[image: image3.jpg]&UnitingCared



[image: image4.png]




[image: image5.jpg]


[image: image6.jpg]





Contact:

Mark Henley

Energy Advocate
UnitingCare Australia

08 8202 5135

0404067011

mark.henley@unitingcommunities.org.au

Discussion Paper 
– Consumer Engagement in Energy Regulation and Policy

Context

There have been a range of recent energy policy and regulation processes that have identified a need for greater consumer engagement. These processes include:

1. Standing Council on Energy and Resources (SCER) and Council of Australian Governments 

“SCER endorsed the strengthening of consumer input into network pricing decisions and noted the Commonwealth’s proposal to establish a Consumer Challenge Panel within the AER to ensure that consumers are better represented within regulatory decision and appeal processes. SCER further agreed to develop, in close consultation with consumer bodies, a proposal on the form, scope and funding of an institution that would be a strong national advocate for consumer interests that is well equipped to contribute constructively to energy policy and market development issues.” SCER report to COAG 7/12/13, endorsed by COAG
2. Productivity Commission
“the overarching objectives of the regulatory regime is the long term interests of customers. This objective has lost its primacy as the main consideration for regulatory & policy decisions. Its pre-eminence should be restored by giving consumers much more power in the regulatory process” (p 2) Productivity Commission
3. Australian Energy Market Commission (AEMC) 

“A number of the amendments made also attempt to address a lack of focus on

consumer engagement and participation”

– AEMC RULE DETERMINATION, National Electricity Amendment (Economic
Regulation of Network Service Providers) Rule 2012 and National Gas Amendment (Price and Revenue Regulation of Gas Services) Rule 2012, 29th November 2012

4. Australian Energy Regulator (AER)

The AER has included “Network service provider customer engagement guidelines” as one of the 7 streams of it’s 2013 “Better Regulation” program

What is Consumer Engagement?
There are a number of slightly different terms in the quotes above:  “consumer input”, “consumer representation”, “consumer interests”, “consumer … power”, “consumer engagement” and “consumer participation.” There are other terms used as well, but these provide a useful starting point for this paper, which seeks to unpack the concept of “consumer engagement” in energy markets to tease out the range of processes for involving consumers that we suggest are implicit rather than explicit in current debates.

To start with, we are using “consumer engagement” for energy consumers as a collective term for a set of terms, including those in the previous paragraph, that suggest some sort of consumer involvement with aspects of energy market function. The purpose being to make energy network regulation more accountable to end consumers, in the long term interests of consumers,
So we are also commencing with an understanding that, at least in the current context, “consumer engagement” is one or many processes which are expected to improve the ability of the National Energy (and Gas) Objective (NEO/NGO) to be met.

The National Electricity Objective, as stated in the National Electricity Law is:
To promote efficient investment in, and efficient operation and use of, electricity services for the long term interests of consumers of electricity with respect to:
1. price, quality, safety, reliability, and security of supply of electricity; and  

2. the reliability, safety and security of the national electricity system. 
The main interest of Uniting Care Australia is in the application of the NEO to small energy consumers: households and small businesses, and as such, concur with the Productivity Commission’s conclusion that the NEO has ‘lost its primacy’ in energy market focus over recent years. One outcome of this has been the increasingly high and unsustainable energy bills that some customers are receiving.

In seeking to better understand “consumer engagement” we consider a selection of concepts, from different disciplines, that we suggest all inform the current use of the term “consumer engagement”.

Community Engagement  (From Community Work)

Most Uniting Care agencies apply “community engagement” principles to their work, and for this paper, we consider the term “community development” to mean the same thing as “community engagement”(recognising that this is somewhat controversial for some practitioners). We understand communities to be groups of consumers, so the concept is not so different from “consumer engagement”.
The Canadian Tamarack Centre for Community Engagement
 is recognised as a leader in developing and documenting “Community Engagement” practice; they define the term:

Community engagement is “people working collaboratively, through inspired action and learning, to create and realize bold visions for their common future.” (Tamarack, 2003)
Closer to home, Planning NSW has used the following definition:

“The term community engagement broadly captures public processes in which the general public and other interested parties are invited to contribute to particular proposals or policy changes. Community engagement has the potential to go beyond merely making information available or gathering opinion and attitudes. It entails a more active exchange of information and viewpoints between the sponsoring organization and the public, however this public is defined.” 

While the Queensland government has been using the following definition for a decade

“Community engagement refers to arrangements for citizens and communities to participate in the processes used to make good policy and to deliver on programs and services.” 

Sovereign Consumer (from Economics)

Consumer Sovereignty 
“is the idea that it is consumers who influence production decisions. Firms will respond to consumer preferences and so produce the goods demanded by consumers.”

It is the idea that consumers influence the production decisions of (efficient) firms by voting with their spending, the idea that ‘the consumer is king’ and so makes the decisions for the market, which then competes to deliver what the consumer wants at the best cost and quality.

So consumer engagement here means that individual consumers know what they want, are fully informed about market choices, and are able to get what they want by actively engaging in the market through their spending decisions.

