YARAN

19 BARBICAN ST
SHELLEY, WA 6148
AUSTRALIA

Tel: +61 (8) 9354 1917
Fax: +61 (8) 9354 1674

E-mail: yaran@yaran.com.au

1% February 2007

Mr Robert Pullella

Executive Director Competition, Markets & Electricity
Economic Regulation Authority

P O Box 8469

PERTH BC WA 6849

Dear Robert

WESTERN POWER INFRASTRUCTURE UPGRADE FOR THE SOUTH WEST

Thank you for meeting with Shahyar and myself yesterday. Please find below a summary of the
points we raised at the meeting.

1.

It is a common myth that property developers in Denmark and Mt Barker are all making a
lot of money!

The reasons for poor economics of property development in Denmark are the very high
costs of development, lack of infrastructure and the limited labour pool in Denmark and
Albany.

Property developers in Denmark cannot absorb any further costs from Western Power in
respect to power transmission. If substantial costs were imposed on developers, it would
almost certainly kill many development projects in Denmark.

It would be difficult in the short to medium term for developers to pass on the costs directly

to buyers because the sale price must compete with other properties on the market that
have not had a Western Power transmission upgrade cost imposed on them.

Community need for serviced blocks and supply shortage

1.1 Aging population

e In 2006 approx 67,000 Australians will turn 65, compared to 2012 where approx
139,000 Australians will turn 65.

e For Western Australia, the number of people aged 65 years and over in WA will
increase substantially until 2051. In June 2002 there were 215,500 people over 65
(11% of our population). By 2051 there will be 987,100 people over 65 (30% of our
population). (Australian Bureau of Statistics Populations Projections, 2001)
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2.2

Accentuating this trend is the fact that Australians are also living a lot longer than their
predecessors did at the beginning part of the century. In 1910, the average life
expectancy for an Australian was 63 years; in 2006 it's on average 80 years.

Refer KPMG Graphs attached at Appendix 1.

An increasing number of retirees will be seeking to live in lifestyle locations such as
Denmark. An explosion in the numbers of retirees, empty nesters, baby boomers
looking for seachange/treechange destination will result in continuing increased
demand.

Seachange / Treechange phenomena only half played out

The “baby boomers” comprise the proportionally large generation that was born post-
World War Il, between 1946 and 1964. In 1950 there were 664,000 Australians aged
65 years and older, in 2006 there will be 2,700,000 and by 2026, there will be
5,200,000. (Bernard Salt, KPMG)

The massive baby boomer/aging/retirement sector of our population and the
lifestyle/seachange/treechange phenomenon is having a dramatic effect.

The great Australian “sea change” shift is a powerful trend that is here to stay. (KPMG
Population Growth Report 2005)

This coastal (sea-change) and near coastal (tree-change) shift started in 1975 and has
gathered significant momentum over the last 20 years. It will now gain further impetus
as the baby boomer generation born between 1946 and 1964 starts to retire and seeks
real estate with high “lifestyle” values. (Bernard Salt, KPMG)

A recent analysis on migration trends in WA by KPMG demographer Bernard Salt,
claims that we are in our third migration wave. At the turn of the 20th century,
migration was to the country. In the 1950’'s and 1960’s migration swung from the
country to the city. We are now seeing a distinct shift from the city to the coast, with
the South West being the hottest destination in Western Australia. (Refer map at
Appendix 2)

Mr Salt states that, “The number of Australians pushing to the coast outside capital
cities reached 66,000 or 1.8 per cent in the year to June 2004. Almost 20 per cent of
the nation now lives on the provincial coast. We now retire or simply move to lifestyle
towns within commuting distances of capital city work places.”

Australia’s coastal communities are struggling under the weight of the mass migration
of sea changers. The National Sea Change Taskforce is warning State and Federal
Governments that more money needs to be spent on providing services in these areas
before the population shift reaches a critical point. (The World Today, 5/4/06)

Seachangers are putting enormous strain on infrastructure in coastal towns along
Australia’s coastline. The WA Government is leading the way in development
solutions to minimize the impact of the expanding populations. The Australian
Government recognized the need to do something to lessen the impacts of the
seachange phenomenon and in 1994 created the National Sea Change Taskforce,
which held its first major conference in SA last year. (Slow News 12/1/07)

In summary, the above points to a significant migration to the South West, where
increased housing and infrastructure is necessary to accommodate the increasing
population.



