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eyMCC
- About Us J e

At MCC Economics, we harness the power of economic analysis to drive informed decisions
and shape tomorrow's success.

Our expertise include:

oRegulatory Economics
o Public-Private Partnerships

oData Science

oFinancial Modelling
oFinancial Strategy
oEconomic Analysis

o Consultation Analysis
oResearch and Data Analysis
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Overview

Over the past decade, we have seen a radical
transformation in consumer engagement in regulation
in Australia. Previously, there was a saying that
“regulation is something that gets done to consumers”.
Consumers had little input and influence on the process
but had to reach into their pockets to pay for the
outcome.

We are now seeing a growing maturity in consumer
centric regulation where consumers are able to
influence and own outcomes.
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— Fundamentals for Excellence

Consumer Engagement Matters Understanding the Social Licence

When it Goes Badly When it Goes Well

Commitment from the Top The Right Attitude

7 Growing Consumers Consumers as Partners

Set the Right Incentives Engagement Activities
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- 1. Consumer Engagement Matters

What can consumer engagement add?
What is to be gained from the extra time,

resources and cost of engaging with your
consumers?

The short answer: there is much to be gained \V/

and much to be lost. Consumer engagement, \
done well, is a supercharger for company value

and a strong antidote to serious afflictions.

Done badly (or not done at all) it is the road to
destruction.
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- 2. Understanding Social Licence

Twenty years ago, the term “social licence” was little known. Now it is everywhere. It is not
sufficient to have all the necessary regulatory and legal approvals, you also need the
goodwill of the community to operate. Here are two good outlines of the concepit.

1. The Ethics Centre
2. Infrastructure Partnerships Australia

The social licence to operate is made up of three components:

Credibility
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3. When it Goes Badly (o

The rise of social licence, in part, has been in

response to high profile incidents of poor conduct.

wﬂfLocKﬁji:'
the GATE

To Gas & Mining Companies

Warning: Trespass is an Offence

1. Australian Banking Royal Commission el e e Dl b el

2. Australian Energy Regu|qtion www.protectlimestonecoast.org.au
www.lockthegate.org.au
3. Close the Gate

Unfortunately, there are many, but here are a few

to illustrate the point.
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4. When it Goes Well

It is harder to identify examples of good
consumer engagement because when it is
done well, it is quiet, there is no media

attention. Here is one example:

1. Powerlink Queensland electricity

transmission decision 2022

Final Decision

Powerlink Queensland

Transmission Determination
2022 to 2027

(1 July 2022 to 30 June 2027)

April 2022
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- 5. Commitment from the Top T e

We have seen two regulated businesses undertake
almost identical consumer engagement activities with
one being a great success and the other a
disappointing failure. The distinguishing characteristic
being the involvement at the top of the organisation:

/R W’\

-In the second, the CEO told the staff to go away and ‘ S~ ‘

do something on consumer engagement. There was
no link back to the regulatory proposal, let alone the
day-to-day operation of the business. The staff had
no authority to influence outcomes and consumers
disengaged.

*In the first, the Board and CEO made it a priority,
directly engaged with consumers at events and
provided their teams with authority to reach
outcomes.
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6. The Right Attitude e

If you only take one lesson from this paper this is it: attitude is everything. Attitude makes the
difference between great success and destructive failure.

Sincere engagement requires:

1. 2. 3. 4.

Commitment from Openness to new
network businesses ideas and a
extending from their willingness to

Ongoing engagement
with consumers
about outcomes that

Ensuring consumer
confidence in the
engagement

matter to them,
which allows
consumers to ‘set the
agenda’

process and
alleviating concerns
consumers may
have

Boards & Executives change.
to giving effect to
consumer
preferences.
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- /. Growing Consumers

The regulator can play a role in growing
consumers. In the early days of the AER,
regulatory determinations were a very one-
sided affair. During one budget round, the

Australian Government provided funding for . l‘

the AER to establish a Consumer Challenge ‘

Panel (CCP). .'.
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= 8. Consumers as Partners

The best consumer groups operate on an
ongoing basis outside of the regulatory
process, but with special resourcing and
focus during the period when the
regulatory proposal is being developed.
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- 9. Set the Right Incentives

In some cases, there are natural incentives for consumers and suppliers to effectively
negotiate outcomes with little regulatory input. Typically, these are situations where
consumers are large and well-resourced and there is a degree of countervailing power.
However, in most cases there is not sufficient balance between the supplier and their
consumers and some other incentive is needed.

