.erawa.com.au/gas/switched-on-energy-consumers-guide/the-basics
http://pandora.nla.gov.au/pan/30506/20030730-0000/www.ertf.energy.wa.gov.au/publications.htm
http://pandora.nla.gov.au/pan/36781/20060130-0000/www.eriu.energy.wa.gov.au/reform02.html
http://pandora.nla.gov.au/pan/36781/20060130-0000/www.eriu.energy.wa.gov.au/reform03.html
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For the next decade, although the market needed some adjustments, these 
reforms worked moderately well and certainly attracted private investment.  In 
particular, the separation of the wholesale business GTE (Verve) from the retail 
business GTE (Synergy) provided competition and liquidity in the wholesale 
market. 

In 2014, in a move opposed by industry, consumers, regulators and even the 
utilities themselves, the previous Liberal-National Government remerged the 
generation (Verve) and retail (Synergy) businesses, to create a vertically-
integrated ‘gentailer’ also named Synergy which dominated, and still dominates, 
both the wholesale and retail sectors.  Unfortunately this significantly disrupted 
the good work of a decade before.   

The Minister now has an opportunity to reset the regulatory agenda. 

 

  

 
transmission and distribution networks”, and made it clear that the Access Code was created “[t]o 
make sure all new entrants can use the electricity grid on an equal basis …”  (emphasis added). 
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Chapter 2:  Benefits of reform 

Summary of this Chapter 

This Chapter summarises some key arguments in the case for reform, namely 
that:   

• electricity reform generally will promote affordable, secure, reliable and 
sustainable energy, bring benefits to all Western Australians, and preserve 
consumer protections including for the vulnerable; 

• retail competition in particular will bring a range of benefits to all consumers 
who are permitted to choose their retailer (or other energy service provider); 
and 

• private investment in both retail and generation is essential for the State’s 
benefit. 

Why do electricity reform? 

Reforming the electricity sector would be pointless, if the reforms did not bring 
benefits to consumers and the State and advance the State’s overarching reform 
objectives.   

We have recommended above that the Government should explicitly state its 
overarching policy objectives for electricity reform (see Recommendation 1, p 3).   

Pending that, for this White Paper the WA IPA has designed reforms which will: 

• promote affordable, secure, reliable and sustainable energy for all Western 
Australians, against a backdrop of rapidly changing technology; 

• benefit all Western Australians – directly as consumers of electricity and 
workers in jobs that depend on electricity, and indirectly as taxpayers and 
business investors and through the energy system’s environmental impacts; 
and 

• preserve consumer protections, especially for society’s vulnerable members. 

Consumer choice brings benefits 

The WA IPA believes that one of the Government’s policy objectives should be to 
continue encouraging competition in the generation and retail sectors.  
Competition can deliver multiple benefits for consumers and government, 
including: 

• Competition brings improved consumer choice in goods and services, 
including innovative services which cannot currently be imagined.  Australia’s 
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telecommunications marketplace is an outstanding example of this.  Over the 
25 years since competition was introduced, there has been a proliferation of 
products and services bringing extensive consumer benefits and choice, which 
could never have been foreseen when the markets were first opened up.  The 
telecommunications revolution was, of course, partly driven by technological 
change.  But the electricity industry too is poised for a wave of 
technologically-driven service innovation, provided consumers are allowed to 
access the new products and services. 

• Competition is the only reliably effective way of achieving the lowest 
sustainable energy prices for consumers.   

• It’s also the best means of ensuring efficient and prudent use of society’s 
resources, maximising the benefit that the community gets from its very 
substantial investment in the energy sector.  Without the discipline of 
competition firms can grow inefficient.  The same can occur if market power 
becomes too concentrated, for example if the barriers for new entrants are 
too high.  This is evidenced in the ACCC’s investigation into high electricity 
prices in the East Coast which found that a concentration of market power 
was a major contributor to rising prices. 

Recent experience in WA’s gas market (see sidebar “Lessons from gas (1):  Prices 
and innovation” page 8) shows that competition benefits all consumers, not just 
those who switch to a new retailer, because the spur of competition causes 
incumbent retailers to improve their services and prices as well. 
 

Lessons from gas (1):  Prices and innovation 

 

The WA retail gas market provides a prime example of the benefits of retailer-on-retailer 
competition.  After a very slow start (see “Lessons from gas (2):  The importance of 
wholesale liquidity”, p 17), the WA gas market now has fierce retail competition, producing 
dramatic reductions in retail gas prices by both new and incumbent retailers, and the 
beginnings of innovation in services. 

It is certainly true that gas FRC did not produce these consumer benefits until other 
conditions were suitable, eg. changes in wholesale prices and a reduction in the DBNGP gas 
transportation tariff, but in the absence of a competitive retail market these reductions were 
most unlikely to be passed on to consumers.  Those other factors were necessary for 
consumers to reap the rewards, but not sufficient.  Competition was also required.  

 

WA’s electricity sector needs private investment 

Over the next 2 decades WA will need substantial investment in electricity 
generation and network25 infrastructure.  AEMO’s latest WA ESOO predicts that 
the current oversupply of generation will have been absorbed by 2020-21, and 

 
25 “Network” investment may include traditional poles and wires, and also network support services 
such as distributed generation, and network displacement such as stand alone power systems. 
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that by 2026-27 there will be a 433 MW shortfall.26  The precise quantity of any 
shortfall may be disputed, but there can be little doubt that WA will need 
generation investment within a decade to meet forecast load. In addition, the 
sector will also need substantial investments in “firming” capacity to ensure 
reliable and secure supply as intermittent energy sources’ penetration continues 
apace.  

Unless the WA Government is prepared to undertake this investment, it must 
attract private capital to do so.  That is, WA needs private generators. 

“WA needs private generators” 

To attract private generators, i.e. to attract private investment in new generation, 
the market must offer those investors a viable business model.  This requires a 
number of things including regulatory certainty, but one critical requirement for 
most private generators is a stable revenue stream to underwrite some or all of 
their investment.  The revenue stream typically comes in part from one or more 
long term PPAs. 

A PPA needs a counterparty willing to commit to buying energy in sufficient 
volumes for a sufficient period.  There are two broad options: 

• Historically, Synergy has been the PPA counterparty for some private 
generators.  This is not ideal.  It transfers various risks to the State, and 
exacerbates Synergy’s market dominance, which further distorts the 
wholesale market (see Second reform area:  Wholesale electricity market, p 
16). 

• Alternatively, if Synergy is to be released from this role, then private retailers 
will need to be the counterparties for the private generators’ PPAs.   

Thus, unless the Government wants to underwrite new investment in private 
generation projects, WA also needs private retailers. 

“WA also needs private retailers” 

This – providing an alternative to Synergy’s balance sheet for underwriting new 
generation – is a second reason why WA needs viable private retailers, in addition 
to, and independently of, the benefits that can flow from retail competition. 

But if the State wishes to attract private retailers, it needs to offer private retailers 
the chance to build a viable business model.  Among other things, this includes:    

 

26 AEMO 2017 Electricity Statement of Opportunities for the WEM, June 2017 (see this link), p 3. 

https://www.aemo.com.au/-/media/Files/Electricity/WEM/Planning_and_Forecasting/ESOO/2017/2017-Electricity-Statement-of-Opportunities-for-the-WEM.pdf
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• a credible chance to compete for a sufficient volume of retail loads, because a 
private retailer will not sign a PPA to buy electricity unless it has at least a 
credible prospect of securing enough customers to on-sell it to; 

• a relatively stable and relatively predictable regulatory regime;  

• to deal with this fast-evolving world: 

o for major changes, a reform process which is robust, transparent and 
consultative; and  

o in addition, a rule change process which is robust, transparent, 
consultative and also independent. 

“the State …  needs to offer private retailers  

the chance to build a viable business model” 

Against this background, we turn now to consider the three areas where reform is 
most urgently required. 
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Chapter 3:  Three main areas for 
reform 

Summary of this Chapter 

In Chapter 4 starting at page 22, the WA IPA sets out its proposed reforms.  This 
Chapter 3 lays the groundwork for those reforms. 

It starts by asking the Government a vital threshold question, concerning its vision 
of the private sector’s role in WA’s future electricity industry. 

The Chapter then discusses three broad areas in which reform is most urgently 
needed: 

• market structure – WA’s electricity market is dysfunctional because a single 
gentailer dominates both the wholesale and retail sectors; 

• the wholesale market needs liquidity and transparency; and 

• network access must be streamlined and made more efficient. 

Threshold question:  Does the Government see a 
role for the private sector? 

The critical question for the McGowan Government, as a preface to any electricity 
market reform, is what role it sees for private industry in the future electricity 
market.  This is not an easy question – every answer brings the Government 
difficult consequences. 

There is no doubt that government and its entities will have an ongoing role in the 
sector as regulator, as policy maker and, for the foreseeable future, as owner of 
the GTEs.   

The main question, then, is this:  Does the McGowan Government see an ongoing 
and substantial role for the private sector?   

As we have shown above (see discussion at footnotes 23 and 24, p 5), a central 
tenet of the Gallop-Carpenter 2004/2006 reforms was to attract private market 
participants and allow them to compete and thrive.   

The WA IPA hopes that the McGowan Government retains this objective.  We 
believe that the government and people of WA will be better off if energy policy 
preserves and encourages private investment in the sector (see WA’s electricity 
sector needs private investment, p 8).  If the McGowan Government agrees with 
this proposition, it must confront the implications boldly.  It is simply not possible 
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to achieve market outcomes in which private sector participants can thrive and 
bring benefits to WA consumers, and at the same time to shield the GTEs from all 
adverse effects of competition and loss of market share.  As we describe shortly 
(see Synergy must get smaller, but can stay profitable, p 15), the WA IPA believes 
that Synergy will have a long term role in WA’s electricity market, but Synergy’s 
market share must inevitably fall if private sector participation is to be viable.   

 “Does the McGowan Government see an ongoing and 

substantial role for the private sector?” 

Conversely, if the Government determines that it is unwilling or unable to bear 
the adverse impact on Synergy and Treasury (and to a lesser extent the other 
GTEs) of the reforms necessary to stimulate private participation in the market, 
then once again it should confront this fact boldly, and begin the changes 
necessary to transition the market back to a wholly State-owned and State-
operated one.  Obviously, the WA IPA would not support this outcome. 

The fundamental point is this:  the Government must commit to either a wholly 
State-owned and -underwritten market, or a market with room for private 
players.  If the latter, then it must create room for those players to thrive, which 
means that it must be prepared to see the reforms through despite some of their 
short-term negative impacts on the GTEs or the State budget.   

The alternative, ie. resisting reforms that might make things more difficult for a 
GTE or adversely affect the budget in the short term, is opting almost inevitably 
for an electricity sector wholly owned or underwritten27 by the State.  Further, 
history has shown repeatedly that although protecting a government business 
may yield tempting short term benefits, in the longer term consumers and the 
government owner are worse off, as the protected business remains inefficient. 

The McGowan Government stands at a fork in the road.  It’s difficult to reconcile a 
desire for a continued or greater role for the private sector, with the recent 
decision to press ahead with Synergy’s renewable fund.  The WA IPA believes that 
as a result of that decision, it’s now incumbent upon the Government to make an 
early and unequivocal statement on this issue. 
 

Recommendation 2:  That the Minister make a statement 
reaffirming the McGowan Government’s commitment to a 
sustainable role for private generators and retailers in the WA 
electricity sector, and its willingness to pursue reforms consistent 
with this objective.  
 

 

 
27 Even if the resulting market is not strictly 100% State owned, it will be 100% at the State’s risk and 
in all likelihood will continue to be wholly on the State’s balance sheet. 
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First reform area:  Market structure  

Assuming that the Minister remains committed to a viable private role in WA’s 
electricity market, the first and biggest need for reform lies in the market’s overall 
structure. 

Background 

The previous  Government’s remerger of Verve and Synergy was a retrograde step 
which is having far-reaching harmful effects on the market.  Today, one gentailer 
dominates both the wholesale (roughly 76% market share)28 and retail (at least 
61% market share)29 markets, and the wholesale electricity market is significantly 
less liquid and transparent than it was before the remerger.30  

Not surprisingly, for many reasons private retailers find it challenging to compete 
with a retailer who not only is the dominant retailer, but also dominates the 
wholesale market. 

Recent changes to Commonwealth competition laws also provide an impetus for 
reform (see Appendix A:  The “effects test” in section 46 CCA, p 54), because the 
new test can render illegal any action by a powerful market player if it 
substantially lessens competition, whether or not the business intended to 
produce that outcome. 

Reforms must preserve a role for Synergy 

Synergy is a substantial government enterprise, holding significant assets and 
employing roughly 100031 people.  It’s a major supplier of electricity in the SWIS 
and will continue to be for many years. 

The WA IPA acknowledges that Synergy itself faces multiple challenges (see 
sidebar “Some of Synergy’s challenges” on page 14).  Some of the reforms 
discussed in this paper will make Synergy’s life harder.  But that must not become 
a reason not to reform.  Rather, the reforms must be undertaken, and then 
Synergy must be allowed, and expected, to adapt, to find a way to operate 
profitably within the new market realities.   