Public Participation (from Urban Planning)

The International Association of Public Participation (IAP2) defines Public Participation as:

“public participation is a process to make better decisions that incorporate the interests and concerns of all affected stakeholders and meet the needs of the decision-making body.”

Public Participation processes tend to be mainly applied to decision making about large (and often controversial) projects for example building major new roads, large scale urban developments –  including residential housing and new businesses, siting of wind farms etc.
Public participation seeks to enable conflicts between competing interests to be resolved though active negotiation – often time limited and intense.

(Consumer) Advocacy (from Law)
While the concept of advocacy is heavily nuanced, a core definition is:

“Advocacy is the act of speaking on the behalf of or in support of another person, place, or thing”.

In a court of law, an advocate speaks on behalf of the accused, or victim. For consumer engagement in energy markets, advocacy generally refers to consumer groups who speak on behalf of broad or more specific groups (eg people with health needs) of energy consumers. 
We observe that each of these concepts offer some contribution towards a better understanding of energy consumer engagement, but also suggest different purposes and hence different approaches to achieving outcomes.

The International Association of Public Participation (IAP2) has developed a ‘spectrum of public participation’ which we suggest is a useful way of ordering the range of energy consumer engagement processes. The IAP2 spectrum is shown in Appendix 1 and starts with the “Public Participation Goals” spectrum: Inform; Consult; Involve; Collaborate; Empower.

For energy consumer engagement, this spectrum is very helpful in identifying the range of processes that can be considered as part of this engagement.

Before further developing this line of thinking, we suggest that there is another, related question that warrants some attention: the purpose of consumer engagement.
Consumer Engagement: For what purpose?

We observe that Consumer Engagement is seen as constructive for a range of reasons associated with energy companies, regulators and governments meeting the NEO, the long term best interests of consumers.  Purposes for energy consumer engagement include:

· Informed consumers; this is an essential condition for effectively competitive markets.
· Conflict resolution; this refers to processes that enable consumers and energy companies to resolve differences about pricing, reliability and other areas where consumers and companies are in dispute.
· Drivers of market efficiency. Efficient markets need companies to be informed by consumer preference and responsive to these preferences, as indicated in the quote below from the Limited Merits Review.
· “Specifically, the Panel considers that a greater focus on the long-term interest of consumers opens up greater possibilities for the development of stronger incentives for NSPs to be dynamically efficient.”  (Limited Merits Review)
· Meeting regulatory requirements; while not a helpful attitude, some companies may consider consumer engagement to be meeting minimum regulatory requirements to avoid sanctions.
· Promote consumer welfare; various comments from government and regulators suggests that a constructive and mutually informed two way relationship between energy companies and consumers will improve individual and aggregate consumer well being.

There are a number of purposes for consumer engagement, some quite specific while some are at cross purposes to others. The purpose also varies with the proponent, with energy companies, governments, regulators and consumers themselves, all having differing reasons.
Uniting Care Australia has developed the following hierarchy of energy consumer engagement as an attempt to arrange a suite of consumer engagement purposes and foci.

Hierarchy of Consumer Engagement

A diagrammatic representation of a hierarchy of energy consumer engagement is given as Appendix 2, the key stages from our proposed hierarchy are listed below.
· Consumer pays bills on time, initiates ringing retailer with concerns, ‘energy literate’.

· Consumer responds to specific price signals, eg by moving to a market contract / switching retailers when prompted by marketing.
· Sovereign consumer (Price minimising; actively seeks out best energy deals and implements energy efficiency measures, including solar hot water / PV)
· Consumer gives tacit /passive support for others to advocate for them in a more systems based manner.
· Consumer groups respond to energy regulatory processes, provides input and commentary.
· Consumer groups are proactive regarding specific and emerging issues.  These groups are recognised by authorities as important voices more generally.
· Engaged consumer groups create and lead debates on reform, eg input to network business regulatory bids, Merits reviews.
· Organised consumers achieve lasting change, including through direct negotiation with businesses.

There are two key ‘progressions’ through this hierarchy that we wish to highlight:

1. Passive to proactive responses

2. Individual to Collective Responses

Individual to collective responses
The hierarchy suggests that a base level starting point for energy consumer engagement is individual customers having a reasonable level of understanding of their energy use and costs, paying their bills on time and being prepared to ring their retailer with questions or concerns. In progressing from level 1 through to level 8, the focus of consumer engagement moves from individual consumer activity to collective responses, which achieve greater levels of interaction between individual and organised consumer groups, with progression through the hierarchy. The transition occurs at about level 4 in this model, where individual consumers are ‘advocated for’ on the basis of either no direct discussion with individuals or after reasonably shallow, occasional attempts to gain information from individual consumers. We suggest that the best outcomes are achieved when groups representing consumers have regular and systematic dialogue with large enough numbers of individual consumers that direct negotiations with energy businesses are well informed by the diversity of consumer experience.
Passive to proactive responses

The hierarchy also indicates a progression from passive and benign individual consumer relationships with energy markets, through to much more proactive engagement that demands industry (and regulator/government) attention. The more proactive, the better the outcomes for all parties.