The following are a range of options we have observed:

5.
Merits
Review

4.
Financial
Rewards

3.
An Easier

Regulatory

2.

Reputation

1.
Self-starting

Process
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- 10. Engagement Activities

We have listed this topic last because it is the least
important. In the early days, some businesses would
approach the regulator and ask for a check list of activities.
It is important to have a well considered and broad
engagement plan. Such a program takes considerable time

to execute. If you have not started at least 18 months before

you lodge your proposal you are in big trouble.
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11. Customer Engagement Practices - Ofwat PR19 & PR24
THE DOs THE DON'Ts

Customer Challenge Groups: CCGs ensured that Comparative Information: Some CCGs lacked
research covered key consumer areas and informed comparative data to evaluate business plans
PR19 performance commitments. effectively.

Extensive Customer Research: PR19 drove consumer-
focused plans prioritizing service quality and
sustainability, improving alignment with customer needs.

Lack of Standardizations: Varied engagement
practices across different companies led to
inconsistencies.

Clear Line of Sight: When companies aligned
business plans with customer engagement results, it
better met customer needs.

Complexity in Engagement: Customers struggled
to engage with more complex and technical areas
of price control.

Affordability Issues: Concerns arose that some
business plans overlooked affordability for
vulnerable groups

Co-creation: Companies were encouraged to involve
customers in creating solutions for challenges like
supply-demand imbalances.

Collaborative Research Approach: A collaborative
approach to research was emphasized to reflect
customers’ views more effectively for PR24.

Nationwide Research Over-reliance: Focusing too
much on nationwide research could overlook local
issues and reduce direct customer engagement.

Governance and Funding Challenges: Establishing
governance and securing funding for collaborative
research were key concerns.

Inclusiveness: PR24 research aimed to include diverse
audiences, ensuring their views shaped decisions.
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12. Customer Engagement Practices - Ofgem RIIO-1 & RIIO-2 — ™™
THE DOs THE DON'Ts

Consumer Challenge Groups: Independent groups Complexity and Consistency Issues: Inconsistent
ensured consumer needs were reflected in network engagement practices across regions highlighted
plans and services for RIIO-1. the need for standardized methods.

Enhanced Engagement: RIIO-1 introduced
consultations and panels to better integrate
consumer views.

Governance and Oversight: Need for stronger
governance to ensure adherence to engagement
commitments.

Customer Satisfaction & Target Achievement: GDNs
and DNOs exceeded satisfaction targets and met or
surpassed their performance goals.

Variability in Performance: Inconsistencies in
meeting service targets, leading to penalties. For

Of em e.g., Cadent paid £24 million for reliability failures.
Innovation: NIA and NIC funded projects like robotic g
roadworks and hydrogen pilots, enhancing customer
service.

Complexity and Resource Intensity: The resource-
heavy engagement process and frequent updates
posed management challenges.

Enhanced Stakeholder Engagement Model: RIIO-2
introduced CEGs and a Challenge Group for independent
scrutiny and active stakeholder participation.

Variability in Engagement Quality: Inconsistent
implementation of engagement processes caused
challenges with CEGs' independence.

Open and Transparent Process: Publishing Business
Plans and holding Open Hearings increased transparency
with independent reports influencing decision-making.

Impact of External Factors: COVID-19 disrupted
engagement activities, underscoring the need for
flexibility and contingency planning.
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Thank You -

PJ MCCLOSKEY WARWICK ANDERSON
DIRECTOR ASSOCIATE DIRECTOR

Conta Ct us at: @ help@mcceconomics.co.uk

G UK: +(44) 7402 255584
UAE: +(971) 58 588 7584

0 Kemp House, 160 City Road London, EC1V 2NX, United Kingdom
Al Sarab Tower, Abu Dhabi Global Market (ADGM), UAE
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