 
28 AEMO Capacity Credit Allocation for the 2017-2018 Capacity Year 
29 Synergy 2015 Annual Report (link here), Infographic on p 5, stating a combined share of the 
franchise and contestable markets.  Its share of the contestable market is not publicly available:  ERA 
2016 Report to the Minister on the Effectiveness of the Electricity Generation and Retail Corporation 
Regulatory Scheme – Discussion paper, May 2017 (link here) (ERA 2016 EGRC Discussion Paper), p 5.  
30 The ERA has interpreted AEMO data as showing a clear drop in STEM volumes after the remerger: 
ERA Annual Wholesale Electricity Market Report to the Minister for Energy, December 2016 (link here) 
(ERA 2016 Ministerial Report).  
31 Synergy 2015 Annual Report (link here), p 4. 

file://///jmfile01.jacmac.com.au/CitrixProfiles/ark/Downloads/Synergy%20Annual%20Report%202015%20(19).pdf
https://www.erawa.com.au/cproot/17913/2/Discussion%20Paper%20for%202016%20Review%20of%20EGRC%20Regulatory%20Scheme.pdf
https://www.erawa.com.au/cproot/17086/2/Annual%20WEM%20report%20to%20the%20Minister%20for%20Energy%20for%20period%20to%20June%202016%20.pdf
https://www.erawa.com.au/cproot/17086/2/Annual%20WEM%20report%20to%20the%20Minister%20for%20Energy%20for%20period%20to%20June%202016%20.pdf
file://///jmfile01.jacmac.com.au/CitrixProfiles/ark/Downloads/Synergy%20Annual%20Report%202015%20(19).pdf
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We foresee a long term sustainable role for Synergy as an efficient, low cost 
supplier of wholesale electricity.  In addition, for at least the short term, Synergy 
will play an important role servicing the franchise market.  This may continue as a 
long-term role in respect of vulnerable customers, but the WA IPA believes that 
Synergy’s challenges are not a sufficient reason to deny most smaller consumers 
the benefits of retail choice. 

 “We foresee a long term sustainable role for Synergy as an 

efficient, low cost supplier of wholesale electricity.” 
 

Some of Synergy’s challenges 
 

• Synergy owns an ageing fleet of largely technologically obsolete generators. 

• It holds large, long-term fuel contracts which may no longer reflect market prices. 

• As a wholesaler it faces some competition from renewable projects with zero marginal 
cost of generation. 

• Its dispatch flexibility is limited by AEMO’s system limitations, and by the fact that System 
Management uses its portfolio to provide ancillary services. 

• It’s expected to be a retailer of last resort, and to service the entire franchise market 
regardless of profitability. 

• Deficiencies in network tariff structures make the growing number of ‘prosumer’32 
households unprofitable for Synergy.  

• Its private competitors will always target its more profitable customers. 

• Although the WA IPA notes and supports the recent budget announcement that the TAP33 
will not be continued beyond the current financial year, the loss of the TAP is another 
challenge for Synergy management. 

But, something must be done 

Phase 1 of the previous government’s Electricity Market Review (EMR) identified 
the distorting effect of Synergy’s large market share.34  Unfortunately Phase 2 was 
silent on this issue. 

 
32 A “prosumer” is a customer who, because it has installed distributed energy resources such as solar 
PV and batteries, will sometimes produce (export) electricity, and sometimes consume it. 
33 The “TAP” is the “tariff adjustment payment”, a retail subsidy paid by the government to Synergy 
to fund the shortfall between its regulated tariff revenue and its supply costs.  
34 “Synergy’s market dominance constitutes a barrier to entry for new generation.”: EMR Steering 
Committee Electricity Market Review Options Paper, December 2014 (link here).  The ERA concurred, 
noting:  “… restructuring or divesting Synergy’s generation assets is necessary to increase competition. 
Consumers will not fully benefit from the EMR reforms unless the lack of competition in wholesale 
energy supply is resolved. … Effective competition in the wholesale market is required to ensure new 
retailers can access competitively priced energy hedges to enter the Western Australian market.”:  ERA 
2016 Ministerial Report (see footnote 30), p 11 (emphasis added). 

https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0ahUKEwi0t4aIm9_XAhUMnZQKHdiSB0IQFggrMAE&url=http%3A%2F%2Fwww.parliament.wa.gov.au%2Fpublications%2Ftabledpapers.nsf%2Fdisplaypaper%2F3912753a03050f0631a7781848257e120028dc9e%2F%24file%2F2753.pdf&usg=AOvVaw0o_8Ztjh-vlW_PUHkjkvNR
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The ERA has identified this problem in its 2014 and 2015 EGRC reviews,35 and the 
Discussion Paper for its 2016 EGRC review.36  Appendix A to this  paper 
summarises the ERA’s recommendations from its 2014 and 2015 EGRC reviews.  In 
its 2016 Annual Report to the Minister on the WEM Market, the ERA stated: 

“The ERA considers that the primary problem preventing development of a 
robust wholesale electricity bilateral and/or hedging derivative market is 
the large share of generation controlled by Synergy.”37 

Synergy must get smaller, but can stay profitable 

As formerly monopolistic markets open up, the incumbent’s market share can 
only go in one direction.  As a matter of simple arithmetic, increased private 
sector entry must involve decreased market share for the incumbent.   

This is an unavoidable corollary of encouraging private market entry, but it’s in 
some tension with other Government imperatives including:  

• the Minister, as Treasurer, must undertake energy reform within the context 
of the State’s difficult fiscal circumstances; and   

• Synergy has a statutory duty to act commercially and to seek a profit.38   

These tensions are not irreconcilable.  It’s entirely possible for a business to shrink 
its market share while continuing to act commercially and continuing to seek a 
profit:  size and profitability are not the same thing.  It should be possible for 
Synergy’s management to find a profitable path forward even as private sector 
entry grows, thus protecting both Synergy jobs and government finances.  
Synergy’s management must be set this challenge. 

Another tension is the fact that Synergy’s wholesale position exceeds its retail 
position – ie. Synergy is ‘long’ on electricity.   Far from shrinking to allow room for 
private entrants, this encourages Synergy to grow its retail market share.  This not 
only has implications for how Synergy behaves in the retail market, but also 
reduces Synergy’s desire to sell competitively priced energy in the wholesale 
market.   

This is another area for bold decision making.  Assuming that the Government 
reaffirms its commitment to private market participation, the WA IPA believes 

 
35 ERA 2014 Report to the Minister on the Effectiveness of the Electricity Generation and Retail 
Corporation Regulatory Scheme, March 2015 (link here) (ERA 2014 EGRC Report), p 7; ERA 2015 
Report to the Minister on the Effectiveness of the Electricity Generation and Retail Corporation 
Regulatory Scheme – Public Version, June 2016 (link here) (ERA 2015 EGRC Report), p 10. 
36 The ERA has of course recently commenced an investigation into Synergy’s balancing market pricing. 
See link here of ERA notice to investigate. 
37 ERA 2016 Ministerial Report (see footnote 30), p 11. 
38  “[Synergy] in performing its functions must act in accordance with prudent commercial principles 
and endeavour to make a profit”:  Electricity Corporations Act 2005 (WA) s 61(1)(a). 

https://www.erawa.com.au/cproot/13613/2/2014%20Report%20to%20the%20Minister%20on%20the%20Effectiveness%20of%20the%20Electricity%20Generation%20and%20Retail%20Corporation%20Regulatory%20Scheme.pdf
https://www.erawa.com.au/cproot/14503/2/EGRC%20Report%20to%20the%20Minister%20June%202016-%20Public%20version%20for%20Minister%20to%20table.PDF
https://www.erawa.com.au/cproot/18115/2/ERA%20Investigation%20into%20Synergy%20s%20pricing%20behaviour.pdf
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that the Government should explicitly acknowledge that growth of the private 
sector necessarily involves shrinkage of Synergy’s market share.  This 
acknowledgement would permit Synergy’s management to refocus its efforts on 
efficiency and profitability, away from market share preservation, and better 
equip Synergy to assist in the wholesale market reforms to which we now turn. 

Second reform area:  Wholesale electricity 
market  

Innovation and competition in the electricity retail market will benefit consumers, 
but this cannot happen without the right conditions in the wholesale market.   

We have referred above to emerging fierce retail competition in gas prices and 
services, as an example of the consumer benefits which can flow from private 
sector entry.  However, this competition did not happen immediately upon the 
introduction of FRC.  Rather, it took a number of factors, central among which was 
the emergence of a deep, liquid wholesale gas market to underpin retailers’ 
activity (see sidebar “Lessons from gas (2):  The importance of wholesale 
liquidity” on page 17). 

Retail sales and wholesale risk 

Electricity retailers provide (at least) two services to their customers, one obvious 
and one less so.  Both depend on the wholesale market.  The first and obvious 
service is the supply of electrons, which the retailer buys on the wholesale 
market.  The second and less obvious one is a risk-management service, which 
needs a little more explaining but which also depends on the wholesale market. 

The risk management service operates as follows:   For a number of reasons, the 
wholesale cost of electricity is volatile, rising and falling with various supply and 
demand factors including plant availability, customer load, etc.  The retailer 
shields the customer from this volatility by contracting with the customer at a 
stable retail tariff.  By contracting to sell at a stable price, but acquiring electricity 
through the volatile wholesale market, the retailer has thus absorbed the risk of 
wholesale market volatility and so is providing a risk-management service to the 
customer.   

“the retailer … is providing  

a risk-management service to the customer” 

Having absorbed this risk, retailers need ways to mitigate, or ‘hedge’, it.  They do 
this either by generating their own power if they are ‘gentailers’, or by contracting 
to buy wholesale electricity at stable prices. 

Electricity retailing is intrinsically riskier that gas retailing because the market’s 
design automatically exposes retailers to the volatile wholesale balancing market  
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in respect of any unhedged sales.39  It’s unfortunate therefore, that compared to 
the gas market the electricity wholesale market currently has very limited 
liquidity, and very few attractive or affordable risk management options.  This lack 
of attractive risk management options hinders retail competition.40 
 

Lessons from gas (2):  The importance of wholesale liquidity 

 

Gas FRC was introduced in 2004, but retail competition was initially sluggish.  In the last few 
years, gas retail competition has taken off, bringing substantial price decreases for 
consumers and the start of innovative service provision. 

The enabling change was the arrival of a sufficiently deep, liquid wholesale gas market, 
caused by several factors but especially the end of joint marketing by the producers (creating 
greater liquidity and supply-side competition) and the arrival of trading platforms (enabling 
shorter term contracting with a wider pool of counterparties). 

These structural factors at the wholesale level give new entrants confidence to invest in 
market entry. 

 

‘Standard products’ have failed 

One significant reason for the lack of liquidity and transparency in the wholesale 
market is the fact that it is dominated by one supplier with dominant power in 
both the wholesale and retail markets. 

When Verve and Synergy remerged, this market power problem was anticipated.  
The Standard Product regime was one of the measures intended to mitigate it.  
The regime was intended to provide market price transparency, “maintain private 
sector activity in the WEM” and “reduce barriers to entry for new entrant 
retailers”. 41  Under the regime Synergy is required to offer some wholesale 
electricity on standard terms at prices determined by Synergy around a prescribed 
buy-sell spread.   

 
39 The position in gas is different, because gas is physically different and because the market is 
structured differently.  Like electricity retailers, gas retailers face day to day fluctuations in customer 
demand, creating daily mismatches between the retailers’ bilateral wholesale contracts and their 
actual usage.  However, the gas market is set up in such a way that these mismatches are transferred 
into the relevant gas transmission pipeline, where (for a range of commercial and engineering 
reasons) tolerances for such mismatches are higher, and the price consequences of such mismatches 
are orders of magnitude smaller than in the wholesale electricity balancing market.  Gas retailers are 
thus often able to accommodate fluctuations in their customers’ demand within their long-term 
bilateral contracts, without having to be exposed to the daily spot market at all. 
40 The ERA has found that “… the lack of competition in the generation and wholesale markets 
continues to hinder further development in the retail market … because retailers seek to minimise their 
spot price volatility risk by entering into fixed price contracts … with generators. Lack of effective 
competition amongst generators compromises retailers’ ability to purchase efficiently priced risk 
management products.”, ERA 2016 Ministerial Report (see footnote 30), p 6. 
41Electricity (Standard Products) Wholesale Arrangements 2014, Gazetted 19 May 2014 (see link here); 
ERA 2016 EGRC Discussion Paper (see footnote 29), p 10.  

http://www.parliament.wa.gov.au/publications/tabledpapers.nsf/displaypaper/3911638a33eff5b6457b2ce248257cf30029ad85/$file/1638.pdf
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Unfortunately, the current ‘Standard Products’ were developed without genuine 
consultation, and as a result are largely unattractive to counterparties and largely 
ineffective at helping those counterparties manage wholesale market risk.42    

Although there are concerns about the limited volumes and terms for Standard 
Products, the most important problem is that the current regime allows Synergy 
to set the Standard Product price, and at a high 20% buy-sell spread.  
Unfortunately, Synergy’s incentives do not necessarily align with the outcomes 
which would emerge from a competitive market. 

The ERA has in each EGRC review to date (2014 and 2015) recommended 
improvements to the Standard Products regime,43 including the buy-sell spread, 
but these recommendations have not yet been implemented. 

Limited hedging opportunities create adverse feedback 
cycles 

In practical terms, private retailers’ primary source of hedging contracts is 
Synergy, their main retail competitor. This is because Synergy, through its own 
generation and its PPAs with private generators controls 76 per cent of the 
wholesale energy market. 

There are at least two feedback cycles at work here, shown in Figure 1:  Two 
reinforcing loops restricting new private generation on page 20:   

• The first is that because the market is so risky, private gentailers tend to 
operate within the ‘paddock’ of their own generation.  This means that their 
generation is fully committed and so is not available to offer hedging to other 
retailers, who due to lack of competing wholesale supply are thrust back onto 
Synergy as the only available supplier. 

• The second is that due to this propensity of private gentailers to remain 
within their own self-generation ‘paddock’, those gentailers are not as 
inclined to grow their retail market share.  They thus have less demand for 
new private generators’ services, making it harder for new generation 
projects to get up and increasing pressure on Synergy to sign PPAs to 
underwrite those projects.  If Synergy does so, it increases State risk and also 
increases Synergy’s dominance in the wholesale market. 