2.3 WA Boom Set to Continue

China Boom will fuel WA Economy for a Generation, West Australian 10.01.07

“The economic boom in China underpinning the WA economy will continue for a generation. ...
growth in China would continue for decades, all the time supporting commaodity prices.”

(Dr Shane Oliver, Chief Economist AMP Capital)

“... China and India would effectively guarantee strong demand for WA minerals for a
generation.” (Minerals Council of Australia)

“China’s low costs, rapid industrialisation and urbanisation, strong consumer demand and
surging investment meant its economic fundamentals were sound.” This meant an extended
demand for WA commodities that would far surpass any previous boom in mineral prices. “We
are talking about a generational story.” (Dr Shane Oliver, Chief Economist AMP Capital)

WA Boom Will Get Even Stronger, West Australian 04.01.07

It's hard to imagine the economy growing even quicker, but that's what we think is going to
happen. The pick-up in exports has been driven by prices in the past couple of years, but now
we’re going to see the volume increase.” (WA Chamber of Commerce Chief Economist, John
Nicolau) According to the Chamber, the economy will grow 6.5% this financial year.

Boom Will March on Next Year, says ABARE, West Australian 29.12.06

“The commodities boom that has fuelled that has fuelled WA's roaring economy ... will continue
next year, with prices for many of the State’'s key minerals expected to climb even further.
Mineral and energy exports are tipped to bring in $111B, a 20% rise on last year.” (ABARE)

Boom goes West with Workers, Weekend Australian, 18.11.06

Official estimates show that the number of residents with a job (of any description) in the West's
Albany expanded by 1636, or 11.6% in the year to June 2006. No other Australian town with a
population base of more than 17,000 could match this result in this year.” (Bernard Salt),

WA Booming at Faster Rate than China, West Australian 07.09.06

“WA's booming economy has smashed more records, with the astonishing revelation yesterday
that it is growing faster than even the gang-busting economies of China and India.

WA'’s mining-fuelled economy grew at the break-neck rate of 5.6% in the June quarter, taking
the result for the year to a whopping 14%. It means the WA economy is growing not only faster
than other Australian States, but countries such as China (11.3%), Singapore (8.1) and India
(7.3%).” (Shane Wright, Economics Editor)

Economists say WA’s Boom is on a Roll, West Australian 18.07.06

Soaring levels of resources-related investment have ensured WA'’s economy is virtually bullet-
proof for at least the next 3 years, even if commodity prices fall. Resource investment has such
a head of steam in the West it will keep going strong for 2 years even if no new projects start up.
The level of investment was ultimately driving WA'’s job and population growth, as well as its
runaway housing market. (Access Economics)

The above articles are shown at Appendix 3.

The boom is going to continue and the Government needs to make the strategic
investments to accommodate this continuing future growth.




2.4

2.5

Denmark population growth projections

Between 1996 and 2001, Denmark’s percentage population grew 18.20% per annum,
(ABS 2001) and yet ABS are projecting that the Shire will grow by only another 1000
people in the next 10 years (i.e. only 3.7% p.a). Therefore, the ABS Population
Growth prediction appears to be grossly under-estimated.

The Shire of Denmark is taking the “middle road”, by projecting that the Shire will grow
by 3,600 people over the same period (i.e. only 7% pa). The Shire of Denmark’s Town
Planning Scheme No. 3 also makes provision for a “high projection” which has the
population growing by another 5000 people (14% p.a.) by 2011, which given the
growth between 1996 and 2001 (18.20%), is probably a more accurate projection of
where the Shire of Denmark population is destined to be.

See attached Denmark Population Growth graph at Appendix 4.

This population growth in the Great Southern region, will continue to be much higher
than WAPC estimates. This is because the WAPC'’s population projections continue to
be based on historical, overall State data and do not take the following into account the
following dynamics:

0 Seachange/treechange phenomenon;

o0 Baby boomer population;

0 Booming regional economy;

o Improved Communication Technology; and
o0 ‘“Ripple Effect”.

Albany, Denmark and Mount Barker are in the middle of an economic, population and
property boom, which is reflected in the median house price movements recorded over
the last year (Albany increased by 27.4% to $455,000 and Denmark increased by
44.8% to $380,000 (RP Data Aug 06). The movement towards Denmark and other
towns, for this reason, is called a “ripple effect”.