Table 1:  Examples of engagement at each level of hierarchy

	Consumer Engagement Function (IAP2)
	Hierarchy
	Examples of Actions

	Inform
	‘energy literate’.
	· Energy Literacy 

· Aware of retailer and calls when necessary

· Consumer education strategies

· Concessions

	Inform
	Responding to specific price signals
	· Switching n.b. AER “Energy Made Easy” website

· Home Energy Audits

	Inform 
	Sovereign consumer
	· Energy Efficiency measures applied

· Energy efficiency  Housing and product design standards 

· Benchmarking reports from regulators

	Consult
	Tacit /passive support for others to advocate
	· Issues papers in Regulatory processes

· NSP’s gaining more informed estimates of future demand

· Consumer Challenge Panel

	Consult
	Responds to energy regulatory processes
	· Submissions from Consumer Groups to regulators

· Consumer Advisory panels

· Consultant reports

	Involve
	Proactive re specific and emerging issues
	· “Show your bills” days

· Engagement in media commentary

	Collaborate
	Engaged: Create and lead debates on reform
	· Trials with energy companies re innovative approaches

· Merits review input

· Initiating Rule Changes

	Empower
	Achieve lasting change, eg direct negotiation with businesses
	· Negotiated Settlements
· Direct negotiations


Table 1 collates the various concept discussed above and seeks to locate a range of potential programmatic responses to consumer engagement within the hierarchy that we have suggested as well as locating actions within the IAP2 spectrum on functions.

Note that actions to improve energy consumer engagement are not mutually exclusive, nor is one single action a best action. Rather, actions build on each other, progressing through the hierarchy.

How is Consumer Engagement done – Many approaches

There are many specific actions that improve consumer engagement, many are self explanatory, but some warrant some further explanation:

1. Energy Literacy. This term refers to specific campaigns and programs designed to help consumers to better understand their energy bills and their energy use. There is a role for energy literacy, but we are wary of any approaches that attempt to put unreasonable responsibility on consumers to be able to understand complex ‘offers’ from energy marketers. In short, a ‘buyer beware’ attitude is unacceptable.

2. Consumer Advisory Panels. In particular this refers to consumer advisory / reference groups established by network businesses, retailers or any other stakeholder interested in consumer opinion. The 2012 AEMC rule change regarding network regulation proposes that businesses seeking regulated price increases will need to demonstrate to the AER that they have consulted with Consumers, most likely through Consumer Advisory Panels

3. “Show your bills” days.  These are local level community events where customers can show their bills to community workers or possibly representatives of retailers or ombudsman, to check whether they are paying too much and to get information about how they may be able to reduce energy costs.

4. Rule Changes. National energy markets are managed by a set of rules which can be changed through a prescribed process that is managed by the AEMC (Australian Energy Market Commission).
5. Negotiated settlements; (in the context of network regulation) entails energy users (and other network users) to negotiate with Network Service Providers in order to settle issues such as prices, revenues, expenditures and service standards. Where settlement can’t be reached, regulators would then determine these things. Traditionally regulatory determinations become the approach of last, rather than first, resort.

The argument for negotiated settlements are that they are quicker, less expensive and adversarial, that they promote better understanding, more accurately reflect the views of the parties and allow more creative solutions than regulatory commissions are capable of delivering.

The arguments against negotiated settlements are that they lack transparency, that users are not capable of negotiating in their long term interests, that users can not be sufficiently well informed to negotiate effectively, and that large consumers benefit disproportionately (relative to small consumers).

What’s best?
It is not the intent of Uniting Care Australia to further discuss the processes and the detail of achieving consumer engagement in this paper, which may well be the subject of a later paper. At this stage we wish to encourage discussion about what is understood to be energy consumer engagement and what is desirable.

For Uniting Care Australia, the objective of energy consumer engagement should be “giving consumers much more power in the regulatory process” as recommended by the Productivity Commission. For community workers, this concept is expressed as “empowering consumers”, with particular attention being given to empowering consumers who are least powerful. This means finding ways of maintaining direct and ongoing participation of consumers in energy regulation, rule making and legislative processes and asking clear questions that inform network businesses and the regulator and which are presented in a manner that enables clear consumer response.
We are committed to consumer engagement processes that involve ongoing input from a diversity of residential and small business energy bill payers, channelled through community based organisations that are adequately resourced to be conduits between such consumers and utility companies, and to seek expert advice to augment consumer based experience.

We also recognise the importance of engagement with a diversity of consumer experiences and opinions, from communities across Australia. Uniting Care Australia is particularly interested in the poorest half of Australian households.
Responses

Feedback and comments about this document are welcome and should b e directed to:

Mark Henley

Uniting Care Australia Energy Advocate

Ph (08) 8202 5135

Mob 0404 067 011

Email: MarkH@unitingcommunities.org
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