 
42 Synergy itself is in a better position than its private competitors to manage balancing market risk.  
Partly this comes from its being a large gentailer, long in low cost and heavily depreciated generation, 
but it is also due to the size of Synergy’s retail book which allows it to better manage risk.  
43  ERA 2014 EGRC Report (see footnote 35), p 13; ERA 2015 EGRC Report (see footnote 35) p 10 (see 
key recommendations). 
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These interlocking cycles produce: 

• a lack of vibrant competition even in the contestable market – retailers are 
disincentivised from growing their market share if they cannot hedge 
adequately; 

• a lack of scale in demand for new generation PPAs, making it harder for new 
generation projects to deal with anyone but Synergy; and 

• self-perpetuating dominance by Synergy in the wholesale and retail markets. 

These reinforcing loops create an unfortunate “Catch 22” for retailers.44  The lack 
of depth, liquidity and competition in the wholesale market means that outside 
the unattractive Standard Products, there is only a limited range of bilateral 
hedging products available, predominantly from Synergy.45  Being a retail 
competitor itself, Synergy naturally has no incentive to offer other retailers 
attractive hedges – that’s why the regulated Standard Products regime was 
created.  This limits retailers’ ability to effectively hedge their risk in the volatile 
balancing market (controlled by Synergy).  Because Synergy is long in generation, 
it can self-hedge at low cost.  As a result, retailers are at a substantial 
disadvantage when trying to compete with Synergy in the retail market.   

As the ERA summarised: 

“A sustainably competitive market requires buyers and sellers to be able to 
quickly and easily trade energy contracts at cost reflective prices. 
Participants also need confidence there is a level playing field for all 
retailers (i.e. no cross subsidies, especially with non-contestable subsidised 
tariffs). Currently these conditions do not exist.” 46 

The Synergy renewable fund is regrettable – its adverse 
effects must be mitigated 

Cabinet’s decision to allow Synergy to extend its domination into renewable 
generation will exacerbate these problems.  Synergy will now have even bigger 
wholesale market share; the number of alternative suppliers for private retailers 
will be smaller; Synergy will be even longer in generation making its own self-
hedging easier and cheaper; and without wholesale market reform Synergy’s 

 
44 As the ERA puts it:  “… a competitive retail market requires retailers to be able to access competitive 
wholesale energy supplies, so they can compete with other retailers. In turn, a competitive wholesale 
supply market will only develop if there are retailers competing to purchase energy from wholesale 
suppliers”, ERA 2016 Ministerial Report (see footnote 30), p 20. 
45 “Synergy’s large share of wholesale energy means it is the main supplier for any independent retailer 
wishing to expand its business, through either bilateral contracts or uncontracted generation 
purchased through the short-term energy market.”, ERA 2016 Ministerial Report (see footnote 30), p 
10. 
46 ERA 2015 Annual Wholesale Electricity Market Report to the Minister for Energy, December 2016 
(link here) p 22 (emphasis added). 

https://www.erawa.com.au/cproot/17086/2/Annual%20WEM%20report%20to%20the%20Minister%20for%20Energy%20for%20period%20to%20June%202016%20.pdf
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increased market power could lead to its offered hedging products becoming 
even less attractive than they are now.  The WA IPA is also concerned that with 
impending changes to the accounting standards, the relevant assets will remain 
on the Government’s books despite the fund mechanism.  This would further 
exacerbate the Government’s financial challenges.  

 
Figure 1:  Two reinforcing loops restricting new private generation 

Unless the Government has decided that the State should be the only substantial 
player in WA’s energy market, its decision to allow Synergy to proceed with this 
fund brings a corollary duty to ensure that the other reform measures outlined in 
this paper are implemented fully and as rapidly as possible, to mitigate these 
adverse consequences. 

The WA IPA acknowledges that the Government faces a budget repair challenge, 
but believes that there is no scenario in which Synergy getting bigger is a good 
outcome for either consumers or government.  Having made the decision to 
proceed with the fund, the Government needs to act decisively to mitigate its 
harmful effects. 

Third reform area:  Network access 

Network access must be improved urgently, but the process must be transparent. 

WA IPA supports constrained network access 

The WA IPA welcomes the Minister’s announcement that WA will move to a 
constrained network access model, and supports his decision to do so using local 
legislation.   
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One challenge facing decision makers is that the currently proposed plant mix (ie. 
existing plant combined with the range of proposed projects, largely intermittent 
renewables) may not be what is needed for ideal system design.  The WA IPA is 
willing to work with the Government to explore what changes might be needed to 
address this important issue. 

Finding an interim solution is difficult and complex 

The WA IPA acknowledges that Western Power and AEMO System Management 
were to some extent left stranded by the failure of the previous proposed 
reforms, and acknowledges their hard work seeking to develop an interim 
solution. 

Network access is an urgent issue.  Implementing a full constrained network 
access model will take time, especially if, as the WA IPA urges, the Government 
undertakes thorough consultation and analysis. 

We recognise that Western Power and AEMO face a difficult task maintaining 
power system security and reliability in the face of ageing equipment, increasing 
demand for connections from intermittent generators (for which the grid was not 
designed), and an increasingly volatile daily load curve as the rooftop PV ‘duck 
curve’ deepens. 

We also recognise that Western Power, AEMO and the Government must balance 
the conflicting demands of numerous stakeholders, including incumbent 
generators who have made substantial capital investments, would-be new 
generators at various stages of project readiness, large and small electricity 
consumers, and the entire Western Australian economy and community which 
depend on a stable and reliable grid. 

However, despite these difficulties, the State urgently needs a viable, transparent  
interim network solution pending implementation of the full constrained model.  
The WA IPA is willing to work with the Government on both the short-term and 
long-term solutions. 
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Chapter 4:  Reform recommendations 

Summary of this Chapter 

This Chapter, the paper’s longest, sets out the WA IPA’s proposed reforms in two 
groups.  The first group is the WA IPA’s ‘Top 10’ reforms that can be undertaken 
in the next 6 to 18 months.  These are discussed on pages 24 to 43, and are:   

1.  Implement more (pending full) retail contestability 

2.   Reactivate the IMO’s previous ‘Market Evolution Program’ WEM reforms 

3.   Suspend indefinitely the development of an RCM auction 

4.   Adopt measures to increase transparency and liquidity in wholesale market 
and mitigate Synergy’s power  

5.   Formally direct Synergy to promote competition 

6.   Restrict Synergy’s growth in generation 

7.   Liberate Synergy’s unused network capacity 

8.   Remedy the ‘one user per connection point’ barrier 

9.   Review and reduce the barriers to entry for new renewable projects 

10.   Improve ringfencing within Synergy 

The second group comprise the major reforms that will take more time.  Each of 
these requires a substantial body of work to develop and implement, but we 
begin that process with some comments at pages 44 to 47 regarding: 

• Make structural changes to remedy Synergy’s market dominance 

• Build a viable constrained network access model 

• Review and reform the Reserve Capacity Mechanism 

• Continue to investigate full retail contestability 

• Continue to reform AEMO’s systems and rules 

Introduction 

Some of the required reforms are vey complex, and require detailed policy 
analysis and legislative or regulatory changes.  Some require amendments to Acts.  
The WA IPA encourages the Minister to undertake these major reforms carefully, 
and to allow adequate time for the process (see Take time to do the job right, p 
48). 

However, a number of reforms can be commenced much more quickly than that.  
The first part of this Chapter lists our ‘Top 10’ recommended reforms from the 
latter category.  These are all ‘low hanging fruit’ that can be commenced quickly, 
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and implemented within the next 6 to 18 months.  They involve little or no 
legislative change, and for many of them substantial work has already been done.   

“The ‘Top 10’ … are all ‘low hanging fruit’ that can be … 

implemented within the next 6 to 18 months …” 

These ‘low hanging fruit’ offer the Minister some relatively quick and easy 
improvements , while work is commenced on the bigger reforms discussed later in 
this Chapter (see  

Major reforms that will need more time, p 41).  But the most material benefits will 
come from those larger reforms, so work must start immediately on those as well. 

“But …work must start immediately on  

[the larger reforms] as well.” 

The difficulty scorecards and summaries of benefits 

The following list is presented in the WA IPA’s recommended order of priority, 
with the most urgent items presented first.  Although all reforms in the ‘Top 10’ 
are relatively easy and quick to implement, some are of course easier than others.   
To help the Minister consider this list, we have also presented a shortform 
“difficulty scorecard”, giving our view on how much work or complexity will be 
involved in each reform, together with a short-form summary of the benefits of 
the offers for consumers and the State.  See Figure 2:  Explaining the 'Difficulty 
scorecard' below. 

 

 

 

 

 

 

 

 

 

 

Difficulty scorecard 

 

Regulatory:   

Policy:   

Revenue impact:   

 
 Benefits 

 

EASY 

Does the reform require changes to Acts or Regulations, 
or can it be implemented by a simple Gazettal or even 
less? 

Every reform raises policy issues.  Are the issues raised 
by this reform complex or (relatively) simple? 

A preliminary estimate of the possible impact on Synergy 
or other revenue (subject to modelling). 

We summarise the overall effect of regulatory, policy 
and revenue impact issues in a single classification of 
“EASY”, “MODERATE” or “HARDER”.  However, we 
believe that even the latter can be achieved within the 
next 6 to 18 months. 

Figure 2:  Explaining the 'Difficulty scorecard' 
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The WA IPA has not undertaken detailed economic modelling, and cannot access 
the necessary data.  The observations on possible revenue impact in the following 
pages are subjective estimates based on members’ experience and general 
market knowledge.   

The WA IPA ‘Top 10’  (low hanging fruit) 

The following measures are all able to be implemented relatively quickly.  
Together they will address some of the most pressing market problems. They 
have been designed to be compatible with, and lay the groundwork for, the 
longer-term reforms listed later in this Chapter  (see  

Major reforms that will need more time, p 41).  

1. Implement more (pending full) retail contestability 

The simplest, most visible 
commitment to a continued role for 
the private sector in WA’s electricity 
market, will be to offer a wider range 
of consumers freedom to choose their 
electricity retailer.   Ultimately, the 
WA IPA believes that Full Retail 
Contestability (FRC) will bring 
maximum benefits to the State and 
consumers, for the reasons discussed 
in Chapter 2 (see p 7).  However, FRC 
requires considerable policy and 
systems development, including to 
ensure that vulnerable customers are 
protected.  This will take time to 
implement, and there is also some 
general policy controversy about its 
desirability (see Continue to 
investigate full retail contestability, p 
46).   

While the FRC discussions continue, as 
an immediate interim step the contestability threshold can be lowered to 
introduce what we are calling more retail contestability (MRC). 

Presently, only large and medium businesses who consume more then 50 MWh/a 
can choose their retailer.  Contestability was always intended to be phased in, but 
in fact this particular setting has remained unchanged since 2005.  The simplest 
change would be to lower the contestability threshold to 20 MWh/a.  This would 
increase the number of contestable consumers from roughly 16,000 to 40,000.  It 
would bring the benefits of choice and price competition to virtually all small to 

Difficulty scorecard 

 

Regulatory:  Requires only a simple 
Ministerial order.  No Act or Regulation 
changes. 

Policy:  All the policy work was completed 
under the previous EMR reforms.  Does 
not require the same level of work as FRC. 

Revenue impact:  Synergy will likely lose 
market share.  See Synergy must get 
smaller, but can stay profitable, p 15. 

 
 Benefits 

The newly contestable consumers wiil 
benefit from a choice of retailers in terms 
of prices, efficiency and innovation:  see 
Consumer choice brings benefits, p 7; and 
especially sidebar “Lessons from gas (1):  
Prices and innovation”, p 8. 

Private retailers need access to market 
share, to survive:  see Second reform area:  
Wholesale electricity market, p 16. 

EASY 
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medium enterprises – the engine room of employment and innovation in the WA 
economy. 

Resuming the staged introduction of contestability will allow the Government to 
explore the policy implications of lowering the threshold, without having to jump 
directly to full contestability. 

“[The contestability threshold] has  

remained unchanged since 2005.” 

An equally easy change, perhaps better from an overall policy perspective and 
simpler to administer, would be to move from the arbitrary quantitative measure 
of MWh/a, to a qualitative one.  Thus, as an alternative, the contestability 
threshold could be changed to provide that all non-residential consumers are 
contestable (and perhaps some or all ‘prosumers’).  The necessary language has 
already been developed, because WA already has regulatory precedents treating 
residential and non-residential electricity consumers differently.47 

What’s needed to implement this change? 

This reform requires no change to Acts or regulations, merely a new Ministerial 
order.48   

The policy implications of this further interim step are modest. The WA IPA 
accepts that considerable work is needed before full retail contestability can be 
implemented, for example in relation to IT systems, customer transfer processes, 
tariff structures and disclosure, metering and consumer protection.  In contrast, 
more retail contestability as described here requires no changes to systems or 
rules.  We understand that the PUO has already completed all the work necessary 
to implement this step, as part of the previous EMR process. 

This step will have consequences for Synergy, because more of its statutory 
monopoly franchise will be opened up to competition.  But, as discussed above 
(see Synergy must get smaller, but can stay profitable, p 15), if the McGowan 
Government is serious about securing the benefits of market reform for all 
Western Australians, this necessarily involves retaining a role for private 
competitors, which in turn means that the Government must grasp this nettle.  
Synergy will need to sharpen its pencil and find more efficiency – just as every 
other business must do. 
 