In a study of Australia’s 70 largest urban centres where job growth outpaced
population growth in the year to June 2005, Albany was placed at No. 12 in Australia,
where the percentage of job growth in the year to June 2005 was 6.7%. This points to
a significant migration to Albany and surrounding areas, thus creating a shortage of
housing in the immediate area. (Bernard Salt)

According to Grant Solomon, partner of Albany Valuation Services, “There is an
increase in the movement of buyers from Dunsborough, Margaret River and Busselton
to Denmark/Walpole localities because these areas represent a similar feel in nature to
what Margaret River and Dunsborough had 10-15 years ago”. (Sunday Times 7/3/04)

Realistic projections are that Denmark will continue to grow at a rate of 14% pa
through to at least 2011, creating an urgent requirement for new infrastructure to
cater for the movement of people from cities to coastal towns.

Shortage of land

There are now dozens of towns in the South West and Great Southern where demand
has outstripped supply. This phenomenon has seen land prices spiral and families
replaced by “cashed up” retirees or semi-retirees, and a disproportionately large
transient tourist population.



In the past 12 months, the median house price in Denmark jumped 44.8% to $380,000.
(RP Data, Aug 06)

Property values have risen quickly to the point that affordability is now an issue for
people who wish to purchase real estate in Denmark.

In the boom state of WA, Perth’s current shortage of only 656 lots was expected to
blow out to a 57,377 lot shortage. (National News 13/1/07)

Land supply must be increased within Denmark and surrounding areas, supported
by the necessary infrastructure, in order to meet demand and keep property values
reasonable.

3. Government’s Policy on who pays for remediation of power shortage needs
to consider both Economics and the Community

3.1 Economics

The concept of “user pays” and Western Power’s rate of return being augmented by
contributions from developers is not sustainable because:

o Developers cannot absorb additional costs because of the already high cost of
development in towns such as Denmark.

o Costs cannot be immediately passed on to purchasers because new properties
have to compete with older properties that have not had to pay the cost of Western
Power transmission line upgrades.

o0 Imposition of costs on developers will deem many projects uneconomical and add
to the land shortage crisis.

o0 Many purchasers cannot afford to pay for Western Power’s transmission upgrades
either because of affordability reasons and the already very high cost of properties
in Denmark. Any complications, such as lack of power, will push house prices up
further.

Apart from the number of applications firmly approved in the system, the method of
calculation needs to take into account the much larger numbers of lots that will be and
needs to be created in the future to cater for the aging, seachange/treechange people,
and the movement of people from cities to coastal towns.

3.2 Community needs and expectations

Government has an obligation to provide services to the community and meet the
needs and expectation of the community both now and in the future.

It is obvious that there is a strong community need for new lots to be released in towns
like Denmark. This need is likely to continue in the future, due to reasons outlined
previously such as aging population, seachange/treechange phenomena, continuing
WA economic boom and migration into WA.

The Western Power Website reads:

0 “Western Power is responsible for the safe, reliable and efficient distribution and
transmission of electricity in the South West Interconnected System. We connect
electricity to homes, offices and factories and maintain and upgrade the electricity
network.”



o “In 2005 the State Government gave a budget commitment of $2.23 billion to
maintain and upgrade the network over the next 4 years. In response, Western
Power has developed an extensive programme of works to improve the capacity
and reliability of the network.”

0 “During 2005/06 we will spend $190M on the transmission network to ensure
electricity supplies are secure and that we can meet continuing growth in demand.”

0 “There continues to be a high rate of growth in the area of residential subdivision,
which in turn drives commercial and industrial development. We estimate that,
over the next 4 years, $210M will be spent on connecting new domestic and
commercial customers.”

4. Recommendation

e The draft policy to be approved in March must recognize that Government needs to
make the strategic investments in upgrading the power infrastructure in Denmark to be
able to serve the increasing power needs of the community both now and in the future.

e The Minister has stated that these capital contributions can be large and
sometimes it is not feasible for the developer to pay. He recognises the
importance of this issue and asked Western Power and Office of Energy to
examine an alternative means for funding these capacity enhancements which
will present less of a financial barrier to developers, while continuing to adhere
to the user pays system (see Appendix 5).

o If Government decides that some of the costs of upgrading Western Power’s
transmission infrastructure should be passed on to developers, a cost cap
needs to be included in the policy. We recommend that the cost cap not exceed
$500 per lot to ensure development projects do not become uneconomic and
that affordability is not excessively impacted.

e We request that our recommendations be incorporated in the draft policy being
currently prepared for the Minister’s consideration.