Recommendation 3:  That the Minister immediately lower the 
contestability threshold (at which consumers can choose their 

 
47 For example the Electricity Industry Exemption Order 2005 (see link here), clause 4A. 
48 Electricity Corporations Act (2005),  s54(4)(a) (see link here). 

https://www.slp.wa.gov.au/legislation/statutes.nsf/RedirectURL?OpenAgent&query=mrdoc_36995.pdf
https://www.slp.wa.gov.au/pco/prod/filestore.nsf/FileURL/mrdoc_29454.pdf/$FILE/Electricity%20Corporations%20Act%202005%20-%20%5B02-e0-00%5D.pdf?OpenElement
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retailers) to include all non-residential consumers, either by setting 
the threshold at 20 MWh/a or by using a functional definition. 
 

2. Reactivate the IMO’s previous ‘Market Evolution 
Program’ WEM reforms 

From roughly 2009 to 2014, under the 
banner ‘Market Evolution Program’, 
the IMO49 did substantial work on 
WEM Rule reforms , working closely 
with industry through the MAC.50  It 
had made considerable progress on a 
number of substantial rule changes,  
including: 

• shorter gate closure; 

• facility bidding (to provide 
transparency about Synergy’s cost 
structure); 

• ancillary services reforms.51 

AEMO generally supports the reforms 
but has indicated that they need major 
systems reconfiguration and redesign 
to support both security constrained 
dispatch and a constrained network.  

The MAC has a solid track record of 
sifting ideas.  It needs to be adequately resourced and supported by AEMO and 
the Rule Change Panel, and it needs to regain the independence it lost during the 
EMR years. 

Facility bidding is already being discussed in connection with the move to 
constrained access, but it need not wait for that.  Constrained access is some 
years away.  Facility bidding can be implemented much more quickly than that, 
and will provide substantial short term benefits. 

 
49 The “IMO” was the Independent Market Operator of the WEM (WA’s SWIS wholesale electricity 
market).  It has been replaced by “AEMO”, the Australian Energy Market Operator. 
50 The “MAC” is the Market Advisory Committee, an industry working group that worked closely with 
the IMO, and now works with the Rule Change Panel, on changes to the WEM Rules.   
51 All of these are described by the PUO in the July 2016 EMR paper Final Report: Design 
Recommendations for Wholesale Energy and Ancillary Service Market Reforms, at this link.   

Difficulty scorecard 

 

Regulatory:   Requires only the use of the 
existing rule change process. 

Policy:   These reforms have already been 
extensively discussed and developed by 
the IMO, the PUO and the MAC. 

Revenue impact:   Synergy’s claims of 
transitional costs should be very carefully 
scrutinised.  Some measures revenue 
positive. 

 
 Benefits 

These rather technical reforms will 
improve transparency, liquidity and risk 
management in the WEM, which is where 
every consumer’s retailer buys electricity 
and manages risk.  Better WEM outcomes 
for retailers translate directly into better 
consumer prices and contracts.  See 
generally Second reform area:  Wholesale 
electricity market, p 16. 

EASY 

https://www.treasury.wa.gov.au/uploadedFiles/Site-content/Public_Utilities_Office/Industry_reform/Final-Report-Design-Recommendations-for-Wholesale-Energy-and-Ancillary-Market-Reforms.pdf
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Shorter gate closure is essential to allow private generators to respond to 
increasing market fluctuations caused by changing generation technology, 
without being forced to trade with Synergy through the balancing market.  

What’s needed to implement this change? 

This reform requires WEM Rule changes, but no regulatory change or formal 
Ministerial action.  The Rule Change Panel, AEMO, the MAC and industry 
participants can get on with this work without further government intervention.  
However, the Minister can assist by ensuring that Western Power and Synergy 
engage positively in the rule change process.  

A great deal of policy work has already been completed by the IMO, PUO and 
MAC.52  The Rule Change Panel can move directly to implementation. 

The financial implications of these reforms are modest.  Synergy has indicated 
that facility bidding will require substantial and expensive metering upgrades – 
although the WA IPA believes that there are significantly less expensive options.  
The increased transparency and accountability for Synergy will help both Synergy 
and other market participants be confident that Synergy’s plant is being used in a 
way which provides lowest cost energy to all consumers. 

Facility bidding and ancillary service reform can in fact be revenue positive for 
Synergy, because it will be able to get paid for services it is currently providing 
without charge. 
 

Recommendation 4:  That the Minister encourage AEMO and the 
Rule Change Panel to press ahead with the various suspended IMO 
market reforms as quickly as possible, and ensure that Synergy and 
Western Power engage positively with, and facilitate, the rule 
change process. 
 

 
  

 
52 See for example Market Rules Evolution Plan Issues Paper 10 June 2009 (see link here); Market Rules 
Evolution Plan Issues Paper August 2012 (see link here). 

https://www.erawa.com.au/cproot/15354/2/Market%20Rules%20Evolution%20Plan%20Issues%20Paper_10%20June%202009.pdf
https://www.erawa.com.au/cproot/15352/2/Market%20Rules%20Evolution%20Plan%20Issues%20Paper%20-%20August%202012.pdf
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3.  Suspend indefinitely the development of an RCM 
auction 

The WA IPA welcomes the Minister’s 
announcement that he will reconsider 
whether an RCM auction is desirable. 

There is no doubt that the RCM needs 
refinement, and possibly even ground-
up review, to accommodate the 
changing realities in the generation 
and demand markets and network 
access (see Review and reform the 
Reserve Capacity Mechanism, p 46). 

However, at present the PUO is 
investing effort on one narrow aspect 
of the RCM, namely the auction mechanism.  This was a largely ideologically-
driven aspect of the previous government’s EMR reforms.  It had little support 
from industry or stakeholders.  Although in theory an auction can be an efficient 
price discovery mechanism, in practical reality the WA capacity market is so 
concentrated and distorted that the auction will likely need so much supporting 
machinery, that its utility will largely be lost.53  

An RCM auction will take considerable time and effort to develop.  The PUO has 
severely constrained resources.  There are better things for those resources to be 
doing, and better and simpler ways to create the right RCM incentives. 

What’s needed to implement this change? 

This reform requires no formal action, merely an administrative decision to 
redirect the relevant resources to more productive tasks. 

There should be no revenue impacts.  The RCM price is an important business 
input for all generators and retailers, but provided the price is set at a sensible 
level, the mechanism used to determine the price is not itself material. 
 

 
53 It’s telling that at the recent Energy in WA conference, Mike Thomas from Lantau Group (who is 
intimately familiar with RCM price setting design and objectives, and the author of the “Lantau curve” 
RCM pricing mechanism) expressed reservations about the viability or wisdom of an auction at this 
stage of the market’s development.  In response to a question from the floor, he responded that while 
a capacity auction may be desirable “in a perfect world”, “don’t do it now while doing all these [other] 
complex things. … It will be hard to make it well-behaved”, ie. to “balance volatility against value”.  He 
concluded by observing that the capacity market gives “a bit of protection against the speed of 
change” in other areas: Mike Thomas, Lantau Group, oral comments during his presentation to the 
Energy in WA Conference, Perth, 24 August 2017. 

Difficulty scorecard 

 

Regulatory:    No formal action required. 

Policy:    There are more pressing matters, 
which will yield more substantial rewards. 

Revenue impact:   None. 

 

 

 Benefits 

The PUO’s scare resources can be directed 
to more productive reforms. 

EASY 
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Recommendation 5:  That the Minister instruct the PUO to stop 
work on the RCM auction, and instead (as a longer-term project) to 
undertake a more comprehensive review of the RCM (see 
Recommendation 16). 
 

4.  Adopt measures to increase transparency and 
liquidity in wholesale market and mitigate Synergy’s 
power 

Introduction 

In Chapter 3 we demonstrated that 
the lack of transparency and liquidity 
in the wholesale market, and one 
company’s structural dominance of 
that market, is stifling competitors and 
represents a major barrier to the entry 
or further penetration of private 
players, both of which are necessary 
to realise the identified benefits for 
consumers and government. 

The WA IPA believes that the 
Government must give serious 
consideration to major structural 
reform including probable breakup or 
restructuring of Synergy (see Make 
structural changes to remedy 
Synergy’s market dominance, p 44).  
But the problem is too urgent to await 
resolution of those questions.  In 
addition to strengthened ringfencing 
measures discussed below (see Item 
10, p 41), the following measures can 
be adopted relatively quickly, without 
hampering longer term reforms, to 
improve the ringfenced wholesale business’s market behaviour. 

This – wholesale market products and pricing – is where the rubber hits the road.  
Access to affordable wholesale hedging instruments is a fundamental 
requirement for retailers.    It is, literally, a life or death issue for the smaller 
retailers. 

Difficulty scorecard 

 

Regulatory:     The Minister can easily 
Gazette a new Standard Products regime.  
The effort will lie in designing the new 
products and investigating alternatives 
such as a Dutch Auction.  Starting that 
review is EASY, however. 

Policy:     The policy is already settled, it 
needs no further development. 

Revenue impact:    This will be considered 
during the design process. 

 
Benefits 

Consumers and the State will benefit if 
private generators and retailers can 
remain in the market:  see WA’s electricity 
sector needs private investment, p 8. 

But private entrants struggle at the 
moment.  They need a transparent, liquid 
wholesale market to manage risk (see 
Second reform area:  Wholesale electricity 
market, p 16), and measures to mitigate 
Synergy’s structural dominance (see First 
reform area:  Market structure, p 13). 

MODERATE 
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Reform Standard Products 

As noted above, the Standard Product regime was implemented as part of an 
attempt to mitigate the remerged Synergy’s market power.54  Unfortunately the 
current Standard Products are unattractive and largely ineffective at their stated 
purpose. 

This weakness in the Standard Product 
market means that private retailers are 
forced to buy negotiated non-standard 
wholesale products from Synergy.  A 
negotiation in which a retailer seeks to buy 
wholesale products from a seller with 
dominant wholesale market power, in order 
to compete with the seller’s retail arm, is 
unlikely to produce efficient wholesale 
outcomes, and does not.  Synergy’s 
negotiated wholesale products contain very 
high risk premiums of over 20% and other 
unattractive terms.  

“[This is]… a life or death issue  

for the smaller retailers.” 

The Minister should commission the ERA to 
commence an immediate consultation and 
review, designed to recommend an entirely 
reformed suite of Standard Products with 
more useful and effective terms, volumes, 
durations and prices. This process should be 
launched via an industry workshop to 
canvass the deficiencies of the current 

products and explore what private retailers need in their risk management tools.  
This sort of market research, which is a basic and obvious step in any product 
development process, should precede any investigation of what products Synergy 
believes itself to be capable of offering. 

At a minimum the revised Standard Products suite will need to include better 
(more flexible) volumes and durations, more sensible terms including no, or 
substantially modified, force majeure relief, and improved pricing including as a 
minimum implementing the ERA’s recommendations regarding the buy-sell 
spread.55 

 
54 See footnote 41 
55 ERA 2015 EGRC Report (see footnote 35), p 4. 

A Dutch Auction 

 

The following is a very simplified example of a Dutch Auction.  
Suppose Synergy is selling 100 blocks of 1Mwh.  

• Synergy offers (say) 100 blocks at (say) $80 /MWh – at 
this point it receives no bids. 

• So, Synergy marginally drops its price and offers 100 
blocks at (say) $79 /MWh – still no bids. 

• So, Synergy again marginally drops its price and offers 
100 blocks at $78 /MWh – at this point Buyer A steps in 
and buys 5 blocks = 5 MWh. 

Outcome:  Buyer A buys 5 MWh. 

• Having exhausted the market at this price level, Synergy 
once again marginally drops its price and so offers the 
remaining 95 blocks at (say) $77 /MWh – at this point 
Buyer B steps in and buys 25 blocks = 25 MWh 

Outcome:  Buyer B buys 25 MWh. 

• Synergy offers remaining 70 blocks at a marginally lower 
price …  

… and so on until all 100 blocks are sold. 

There are numerous points of detail to be worked out in the 
design phase.  For example, a decision is needed on whether 
each bidder pays the price it bid, or alternatively all bidders 
pay the “clearing price” – ie. the price bid for the last, 
cheapest MWh.  Both options have pros and cons, although 
the WA IPA tends to prefer the clearing price option.  
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The Standard Product processes and documentation also need reform.  This can 
be easily improved with suitable stakeholder consultation. 

Dutch Auction for wholesale energy 

Another way to make wholesale power available to retailers, is to replace the 
Standard Products with a series of Dutch Auctions (declining price auctions).  This 
would entail Synergy offering blocks of wholesale electricity into a tender based 
auction.  A simplified example is set out in the sidebar (see sidebar “A Dutch 
Auction”, p 30). 

The Dutch Auction is beneficial because it’s a market based price determination 
process, has the potential to address the current market power problems and 
removes any temptation not to price competitively.  The precise design of the 
Dutch Auction would need to be developed, to work properly within the WA 
market. 

What’s needed to implement this change? 

The Standard Product arrangements are contained in “wholesale market 
arrangements” made by the Minister.  This reform requires no change to Acts or 
Regulations, merely a new Ministerial order. 

Very little policy input is needed.  The policy objective is well settled – provide 
viable wholesale products that allow private retailers to access wholesale energy 
at sensible prices, while allowing Synergy to recover a reasonable, but not 
excessive, margin on its cost of supply.  However, a degree of work will be needed 
to design the new Standard Products and investigate alternatives such as a Dutch 
Auction. 

The revenue implications for Synergy will be one of the factors considered in the 
design process. 
 