FARYAR GORJY SHAHYAR GORJY
Director Director
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Baby boomers just won't die!
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It doesn’t get any better after 43-48

Last 20 years Next 20 years

‘Rich’ live
longer
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Boomers at their peak until June 2006 ... then the slide begins




The rise of the boomer retiree will change
attitudes to retirement next decade

1950

150000 140,000

140000
130000
120000
110000
100000
20000
80000
70000
60000
50000
40000
10[0]00)

20000
" IIII ||l||

1950 195¢ 0 1965 1970 1875 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

Source: Ausltralian Hislorical Population Statistics (2004) & Populalion Pr ojeciions, Australia, 2004 1o 2101(2005)

oo | {fisi |
2005 KPMG. an Aastrallar partnership, is gart of the KPMG Intarational petwork, KPME Inlerrational s a Swiss cuoperative, All rights resarver I(P G |
o o -

16 KPPy




Different generations ... different values

Boomers

Born 1946-1961
Now aged 44-59
4.1 million

|dealistic; career-
orientated;
consumerist

Promoted ‘young’ and
propped

Peak income earning
1991-2005

« Succession planning,
advisory boards, non-
executive directors

Inter-generational fight

Gen X

Born 1961-1976
Now aged 29-44

4.4 million

Realists; cynical

Held back by “old fart
log-jam”

Peak income earning
2006-2021

Assuming positions
of high office now

Must deal with baby
boomers in
retirement

L ]

GenY

Born 1976-1991
Now aged 14-29
4.6 million (ultimately)

Experiential; ethicists;
uncommitted to career;
relationships

Extended adolescence

Helicopter kids;
Kippers

Peak income earning
2021-2036

Technology savvy:;
global thinking

Inherit boomer wealth

KPVIG.
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Bleeding bush ... and the blooming beach
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Denmark Population Growth APPENDIX 4
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Your ref: JT712/Sub-31 _ OFFICE OF THE MINISTER
Our ref: 18-007492
Mr Terry Redman MLA
Member for Stirling
PO Box 61

MOUNT BARKER WA 6324

f
Dewman w 7

POWER SUPPLY IN DENMARK AND WALPOLE

Thank you for your letter of B December 2006 advising of your constituent’s concems on
long-term power supply in Denmark and Walpole and your proposal for addressing this.

Network infrastructure is by its nature long lived and it takes some time to consult and
obtain approval for new line routes and for this infrastructure to be constructed,
Consequently, Western Power has historically always undertaken long range planning to
deal with future load growth and updates these plans annually.

However Western Power is required to operate in a commercial manner and utilise its
resources and assets in the most efficient manner to provide the electricity network
infrastructure needs of the South West region. To do this, it must adopt a prudent mix of
short term and longer term solutions. As such, it will sometimes be more efficient to install
a Jow capital cost gggk&!_gpgn;\g@dajgsq for a period until the load growth is sufficient to justify
the inétallation of a longer term and irore expensive transmission or distribution solution.
New network infrastructure typically has a high capital cost that in some cases, especially
at the extremities of the grid, is not recovered through the usual access charges paid by
network users. In these cases, where the need to increase the capacity is triggered by a
new development, the developer is asked to provide a capital contribution to fund the
uneconomic part of the investment. The developer subsequently receives rebates when
other users connect to the new infrastructure.

However these capital contributions can be large and sometimes it is not feasible for the
developer to pay. | have recognised the imporiance of this issue and have asked Western
Power and the Office of Energy to examine the matter to find alternative means for the
funding of these capacity enhancements which will present less of a financial barrier to
developers, while continuing to adhere to the user pays principle.

10th Floor, London House 216 St Georges Terrace Perth WA 6000
Telephonc (08) 9222 8950 Facsimile (08) 9222 8951
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In some cases, developments will be reliant on additional funding from the Government in
order to proceed. In these cases the Government will need to consider the merits of each
development and assess them against other projects competing for the limited funds
available and decide which projects are to be supported.

| appreciate your recognition that this is a serious and complex issue and that well
considered longer term approaches are needed. Westemn Power and the Office of Energy

are giving the matter their urgent attention and | expect them to report back to me early in
the new year.

Yours sincerely

FRANCIS LOGAN MLA

MINISTER FOR ENERGY
[ -7 JANZO
'
D) ﬁ; W d%‘* A P/’ Ly)

~ Ll b Mk G e for 0 F




	Submission re South West - email version non-economics.pdf
	YARAN submission - Appendix 1 & 2.pdf
	YARAN submission - Appendix 3.pdf
	YARAN submission - Appendix 4.pdf
	YARAN submission - Appendix 5.pdf