Recommendation 6:  That the Minister urgently commission the 
ERA to undertake a ground-up review of the Standard Product 
regime (terms, volume and prices) with a view to implementing a 
revised set of products better suited to achieve their policy goal of 
mitigating wholesale market power.  This review should also 
consider other methods of setting wholesale market prices, such as 
a Dutch Auction. 
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Compel Synergy to publish more information 

In addition to holding a dominant 
market share in both wholesale and 
retail, Synergy also enjoys substantial 
information asymmetries which makes 
it harder for other generators and 
retailers to compete, plan or hold 
Synergy accountable.  Another 
measure to improve the operation of 
the wholesale market is to increase 
transparency and mitigate the 
information asymmetry. 

The information which should be 
published includes the following: 

• timely information about plant 
availability to help other market 
participants maximise the 
efficiency and competitiveness of 
their market behaviour; 

• information about plant 
profitability to enable all market 
participants to know that consumers are getting access to the least cost 
electricity, and that efficient plants are not being used to cross-subsidise 
inefficient ones; 

• a plant retirement schedule as recommended by Finkel, to enable private 
generators, Western Power and AEMO to better plan new market entry.56  

Synergy may resist these reforms on the ground that disclosure would harm its 
competitive position.  That is in fact the point – because at present the playing 
field is tilted heavily in Synergy’s favour. 

It may be that with better transparency over Synergy’s plant profitability and 
reliability, more plant closures can be scheduled, which will help redress the 
market structure problems discussed above. 

What’s needed to implement this change? 

No changes to Acts or regulations are needed.  Synergy could publish this 
information voluntarily, or as the result of an informal request by the Minister.  As 
a last resort, the Minister could formally direct Synergy to do so. 

 
56 This aligns with Finkel’s recommendation 3.2, that further to a requirement for all large generators 
to provide at least three years’ notice prior to closure; the AEMO also maintain and publish a register 
of long-term expected closure dates for large generators (link here). 

Difficulty scorecard 

 

Regulatory:     A formal Ministerial 
direction at most.  Can be done informally. 

Policy:      The only policy issue to be 
resolved is how to balance Synergy’s 
commercial self-interest against the needs 
of consumers, the market and the 
reforms. 

Revenue impact:     Low. 

 
Benefits 

Transparency helps other market 
participants maximise efficiency and 
manage risk.  This flows through into  
more viable retailers, and in turn to more 
and better choices for consumers.  Lower 
risk for a retailer means less cost incurred 
hedging the risk, so less cost to pass 
through to consumers.  Contrariwise, 
inefficiency resulting from opacity puts 
upwards pressure on consumer prices. 

EASY 

https://www.energy.gov.au/sites/g/files/net3411/f/independent-review-future-nem-blueprint-for-the-future-2017.pdf
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A small amount of policy assessment might be needed to ensure that the extent 
and timing of disclosure strikes a reasonable balance between Synergy’s interests 
on one hand, and the market’s, government’s and consumers’ interests on the 
other.  Care will be needed to ensure that genuinely confidential information is 
not disclosed unnecessarily, but also to ensure that confidentiality is not over-
played to resist legitimate policy-based disclosure. 

The revenue implications for Synergy, if any, can be considered as part of that 
review. 
 

Recommendation 7:  That Synergy provide timely and ongoing 
disclosure of more information, including plant availability, plant 
profitability and planned plant closures. 
 

5.  Formally direct Synergy to promote competition 

As noted earlier in this paper, the WA 
IPA accepts that Synergy’s 
management faces a number of 
complex challenges, and believes that 
the reforms must find a sustainable 
role for Synergy in the medium to long 
term (see Reforms must preserve a 
role for Synergy, p 13).   

That is so despite the fact that many of 
the reforms discussed in this paper, 
which are essential to achieve policy 
objectives of consumer choice, an 
affordable, secure, reliable and 
sustainable energy supply for all 
consumers, and avoiding the need for 
government to fund future generation 
and network support, pose additional 
challenges for Synergy, including 
diminishing its market share and 
potentially making some of its 
operations less profitable. 

Perhaps because of the above 
difficulties, Synergy is not always a 
champion of reform.  Further, as noted above, WA IPA believes that Synergy’s 
efforts to maintain or grow its market share in the wholesale and retail markets, 
and its aspirations to become a dominant player in renewable generation, have 
the unfortunate side effect of deterring private competition. 

Difficulty scorecard 

 

Regulatory:  A formal direction requires 
no changes to Act or Regulations. 

Policy:   Work will be needed to craft a 
direction which balances the various 
competing interests, and achieves its goals 
without excessively hindering Synergy’s 
operational freedom. 

Revenue impact:      Competition will likely 
affect Synergy’s profitability, but that’s an 
inevitable consequence of a commitment 
to reform:  see Synergy must get smaller, 
but can stay profitable, p 15. 

 
Benefits 

Synergy management can focus their 
attention on servicing small consumers 
including vulnerable ones, rather than on 
protecting market share to the detriment 
of private market entrants.  Synergy 
management can also start planning for a 
profitable, but smaller, future:  see 
Synergy must get smaller, but can stay 
profitable, p 15. 

MODERATE 
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The Minister has a statutory power to direct Synergy in the conduct of its 
business.  WA IPA believes that there is scope for the Minister to give Synergy a 
direction which addresses many the above anti-competitive outcomes, without 
conflicting with its duty to act commercially and seek a profit.  For example, 
Synergy could be directed to conduct its affairs in a way which always seeks to 
promote private market entry on commercially sensible terms, and it could also 
be directed to set itself a goal of shrinking its wholesale and retail market shares 
to a specified target while maintaining its pursuit of profitability.   

Acting commercially and seeking a profit does not necessarily require growing, or 
even preserving, market share.  It certainly does not require taking steps which 
have the effect of harming competitors. 

Most businesses seek to operate in the lawful space in which they compete 
vigorously with, and even seek to destroy, competitors, while at the same time 
not breaching the laws designed to protect competition.  This is precisely the 
result to which most competition law is directed.57  But such conduct is not always 
appropriate from a GTE.  In some circumstances when a private entity might 
single-mindedly pursue profits and growth, a GTE should have regard to broader 
government policy objectives.  This is one such instance, and a formal direction 
from the Minister will give Synergy’s management the confidence to do so. 

A Ministerial direction as contemplated here, will also be a powerful and tangible 
statement of the Government’s intentions, and in itself will send a strong, 
reassuring signal to the market and potential investors. 

“A Ministerial direction as contemplated here, will … send a 

strong, reassuring signal to the market and potential investors.” 

The WA IPA has acknowledged above that one of Synergy’s and the Government’s 
challenges will be the natural tendency for private sector competition to ‘cherry 
pick’ profitable customers, leaving the less profitable ones with Synergy.  This 
nettle must be grasped – it cannot be accepted as a basis for preserving the status 
quo.  A commercially viable solution for Synergy must be found, and we believe it 
can be.  This direction can form part of Synergy’s evolving role. 

What’s needed to implement this change? 

A Ministerial direction can be made without any changes to Acts or regulations.  
The WA IPA proposal is that the direction be designed to be consistent with 
Synergy’s current statutory duties to act commercially and seek a profit. 

Obviously, some policy development will be needed to ensure that the direction 
strikes the correct balance. 

 
57 This is a long-standing principle.  See for example this 2007 paper by the then Chair of the ACCC 
Graeme Samuel. 

https://www.accc.gov.au/system/files/Promoting%20competition%20or%20protecting%20consumers%20-%20the%20role%20of%20competition%20policy%20and%20its%20implications%20for%20Australian%20businesses.pdf
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The revenue impacts on Synergy would be considered during that development 
process.  But, ultimately, if the McGowan Government is committed to continued 
private participation in the market, it must be prepared to ensure that its GTEs act 
to support and sustain that participation, and do not act to resist it. 
 

Recommendation 8:  That the Minister consider giving Synergy a 
statutory direction, to guide its behaviour to better promote the 
Government’s reform objectives while nonetheless preserving and 
ideally improving Synergy’s profitability.   To this end, the Minister 
should commence a discussion with industry and Synergy about 
the form a suitable direction might take. 
 

6.  Restrict Synergy’s growth in generation 

One simple first step in addressing the 
wholesale market’s structural 
problems, is to prevent them from 
getting worse.   

A longstanding component of energy 
reforms in WA has been to restrict 
Synergy’s wholesale growth in the 
form of new power stations.  There 
has been some difficulty in how this 
has been implemented, with Synergy 
successfully gaining permission to 
build “replacement” plant, and the 
ban not being extended to renewable 
plant, but overall this prohibition has 
generally had bipartisan support.  It’s 
one way to mitigate Synergy’s market 
power and guide its wholesale 
position to get smaller over time. 

The smaller Synergy’s wholesale position is, the less incentive there is for Synergy 
to resist private sector retail entry in order to protect Synergy’s retail market 
share. 

The WA IPA welcomes the Minister’s decision to cap the Warradarge wind farm at 
180 MW, and urges that this cap be made permanent.  Synergy should be directed 
to procure all remaining RECs from private projects, and all future renewable 
energy projects should be procured through a transparent and open process, 
administered by an independent agency. 

Difficulty scorecard 

 

Regulatory:   A formal Ministerial 
direction would be the best mechanism. 

Policy:   This is not a complicated policy 
question. 

Revenue impact:      Positive – future 
investment will not be made or 
underwritten by the Government.  Future 
assets may be genuinely off balance sheet. 

 
Benefits 

The State does not incur unnecessary 
capital costs.   

Private investors get room to participate, 
which bring benefits to consumers and the 
State:  see WA’s electricity sector needs 
private investment, p 8. 

EASY 
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What’s needed to implement this change? 

This restriction can be implemented voluntarily by Synergy or at the Minister’s 
informal request.  However, a better mechanism would be a formal statutory 
direction.  That would give private investors more confidence that Synergy would 
no longer be seeking to grow its own portfolio. 
 

Recommendation 9:  That the Minister prevent Synergy from 
building new generation plant in all technologies, including 
“replacement” plant. 
 

7.  Liberate Synergy’s unused network capacity 

Any network capacity Synergy does 
not actually require for its operations 
should immediately be released to the 
market.  This includes as a minimum 
the network capacity associated with 
the 436 MW of retired generating 
plant.58  This will help alleviate 
network constraints pending the 
implementation of full constrained 
access, discussed below.  Even if some 
network capacity may still needed for 
network support, eg. at Mungarra or 
Kalgoorlie, the capacity should still be 
released so that all market 
participants can compete on a level 
playing field to provide that service.  

Synergy’s current holdings of network 
capacity came to it as a result of a 
lump-sum allocation to Verve during 
the 2006 Western Power 
disaggregation.  The levels of capacity 
were not then, and have not since, 
been subject to any public assessment 
of what Synergy actually needs.  Verve 
was given a ‘running start’ on the 
network from which Synergy still benefits.  The WA IPA sees no credible policy 
reason for Synergy to hoard this capacity.  It’s a legacy benefit that gives the GTE 
an unfair competitive advantage and exacerbates current network constraints. 

 
58 Media Statement Synergy to reduce electricity generation cap by 2018, Hon B Wyatt, 5 May 2017 
(see link here). 

Difficulty scorecard 

 

Regulatory:    This could be done entirely 
informally. 

Policy:    No significant policy issues are 
raised.  No needs assessment at all 
needed re the retired 436 MW.   

Revenue impact:   This will be revenue 
positive for Synergy.     

 
Benefits 

Private generators and retailers can offer 
consumers more efficient (lower cost) 
energy than Synergy.  But they need 
network access to do it.  If Synergy’s 
unused capacity is not released, they will 
either not be able to access the 
consumers, or will incur unnecessary 
network reinforcement costs which will be 
passed on to consumers, or will have to 
contract on a constrained basis which will 
put them at a competitive disadvantage 
against Synergy’s firm access.  Unlocking 
this capacity will let retailers bring  
consumers the benefits of efficiency and 
competition. 

EASY 

https://www.mediastatements.wa.gov.au/Pages/McGowan/2017/05/Synergy-to-reduce-electricity-generation-cap-by-2018.aspx
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What’s needed to implement this change? 

No formal intervention is needed.  Synergy could do this by agreement with 
Western Power voluntarily, or as the result of an informal request by the Minister.  
As a last resort, the Minister could formally direct Synergy and Western Power to 
make this happen.  No Act or regulations need to change.  

Little policy discussion will be needed.  This has been the subject of various 
recommendations over the years, all calling for Synergy to relinquish its surplus 
network capacity. 

The relinquishment of the 436 MW requires no separate needs analysis.  However 
a relatively straightforward examination of Synergy’s network needs may identify 
other surplus capacity as well. 

This measure will be revenue positive for Synergy.  It is currently carrying the 
holding costs of the capacity for strategic purposes, and relinquishment could 
relieve it of those costs. 
 

Recommendation 10:  That Synergy immediately release all 
unutilised network capacity, including at least all capacity 
associated with recently-retired plant.  That an assessment be 
undertaken of whether it holds other surplus network capacity. 
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8.  Remedy the ‘one user per connection point’ barrier 

One very technical but powerful 
regulatory restriction in WA’s 
electricity market comes not from the 
Acts or Regulations, but was imposed 
by Western Power upon itself and 
approved by the ERA.  This is the 
restriction, written into Western 
Power’s Access Arrangement, that 
each network connection point can be 
the subject of only one network access 
contract.59 

This is a major barrier to innovation.  It 
means that contestable consumers are 
blocked from dealing with new service 
providers.  It gives a substantial 
competitive advantage to the 
incumbent retailer. 

“This is a major barrier to innovation.  ” 

The restriction’s effect can be 
summarised as follows:  any person seeking to offer innovative energy services, 
such as energy efficiency management, demand side management, aggregation of 
constellations of rooftop PV or battery systems, peer to peer trading and the like, 
needs a way to transport electrons through the grid to or from consumers’ 
premises.  One substantial barrier to their doing so is the Synergy franchise 
discussed earlier.60   But even for contestable customers, the Western Power ‘one 
user per connection point’ rule means that the customer can only obtain these 
services from their incumbent retailer, or alternatively must switch to another 
retailer which provides these services, because once the connection point at that 
premises is allocated to a retailer, no other service provider can use it.  It means 
that businesses cannot set up to offer these services without either becoming a 
retailer themselves, or being forced into collaboration with a retailer who may be 
a competitor.   

Contestable energy customers generally sign fixed term contracts with their 
retailers.  This means that for the remaining duration of the contract the 

 
59 See Western Power’s current Access Arrangement October 2012, Appendix B:  Applications and 
Queuing Policy (link here), clauses 3.8 and 14.2. 
60 See 1. Implement more (pending full) retail contestability, p 21 and Recommendation 3 which 
proposes MRC; see also Continue to investigate full retail contestability, p 39, and Recommendation 
17 regarding FRC. 

Difficulty scorecard 

 

Regulatory:   Changes to AA4 can be made 
by Western Power and the ERA without 
any regulatory intervention.  Whether any 
regulatory changes are needed will 
emerge from the PUO’s policy review. 

Policy:    Policy assessment by the PUO 
needed to determine whether there are in 
fact any legal or operational barriers to 
this innovation, and what other 
protections may be needed if it is relaxed. 

Revenue impact:   Nil. 

 
Benefits 

New energy services such as battery 
management, peer-to-peer trading, 
blockchain trading and community energy 
could offer consumers cost and energy 
savings and other benefits today, if the 
service providers could access those 
consumers’ network connection points. 

MODERATE 

https://www.erawa.com.au/cproot/13537/2/Amended%20proposed%20revisions%20to%20the%20Access%20Arrangement%20for%20the%20Western%20Power%20Network.pdf
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incumbent retailer has an effective veto over whether the customer can access 
any of these services.    

Western Power requires would-be installers of behind the meter distributed 
energy resources (DER) to in effect get the grid retailer’s permission, before it will 
allow the plant to be installed.  That is, the retailer whose revenue is about to be 
reduced by the installation of DER, gets a say in whether the plant can be 
installed.61 

If these restrictions were lifted, providers of innovative energy services like peer-
to-peer trading and energy efficiency management, would be able to offer them 
independently of the electricity retail contracts.  Consumers could contract with 
them separately. 

What’s needed to implement this change? 

The ‘one user per connection point’ was a rule of Western Power’s creation.  It 
does not exist in the Act or Regulations.  To change it, Western Power’s Access 
Arrangement and other documents need to be changed.   

Western Power has proposed a limited and conditional mitigation of this rule as 
part of its current AA4 changes.62  The WA IPA is concerned that this modification 
does not go far enough. 

Changing Western Power’s Access Arrangement is a matter for Western Power 
and the ERA, but the WA IPA suggests that the Minister and the PUO have an 
interest in ensuring that the broader regulatory regime is not contributing to the 
restriction or making the solution more complicated or limited than it needs to 
be.   

We assume that the Minister will support service innovation and competition, and 
want to remove all unnecessary barriers.   

Accordingly, the opening policy question should be whether a one user per 
connection point limitation is needed at all, and if so what (if any) constraints 
need to be placed on it, and if so which entity should police them.   

In doing so the PUO will properly consider what (if any) measures may be needed 
to ensure that allowing multiple users at a connection point does not produce 
adverse market or consumer outcomes.  But subject to those limitations, the  PUO 

 
61 In Western Power’s Application Form for Inverter Systems with Capacity to 10kva (see link here) an 
applicant must provide a “Retailer Reference Number” before installing a solar system.  Western 
Power indicates that the applicant can get this number upon requesting it from their retailer.  The 
retailer may use this as a trigger to renegotiate the tariff. 
62 The proposed revised Application and Queuing Policy (link here) proposes that the restriction be 
lifted only if “multiple trading relationships at a connection point are permitted by law and all 
necessary approvals have been given for such an arrangement”:  see proposed amended clauses 3.8 
and 14.2. 

https://westernpower.com.au/connections/solar-batteries-electric-vehicles/application-for-inverter-system-with-capacity-to-10kva-per-phase/
https://www.erawa.com.au/cproot/18318/2/05.%20Appendix%20B%20-%20Applications%20and%20Queuing%20Policy%20-%20Track%20Changes.pdf
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should make a submission to the ERA on Western Power’s proposed changes, 
ensuring that the restriction is removed as completely as possible.   If the AA4 
process does not prove adequate, the Electricity Networks Access Code could be 
amended to mandate multiple users at a connection point. 

There should be no substantial revenue implications from removing this 
restriction.    
 

Recommendation 11:  That the Minister commit to removing the 
‘one user per connection point’ barrier.  That the PUO then liaise 
with Western Power and the ERA to determine whether the 
current AA4 process will adequately do the job, and what other 
reforms might be needed. 
 

9.  Review and reduce the barriers to entry for new 
renewable projects 

The task for private renewable energy 
projects has become harder with the 
approval of Synergy’s fund, but to the 
extent they are able to survive, private 
renewable generation projects bring a 
number of clear benefits to 
government and consumers.  Their 
lower marginal cost of energy helps 
relieve pressure on retail tariffs; they 
provide jobs and economic stimulus in 
the regions; they help decarbonise 
WA’s energy supply; they provide a 
local, privately-funded source of RECs 
for Synergy; and they provide an 
affordable and scalable path to market 
entry for new market participants, 
which brings the benefits discussed 
earlier in this paper including avoiding 
the need for government to fund new 
generation. 

The State would benefit from a 
general examination of the barriers to entry for renewable generations projects.  
These barriers include matters discussed in this paper including constrained 
access, Western Power’s applications and queuing process generally, the RCM and 
the limited depth and liquidity of demand for new PPAs.  

Difficulty scorecard 

 

Regulatory:   Various changes might 
emerge from the review. 

Policy:    This review could be a substantial 
task, involving whole-of-government 
aspects.  However, incremental changes 
might be achieved quite early. 

Revenue impact:       Should be minimal. 

 
Benefits 

Renewable energy projects can bring jobs 
and  investment to the regions.  Even with 
‘firming’ to ensure network security, 
renewable projects can now, or will very 
soon, offer consumers lower cost energy 
than conventional power projects.  
Obviously, renewable power helps avoid 
carbon emissions. 

HARDER 
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One critical issue is the fact that the current “Generator Interim Access” (GIA) 
solution may now be exhausted and, given it will take time to develop and 
implement full constrained access, a further ‘interim’ solution is urgently needed. 

What’s needed to implement this change? 

The reforms which emerge from this review could take several forms – some 
could require only administrative or Ministerial action, and some could need 
regulations to be changed. 

The best starting point would be for the Government to convene a workshop with 
the proponents of recent renewable projects, seeking feedback on where barriers 
have emerged.  From this a list could be compiled of common barriers and 
possible remedies, to form a work programme for the review. 
 

Recommendation 12:  That the Government undertake a review 
with a view to reducing barriers to entry for new renewable 
projects.  That this be commenced by a workshop with industry 
proponents, seeking feedback on major barriers and how they 
might be addressed.  In particular, a transparent interim solution is 
needed for network access, pending the full constrained solution. 
 

10.  Improve ringfencing within Synergy 

The previous government’s remerger 
means that retailers who wish to 
compete with Synergy in the retail 
market, are generally forced to 
procure wholesale energy from their 
competitor, and almost exclusively 
deal with the competitor in the 
balancing market.   

This gives rise to two related but 
separate problems:   

• structural conflict of interest – 
Synergy is incentivised to make 
decisions in the wholesale space 
which benefit its retail arm; and 

• potential or perceived leakage of 
information – Synergy has access 
to critical commercial information 
about its competitors, eg. their 
wholesale price of energy, how 
hedged they are, etc. 

Difficulty scorecard 

 

Regulatory:    The Minister can make new 
ringfencing rules without changing any Act 
or Regulations. 

Policy:     Improved segregated accounting 
will be EASY to implement.  More work 
will be required to identify what the new 
ringfencing rules should say.   

Revenue impact:       Nil. 

 
Benefits 

Synergy’s structural dominance and 
vertical integration mean that private 
retailers struggle to compete.  Private 
competition can bring consumers better 
prices, efficiency and innovation:  see 
Consumer choice brings benefits, p 7; and 
especially sidebar “Lessons from gas (1):  
Prices and innovation”, p 8. 

HARDER 
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In the long term, only structural reform of the marketplace can remedy the 
situation (see Make structural changes to remedy Synergy’s market dominance, p 
44). 

That will take time, but there are steps that can be taken in the short term.  As a 
minimum, we believe that Synergy’s separate financial reporting should be 
substantially reinforced.  The ERA’s 2016 recommendations would be a good 
start.63 

“Synergy’s separate financial reporting should be substantially 

reinforced ….  The ERA’s 2016 recommendations would be a 

good start” 

Further, we believe that Synergy’s current ringfencing measures need 
comprehensive overhaul.  For example, there are effectively no restrictions on the 
free movement of senior personnel, and hence knowledge, between business 
units, and the broad exemptions for “shared services staff” create significant gaps.  

Synergy already has considerable ringfencing measures in place, and argues that 
they are both intrusive and highly effective.  Our members do not share Synergy’s 
confidence in these measures.   

It’s significant  that the ERA has itself expressed reservations about the 
effectiveness of the ringfencing measures and has recommended they should be  

reviewed to ensure Synergy’s retail business unit does not have access to 
information from its wholesale business unit that is not available to other 
retailers.64  

At the very least, the Minister should implement the recommendations of the ERA 
and the Auditor General regarding these matters.  The Minister should also ask 
the PUO to seek stakeholder feedback on those measures, and consider how they 
relate to best practice.    

Synergy’s current arrangements fall well short of the Australian Energy 
Regulator’s current thinking on best practice regulation (see sidebar “Ringfencing 
best practice” on page  43).   

Ringfencing may not be a long-term solution, and may not even be needed in the 
long term if other market reforms are successful, but in the short term effective 

 
63 The ERA 2016 Ministerial Report (see footnote 30), p 24, recommended: 

• report on electricity only, and per company only; 

• report separately for contestable and franchise retail businesses; 

• specified, scrutinizable cost allocation methodology; and 

• transparent transfer pricing. 
64 ERA 2015 EGRC Report (see footnote 35), p 38. 
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ringfencing may give some relief to private retailers who are currently struggling 
to survive.   

What’s needed to implement this 
change? 

Synergy’s ringfencing arrangements are made 
by the Minister,66 so all that is needed is the 
drafting and Gazettal of a new Ministerial 
order.  No Act or Regulation changes are 
needed. 

There should be no regulatory, policy or 
revenue barriers at all to improved segregated 
financial reporting.  The additional cost will be 
negligible in a business of Synergy’s scale.  This 
could be implemented immediately. 

The only policy concern with tightened, more 
credible ringfencing generally is that Synergy 

may face higher compliance costs.  Certainly, the WA IPA would agree that 
ringfencing measures should be implemented as efficiently as possible and should 
impose as little constraint as possible on Synergy’s legitimate business activities, 
but the risk of modest increases in administrative costs should not be used as a 
reason to retain the current inadequate structures. 

Tighter ringfencing rules should have no significant revenue implications for the 
State. 
 

Recommendation 13:  That the Minister act urgently to improve 
Synergy’s governance and reporting to mitigate as far as possible 
the effects of the remerger.  As a minimum, this should include 
transparent separate financial reporting implementing the ERA’s 
recommended improvements.  Ideally, the Minister would also 
implement tighter, more credible ringfencing rules for Synergy, as 
an interim measure pending larger structural reforms (see 
Recommendation 14). 
 

 

 
65See at this link. 
66Electricity Corporations (Electricity Generation Retail Corporation) Regulations 2013, s18 (see link 
here).  

Ringfencing best practice 

 

The Australian Energy Regulator has published65 a Ring-
Fencing Guideline for Electricity Distribution which gives a 
useful indication of current regulatory thinking on best 
practice in this area.  This Guideline addresses:  

• A structure for cost allocation and attribution 

• Separate offices, staff and branding 

• Establishment and maintenance of separate accounts 

• Establishment and maintenance of  publicly available 
registers of staff and offices and an information register 

• Obligations to not discriminate 

• Compliance reporting requirements 

• Management of information access and disclosure 

 

https://www.aer.gov.au/system/files/AER%20-%20Ring-fencing%20Guideline%20Version%202%20-%20Clean%20-%20October%202017.pdf
https://www.slp.wa.gov.au/pco/prod/filestore.nsf/FileURL/mrdoc_25864.pdf/$FILE/Electricity%20Corporations%20(Electricity%20Generation%20and%20Retail%20Corporation)%20Regulations%202013%20-%20%5B00-b0-04%5D.pdf?OpenElement
https://www.slp.wa.gov.au/pco/prod/filestore.nsf/FileURL/mrdoc_25864.pdf/$FILE/Electricity%20Corporations%20(Electricity%20Generation%20and%20Retail%20Corporation)%20Regulations%202013%20-%20%5B00-b0-04%5D.pdf?OpenElement
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Major reforms that will need more time 

In the preceding pages we have discussed the WA IPA’s ‘Top 10’ reforms that can 
be implemented within the next 6 to 18 months.  But these are interim measures 
only, to provide some relief to the market while work is commenced on the more 
substantial reforms mentioned in this section. 

Work can start on the following items immediately, but their implementation will 
likely take 2-4 years.  Each is a substantial piece of work – the following comments 
are merely a high-level introduction. 

Not all of these will be achieved within this term of government, but substantial 
progress can be made on all of them within that time. 

Make structural changes to remedy Synergy’s market 
dominance 

WA IPA believes that in the medium term, the Government has no option but to 
undertake major structural changes to Synergy.  These could include splitting 
Synergy into two or more gentailers, with imbalanced generation and retail 
portfolios to force liquidity into the wholesale market.   These options were 
supported by the previous government’s EMR Options Paper67 and by the ERA.68 

“… in the medium term, the Government has no option but to 

undertake major structural changes to Synergy” 

An extreme example of this would be to go ‘back to the future’ and reverse the 
Verve and Synergy merger, to create separate generation and retail businesses.  
There is no doubt that the market was structurally much better, and much more 
accommodating of competition and private participation, before the remerger. 

The WA IPA acknowledges that the Government recently won a strong mandate 
against privatising Western Power, and respects this mandate.  However, the WA 
IPA as a matter of policy supports different ownership for some aspects of 
Synergy’s business, when the time is right. 

 
67 The report’s first recommendation reads “The generation assets of Synergy should be restructured 
or divested with a view to creating three competing generation portfolios each with a mix of baseload, 
mid merit and peaking generation assets”:  EMR Steering Committee Electricity Market Review 
Options Paper, December 2014 (link here), section 1.9, see recommendations 1 to 3, and section 3. 
68 “The ERA considers … that structural reform would be the best way to deal with the lack of 
competition in wholesale energy supplies.”  ERA 2016 Ministerial Report (see footnote 30), p 22. 

https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0ahUKEwi0t4aIm9_XAhUMnZQKHdiSB0IQFggrMAE&url=http%3A%2F%2Fwww.parliament.wa.gov.au%2Fpublications%2Ftabledpapers.nsf%2Fdisplaypaper%2F3912753a03050f0631a7781848257e120028dc9e%2F%24file%2F2753.pdf&usg=AOvVaw0o_8Ztjh-vlW_PUHkjkvNR
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Until then, any structural solution must include a space for a viable State-owned 
business in the wholesale market, and possibly in sections of the retail market. 

“Until then, any structural solution must include a 

space for a viable State-owned business …” 
 

Recommendation 14:  That work be commenced on finding a 
sustainable long term solution to Synergy’s structural dominance 
of the wholesale and retail markets. 
 

Build a viable constrained network access model 

The WA IPA supports the Government’s plan to implement a constrained network 
access model.   

“The WA IPA supports … constrained network access.” 

Constrained network access means that AEMO will need a security constrained 
dispatch engine.  As noted above, WA IPA supports the Minister’s decision to 
implement constrained access using local laws rather than partially adopting the 
NEL.  However, AEMO’s existing NEL security constrained dispatch engine, 
NEMDE, is a proven solution which should be considered first when assessing 
which engine to implement under local laws. 

Any implementation plan must include an appropriate compensation mechanism 
for incumbent private investors, but only to the extent they suffer actual losses as 
a result of any changes to the terms on which their investment decision was 
made.  The previous Government’s EMR process undertook modelling of the 
financial implications of implementing a constrained network access model. This 
modelling was not released publicly. It should be updated and released publicly as 
soon as possible. 

Constrained network access must also be properly integrated with the Reserve 
Capacity Mechanism.   
 

Recommendation 15:  That work be continued on the full 
constrained access model, implementing under local laws a 
dispatch engine such as AEMO’s NEMDE, and including an 
appropriate compensation mechanism for incumbent private 
generators to the extent they suffer actual losses as a result of the 
reforms. 
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Review and reform the Reserve Capacity Mechanism 

The RCM has served Western Australia well, and should be retained.  We believe 
that the fundamental concept remains sound, but it does need some fine tuning 
given changes in technology, network access and market conditions. 

We have noted above (see 3.  Suspend indefinitely the development of an RCM 
auction, p 28) that we do not support the use of an auction for setting the reserve 
capacity price. 

“the RCM … should be retained  

… but does need some fine tuning” 

We believe that the starting point for reviewing the RCM will be to undertake a 
reasonably comprehensive back-to-basics review of why we have an RCM, what 
outcomes it is intended to achieve, how it needs to be adjusted to deal with 
changing technologies, how it can provide a sensible, fair path for demand side 
management, how to incorporate constrained access, and how best to balance 
the need of investors for price certainty and the need of the market to send 
suitable signals to plant developers.   We do not expect this review to produce 
fundamental changes to the RCM.  Rather, revisiting and restating its goals in this 
manner will help guide the fine tuning changes it needs. 

One question to be addressed is whether older plants should participate in the 
mechanism, once the operator has had a commercially reasonable period to 
recover its investment. 

This is certainly an area in which industry participants have sensible proposals for 
reform. 
 

Recommendation 16:  That the RCM mechanism be retained, but 
work should be commenced to review how it should be adjusted to 
best suit the needs of WA consumers and the market in light of 
changing technologies and market circumstances. 
 

Continue to investigate full retail contestability 

There is debate in the eastern states regarding FRC, ie. extending customer choice 
all the way down to residential consumers.  The WA IPA supports FRC, and 
believes that many or all of the problems currently being experienced in other 
markets are failures of market structure and failures in implementation. 

Nonetheless, care will be needed to ensure that those failures are not replicated 
in WA.  Furthermore, whatever the current debates, it has always been the case 
that implementing FRC will require considerable development of policy, systems 
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and rules, which will take some time.  This is why the urgent interim of MRC is so 
important, see p 24 and Recommendation 3.  It may be that after the immediate 
reduction to a 20 MWh/a threshold (or similar),  it proves possible to adopt 
further interim stages of contestability on the way to FRC. 

“ The WA IPA supports FRC … [but] care will be needed.” 
 

Recommendation 17:  That work continue to investigate how and 
when to implement FRC in WA, and in particular to identify the 
errors of market structure and implementation which are causing 
FRC’s merits to be questioned in other markets. 
 

Continue to reform AEMO’s systems and rules 

AEMO’s systems are already struggling to manage the WA electricity market.  In 
particular, AEMO’s forecasting needs to be improved.   System limitations are 
emerging as a real barrier to reform and innovation.   

Many of the reforms discussed in this paper will also require changes to the WEM 
Rules, which means that the Rule Change Panel must be adequately resourced 
(see Allow proper rule making, p 49 and Recommendation 20). 
 

Recommendation 18:  That AEMO continue to be encouraged and 
supported to reform its systems and forecasting.  See also 
Recommendation 20 re the WEM Rule change process.  
 

Other matters 

This paper focusses on market structure and the wholesale market, together with 
critical enablers such as network access.  It does not purport to be a complete 
analysis of everything that needs to be done in the WA energy sector.  For 
example network tariff reform is an important topic that will be progressed 
separately through the AA4 process, and whether the State should adopt a 
renewable energy target is another separate issue.   
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Chapter 5:  Timing and resourcing 

Summary of this Chapter 

Chapter 4 describes a reform program that will occupy at least this term of 
government and likely part of the next.  In this concluding Chapter the WA IPA 
makes some observations on the reform process itself.  

We encourage the Minister to take the time necessary to undertake the bigger 
reforms in a properly thoughtful and consultative manner; to follow the normal 
rule change process for the required WEM Rule changes and to give careful 
through to the role Synergy plays in the reform. 

One critical determinant of success will be the composition of any Steering 
Committee appointed to oversee the reforms. 

Take time to do the job right 

The recurring and dominant theme of this paper is the essential importance of 
genuine, transparent and inclusive stakeholder consultation at all stages of the 
reform process, and most importantly at the outset when major structural 
decisions are being made.  This takes both time and resources. 

“The dominant theme of this paper is the importance of 

genuine, transparent and inclusive stakeholder consultation…” 

In the second half of Chapter 4, we have outlined the larger structural reforms 
which are needed.  On these, WA IPA urges the Minister not to rush the reform 
process.  It’s true that there is considerable pressure in various quarters for 
speedy reform, and that the last decade of policy inaction has created an urgent 
need for change.  But these reforms are too important to undertake hastily.  
Further, if they are attempted too quickly, one of the first casualties will be quality 
consultation, which will damage the quality and credibility of the final outcome. 

Some of the larger reforms will likely take 2-4 years to implement.  Nonetheless 
we believes that substantial progress is possible within this term of government. 

“…very substantial progress is possible 

within this term of government.” 

Although some of the previous EMR reforms have had considerable work done on 
them, much of that work lacked industry support and input, and it would be a 
mistake to rush to implement it untested.  
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Despite the urgency of the industry’s problems, WA IPA asks the Minister to 
undertake comprehensive and thoughtful consultation from early in the reform 
process.  There is still time.  AEMO’s 2017 ESOO shows that although substantial 
investment in new generation will be needed by 2026-27, there are still a few 
years to get the reforms right, before private investment decisions will need to be 
made to meet that demand.69 

To this end, the WA IPA suggests that the Minister urgently convene a reform 
working group to map out the process and high-level work program for the 
reforms described in Chapter 4. 

The WA IPA and its individual members stand ready to publicly support the 
Minister in implementing a longer reform timetable than some stakeholders may 
be seeking, if doing so allows for genuine consultation and engagement. 

There is however some urgency in getting started with the reform and 
consultation process, and in ensuring that it is kept moving forward even if some 
stakeholders would rather slow things down. 
 

Recommendation 19:  That the Minister take the time to 
undertake the major reforms thoughtfully and with proper 
consultation.  Excessive haste will jeopardise the reforms’ quality. 
 

Allow proper rule making 

WA IPA welcomes the Minister’s indication that he will use his emergency WEM 
Rule making power sparingly.  WA IPA supports the full use of the MAC and the 
Rule Change Panel, to ensure that WEM Rule changes are genuinely and fully 
considered and tested, before being implemented.  Experience shows that the 
final rules to come out of this crucible are almost always better than what was 
originally proposed, whoever the proposer, and WA IPA urges the Minister and his 
agencies not to deprive consumers, the market and the State of that benefit. 

The Rule Change Panel will have a substantial workload over the next few years.  
It will need to be resourced adequately for this task, or the reforms may fail. 
 

Recommendation 20:  That the Minister permit WEM Rules 
changes to be processed using the normal Rule Change Panel 
process, rather than using his extraordinary power, and that the 
RCP be adequately resourced for this task. 
 

 
69 AEMO, 2017 Electricity Statement of Opportunities for the Wholesale Electricity Market (see link 
here). 

https://www.aemo.com.au/-/media/Files/Electricity/WEM/Planning_and_Forecasting/ESOO/2017/2017-Electricity-Statement-of-Opportunities-for-the-WEM.pdf
https://www.aemo.com.au/-/media/Files/Electricity/WEM/Planning_and_Forecasting/ESOO/2017/2017-Electricity-Statement-of-Opportunities-for-the-WEM.pdf


Chapter 5:  Timing and resourcing 

  

 

50  

Synergy’s role 

We have made clear our view that wholesale and retail market concentration is 
the single biggest problem in the WA energy sector.  We have also acknowledged 
that Synergy faces real challenges, and that Synergy’s profitability is a legitimate 
concern for government.  

Nonetheless, the risk of adverse impacts on Synergy cannot become a barrier to 
necessary reforms.  The reforms must endeavour to leave a place in the market 
for a viable Synergy, and Synergy must be asked to rise to the challenge of 
operating sustainably within that space.  We believe that Synergy can indeed have 
a sustainable role in the medium to long term, especially in the wholesale market.   

The required reforms will necessarily involve change and perhaps disruption for 
Synergy.  Synergy will not always be enthusiastic about this.  As a matter of good 
reform governance, when undertaking reforms directed to ameliorating a market 
incumbent’s dominance, while it’s appropriate to seek the dominant incumbent’s 
views, those views need to be assessed with care. 
 

Recommendation 21:  That Synergy’s role in the reform process be 
carefully considered.  It should of course be consulted, but its 
views and interests need to be weighed against the broader reform 
objectives.  
 

Steering Committee composition 

The WA IPA assumes that the Government will establish a steering committee or 
similar panel to make recommendations to the PUO and the Minister about the 
reforms. 

The previous  Government’s EMR steering committee was comprised entirely of 
government representatives, including the dominant government-owned 
gentailer.  This is not the best way to design reforms calculated to retain and 
attract private sector participants, and to place consumers at the centre of the 
solution.   

The WAIPA recommends that any steering committee include: 

• at least one private sector industry representative; and 

• at least one person representing the views of large and small consumers. 

If the Minister thought it appropriate, the WA IPA would be pleased to participate 
as one industry representative.  The WA IPA represents a broad church of 
interests and so is able bring a balanced perspective, and between them 
individual members have many decades of energy reform experience.   
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Recommendation 22:  That the reform Steering Committee include 
private sector and consumer representatives. 
 

AEMO’s systems need development 

The WA IPA notes that AEMO’s systems are a critical enabler for many of the 
reforms discussed in this paper.    

Establishing bipartisan support 

The WA IPA believes that with certain notable but quite limited exceptions, the 
major political parties share a common vision for an energy sector which delivers 
to WA’s consumers affordable, reliable, secure and sustainable electricity, which 
provides a role for private sector investment and innovation, and which preserves 
the State’s financial position. 

The reforms needed in the sector are too complex and too important to be caught 
up in partisan politics.  Further, partisanship increases the risk of major policy 
reversals any time there is a change in government – which is destabilising and 
risk for this sector which depends on long term capital investment. 

“[These] reforms … are too complex and important to 

be caught up in partisan politics.” 

On this note the WA IPA acknowledges and commends the Minister’s 
announcements to date, that sensible policy initiatives from the previous 
Government will not be discarded purely for partisan reasons. 

For the future work programme, while there will always be disagreement on 
points of detail and emphasis, we stand ready to work with the Minister, the 
Opposition and others, to build bipartisan consensus on at least the broad 
direction of the reforms. 
 

Recommendation 23:  That the Government and Opposition work 
together to establish a bipartisan consensus on key reform 
directions. 
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Resourcing the reforms 

Some of the matters outlined in this paper will involve substantial bodies of work. 

The Public Utilities Office has diminished significantly in size over recent years.  It 
has lost a lot of industry knowledge and expertise, and also there are simply less 
hands available to undertake reform work in addition to the PUO’s business-as-
usual activities.   

The WA IPA urges the Minister to ensure that any energy reforms are adequately 
resourced, but acknowledges that the State’s finances place limits on what can be 
spent. 

This means the reforms must be undertaken with a focus on efficiency and getting 
maximum effectiveness from available resources.  To this end, we make three 
specific suggestions: 

Leverage existing work   

There has already been a substantial body of work done on some of the matters 
discussed above.  We’ve alluded to some of it already.   

The ERA’s series of reports on Synergy70 contains numerous recommendations 
which, if implemented, would materially assist with some of the matters 
discussed in this paper.  We have drawn together some highlights in Appendix B.  

The ERA also prepares a series of reports on the WEM which contain other 
recommendations.71 

On the WEM Rules in particular, the MAC has undertaken considerable work on 
several topics including the IMO’s Market Evolution Program.  

Our members are prepared to commit resources to reform 

The WA IPA and its members are prepared to commit substantial resources of 
their own to the reform process.  Obviously, the Government must retain 
complete policy control, and ensure all voices are heard and represented, but 
nonetheless we urge the Minister and the PUO to remember that industry 
knowledge and expertise is available outside the PUO itself, to work on some of 
these projects.   

For example, WA IPA members’ staff includes individuals who between them have 
many decades of experience in State energy reforms, in a variety of roles acting 
for government and the private sector.  Hopefully, this White Paper itself 

 
70 See ERA 2014 EGRC Report (see footnote 35); ERA 2015 EGRC Report (see footnote 35); and ERA 

2016 EGRC Discussion Paper (see footnote 29). 
71 See most recently ERA 2016 Ministerial Report (see footnote 30). 
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represents an example of how the private sector can help progress the reform 
agenda, without jeopardising government policy control. 

Choose efficient channels of communication 

Finally, the form of communication chosen can have a very significant effect on 
the level of resources required.  Specifically, one or two afternoons’ discussion in 
industry workshops can often elicit more useful and more balanced input, than 
would be obtained if the PUO invested several weeks of FTE time in producing a 
long discussion paper, and then several more FTE weeks processing the written 
submissions it evokes.   

There is of course a role for detailed written papers, especially later in the 
process, to ensure that all stakeholders can contribute and to provide a record of 
the decision-making process for the future.    But one of the EMR’s weaknesses 
was its reliance on detailed written explanations of what the Government had 
decided to do, rather than starting with a genuine discussion with industry of what 
might best be done. 

Of course, market participants will seek to advance their own interests.  It would 
be naive to assume otherwise.  So, there will always be a role for government 
agencies to critically assess industry contributions and ensure that all views are 
sought, including those of people who are not industry insiders.  But that said, the 
experience of the WA IPA’s members over many decades of reform is that in a 
suitable collaborative environment, industry representatives are able substantially 
to set aside their own business’ self-interest, and to collaborate on finding the 
best way forward for the industry as a whole.  This is the path to lasting, 
successful, well-supported reform. 
 

Recommendation 24:  That the Minister call on the WA IPA and its 
members to contribute resources to assist in the reform process, 
and that the Minister and the PUO explore options for more 
efficient reform communications. 
 

___________________ 
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Appendix A:  The “effects test” in 
section 46 CCA 

The Harper Review’s changes to section 46 of the Competition and Consumer Act 
2010 (Cth) (“CCA”) have commenced, and provide a new legal imperative for 
structural reform in WA’s energy market.   

New section 46 has significant implications for any corporation with substantial 
market power.  The new “effects test” prohibits such a corporation from doing 
things which have the effect or likely effect of substantially lessening competition 
in any market in which the corporation trades directly or indirectly.   

Importantly, this means that such a corporation can breach new section 46 even if 
it does not intend to have any anti-competitive effect.  There is also no longer any 
requirement that the corporation’s conduct involve misusing or taking advantage 
of its market power. Under the new test a corporation can breach section 46 even 
if it intends no harm.  The new, very simple, question is:  Did the corporation’s 
conduct have an anti-competitive effect? 

The WA IPA believes that new section 46 could pose a material new risk for 
Synergy and the Government.  The CCA amendments thus create a new, discrete 
imperative for the Government to reform the WA electricity market’s structure.   

“… new section 46 could pose a material new risk for Synergy 

and the Government.” 

Similar laws in other jurisdictions have led to court-ordered breakups of dominant 
market players, including the high-profile US Supreme Court-ordered breakups of 
Standard Oil in 1911 and AT&T in 1985. The Harper Review agreed that in some 
situations breakup is the best solution, and considered whether they should give 
this task to the courts.  Ultimately, the committee decided that this task was best 
undertaken by government, not the courts.72 

This means the McGowan Government has a dual responsibility under the 
changes to section 46.  First, as Synergy’s owner, it’s accountable for ensuring that 
Synergy’s conduct remains lawful.  Second, independently of ownership, the 
Harper Review made it clear that each government has a duty to assess whether 
any market-dominating entity should be broken up.   

 
72Competition Policy Review 2015 (Harper Review) p347: “Ultimately, if circumstances were to arise 
where the public interest would be served by breaking up a firm or redesigning an industry, for 
competition or other policy purposes, it is open to the Parliament to legislate to bring about such 
reform…the panel considers it preferable for any such action to be implemented by the Parliament 
rather than by the court as a remedy for breaches of competition law.” 

http://competitionpolicyreview.gov.au/files/2015/03/Competition-policy-review-report_online.pdf
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But the section 46 changes also present an opportunity, as a further impetus for 
reform.  In the final analysis, whether Synergy’s (or any other GTE’s) conduct has 
an anti-competitive effect will depend on all the prevailing circumstances.  This 
will include Synergy’s size and behaviour of course, including the recently 
announced renewable fund, but it will also include the effect of any pro-
competitive reforms which may be implemented in the coming months and years 
as recommended by this White Paper.  
 

Recommendation 25:  That the Minister consider the significance 
of the new section 46 CCA “effects test” in relation to the matters 
discussed in this paper, and use the CCA changes as an opportunity 
to refocus energy market reforms on the benefits to large and 
small consumers which can flow from a truly competitive energy 
market. 
 

___________________ 
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Appendix B:  Existing ERA 
recommendations 

 

EGRC Scheme 
requirement 

Explanation Description of issue ERA recommendations 

Standard products The purpose of the Electricity 
(Standard Products) 
Wholesale Arrangement 
(Standard Products 
Arrangement) was to: 

• act as a useful tool for 
price discovery; 

• impose pricing discipline 
on Synergy to maintain 
private sector activity in 
the WEM;  

• Provide a competitive 
benchmark price to the 
wholesale supply of 
electricity on a non-
discriminatory basis; 
and 

• provide simple products 
as an alternative to 
customised products.73 

The Standard Products 
Arrangement currently 
prescribes Synergy a 
maximum buy/sell spread of 
20% and for each standard 
product, Synergy is required 
to  offer a minimum of 
150MW for sale and 100 MW 
for purchase. 

 

The Standard Product 
Arrangement is ineffective as 
a price discovery tool and is 
not incentivising Synergy to 
price efficiently.  

Synergy’s offering a small 
quantity of narrowly focused 
products that are 
underutilised.  The buy/sell 
spread of 20% is too large 
and the range of products 
offered do not reflect what 
retailers require. 

This has resulted in minimal 
standard product 
transactions occurring since 
its inception. 

An effective standard 
product arrangement would 
require: 

• sufficient range and 
quantity of products. 
Price discovery can only 
be achieved if the range 
of products offered 
reflects the type of 
products retailers 
require; and  

• setting the maximum 
spread between the 
price Synergy buys and 
sells electricity at a level 
which facilitates price 
discovery and ensures 
Synergy prices 
efficiently. 74 

The spread between the buy 
and sell price for standard 
products should be reduced. 
Reducing the buy/sell spread 
to 10% would be more 
appropriate to incentivise 
Synergy to offer 
competitively priced energy 
contracts.75 

The revised spread should be 
retained for a minimum of 12 
months to enable the impact 
of the change to be assessed, 
particularly in relation to 
market liquidity.76 

 
73 ERA 2016 EGRC Discussion Paper (see footnote 29), p 10. 
74 ERA 2014 EGRC Report (see footnote 35), p 2. 
75 ERA 2015 EGRC Report (see footnote 35) p 62. 
76 ERA 2015 EGRC Report (see footnote 35), p 62. 
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EGRC Scheme 
requirement 

Explanation Description of issue ERA recommendations 

Financial reporting Synergy is required to 
prepare separate statements 
of financial performance for 
each of its segmented 
business units for inclusion in 
quarterly and annual reports.  

The requirements for these 
reports are too broad.  

While there must be a 
balance between 
transparency and reporting 
costs, there should be more 
specific reporting 
requirements. Reports 
should be provided 
consistently and provide  
information in relation to the 
allocation of costs between 
business units. 

Synergy should be required 
to report separately on the 
contestable and non 
contestable retail business to 
ensure no cross subsidisation 
can occur.77 

The ERA would also consider 
exploring other avenues of 
information for non-
compliance i.e. a complaints 
process to allow customers 
and Synergy’s competitors to 
report non-compliance.78 

Tariffs 

 

Synergy receives a tariff 
adjustment payment from 
the state Government to 
cover the shortfall between 
its supply costs and revenue. 

 

There is a general lack of 
transparency in the setting of 
Synergy’s retail tariffs. 
Stakeholders have raised 
concerns that Synergy is 
pricing its retail electricity 
below its wholesale prices, 
and subsidising its 
contestable business via the 
tariff adjustment payment. 

 

Consideration should be 
given to improving the 
transparency of the retail 
pricing process.79 

Ring-fencing  The EGRC imposes 
segregation obligations by 
the Segregation and Transfer 
Pricing Guidelines. Synergy 
has also voluntarily adopted 
an internal ring-fencing 
policy. 

Synergy’s retail business unit 
(RBU) has access to 
information held by the 
wholesale business unit 
(WBU). 

Ring-fencing arrangements 
should be reviewed to 
ensure the RBU does not 
have access to information 
held by the WBU that is not 
available to other retailers, 
to ensure it does not have an 

 
77 ERA 2015 EGRC Report (see footnote 35), p 5. 
78 ERA 2016 EGRC Discussion Paper (see footnote 29), p 9. 
79 ERA 2014 EGRC Report (see footnote 35), p 3. 
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EGRC Scheme 
requirement 

Explanation Description of issue ERA recommendations 

unfair competitive 
advantage.80 

Compliance  Under the Electricity 
Corporations (EGRC) 
Regulations 2013 , the 
Officer of the Auditor 
General conducts annual 
audits to ensure that Synergy 
complies with the EGRC 
scheme. Non-compliance will 
be investigated by the ERA. 

There is a lag between the 
occurrence of discriminatory 
behaviour and reports of its 
occurrence. 

The auditor should report 
more frequently than once a 
year, if cost effective, and 
Synergy should be required 
to self report on non-
compliance as soon as it is 
identified and be subject to 
penalties if it fails to do so.81 

Foundation transfer 
pricing mechanism 

The foundation transfer price 
mechanism determines the 
transfer price for the 
wholesale supply of 
electricity from the WBU to 
the RBU.82 

The Segregation and Transfer 
Pricing Guidelines and 
Electricity Corporations 
(EGRC) Regulations 2013 
require Synergy to establish 
a transfer pricing mechanism 
for Synergy’s transactions 
between business segments.  

There is a lack of 
transparency between the 
pricing arrangements 
between Synergy’s’ 
wholesale, generation and 
business segments.  
Wholesale prices for 
Synergy’s retail customers 
are based on the revised 
vesting contract which raise 
Synergy’s costs above 
efficient levels. If this is the 
case, the retail RBU’s costs 
are being overstated, and the 
tariff adjustment payment is 
higher than it needs to be.  

The foundation transfer 
pricing mechanism should be 
reviewed as soon as possible 
to ensure Synergy’s RBU’s 
costs are based on efficient 
wholesale costs.83 

Policies and 
procedures 

The Scheme requires Synergy 
to develop a number of 
policies and procedures 
which Synergy is not 
required to publish. 

Transparency is reduced. Synergy should be required 
to publish its policies and 
procedures. 

Synergy’s WBU’s 
wholesale supply to 
its RBU. 

The Scheme requires 
Synergy’s WBU to ensure 
that wholesale supplies of 
electricity are not offered to 
Synergy’s retail business 
units on terms that are more 
favourable  than those 
offered to competitors.  

The Scheme does not 
provide guidance on what 
circumstances should be 
taken into account. Synergy 
has significant discretion in 
determining whether one 
wholesale supply offering is 
more or less favourable than 
other.  

More guidance should be 
provided by the Scheme to 
reduce the level of discretion 
available to Synergy.84 

 

 
80 ERA 2014 EGRC Report (see footnote 35), p 3. 
81 ERA 2014 EGRC Report (see footnote 35), p 2. 
82 ERA 2014 EGRC Report (see footnote 35), p 26. 
83 ERA 2014 EGRC Report (see footnote 35), p 3. 
84 ERA 2014 EGRC Report (see footnote 35), p 2. 
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