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Competitive Metering 
 
As states have moved toward electricity deregulation, meter responsibilities were frequently 
deregulated or unbundled from maintenance of the wires system, along with other potentially 
competitive functions.  Such is the case in Texas. The following metering provisions were 
adopted as part of the Texas restructuring law: 
 

• Metering services provided to commercial and industrial customers are to be provided on a 
competitive basis beginning on January 1, 2004. 

• Metering services provided to residential customers shall continue to be provided by the (TDSP) 
until the later of September 1, 2005, or the date on which at least 40 percent of those residential 
customers are taking service from unaffiliated retail electric providers. 1 
(Italics added.) 

(Note:  through the first 27 months of competition, fewer than 12 percent of eligible customers had 
switched providers.) 
 
As confirmed by legislative testimony prior to the passage of SB 7, the premise behind 
competitive metering has been that a free market will spur the acceleration of advanced metering 
by enabling new market participants to offer customers an array of new technologies through a 
number of market channels.2  Competition was touted as the catalyst for a transformation of the 
metering industry, much as telecommunications deregulation stimulated the move from the black 
rotary phone to the wide choices available today.  Proponents predicted that retail electric 
providers, energy service companies, and other third parties would offer metering services as 
part of a package of additional products and services to their customers, thereby empowering 
energy-conscious consumers to gain control of consumption and costs.  
 
At the time SB 7 was being debated and approved, competitive metering structures in various 
other states were just getting underway.  Since that time, a clear trend has emerged:  If the 
objective of competitive metering is to increase the number of advanced meters in use, then 
competitive metering has failed universally: 
 

• In California, despite a concerted effort by the Public Utilities Commission involving the 
development of meter standards and the certification of meter service providers and data 
management agents, virtually all new market participants have withdrawn from the 
market, adding to that state’s list of failures under electricity restructuring.  (In a belated 
yet aggressive move to shore up its demand response resources, the California legislature 
in 2001 appropriated $30 million to help finance advanced meters for large commercial 
customers, and has rewritten its metering rules to encourage or require advanced meters 
among the other customer classes.3)  Competitive metering in California today is limited 

                                                 
1 Texas Public Utility Regulatory Act as amended by Senate Bill 7, 1999; Section 39.107. 
2 Testimony by Enron and others before the Texas Senate Interim Committee on Electricity Restructuring, Amarillo 
field hearing, Dec. 12, 1997. 
3 California PUC Rulemaking R.01-06-001. 
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to a group of customers who were grandfathered under the state’s Direct Access retail 
competition program, no longer open to new customers. 

• In Pennsylvania, which implemented rules for competitive metering in four TDSP service 
areas in 1999, fewer than 200 advanced meters were deployed over the first two years of 
the program,4 and the state eventually disbanded the agency it created to develop 
protocols for data transfers by competitive metering service providers.  

• In Massachusetts, the Department of Telecommunications and Energy—equivalent to the 
Texas PUC—successfully recommended just prior to launch that the state’s unbundling 
of metering-related services be reversed or postponed. After noting that commenters had 
reached “broad consensus. . . . regarding the importance of advanced metering,” the 
report concluded that metering-related services “(1) would be extremely complex to 
implement in the near term and would divert energy more productively devoted to 
promoting advanced metering by electric distribution companies, (2) would not produce 
benefits (i.e., the efficient implementation of advanced metering equipment) that would 
otherwise be realized through the existing regulatory framework, (3) may not result in 
cost savings to customers, and (4) would result in significant disruptions in distribution-
company employee staffing levels.”5 

• Arizona abandoned its efforts at competitive metering implementations early in the 
process. 

• New York rewrote its manual on competitive metering after failing to attract any market 
participants to the program in its first year.  Meanwhile, the New York State Energy 
Research & Development Authority (NYSERDA) has been separately financing a broad 
deployment of IDR meters for commercial customers, irrespective of the competitive 
metering market. 

 
Texas’s slow-developing experiment in enabling competitive meter ownership will likely 
produce another example of how the lure of competition falls short of expectations.  REPs that 
are struggling to execute in the new market have little or no incentive to own their customers’ 
meters, and even the prospect of making additional services eligible for competition has attracted 
only a few potential new market participants to exploratory stakeholder meetings.6 
 
For both regulated utilities and competitive entities that may be evaluating metering upgrades, 
uncertainty equals stagnation, and uncertainty currently prevails in Texas.  The multi-year 
transitional phase from regulation to metering competition has produced perhaps the least 
conducive environment for small customer meter upgrades.  REPs and other third parties cannot 
install meters, and TDSPs are wary of stranded costs that must be addressed through the “true-
up” process with competitive metering on the horizon.  The long-term outlook for residential 
customers is even more uncertain, with the activation of competitive metering dependent on a 
shift of 40% of customers to unaffiliated REPs, and current switch rates low.  The law’s wording 
creates an environment of perpetual uncertainty that will continue to hinder advanced meter 
upgrades indefinitely. 

                                                 
4 Pennsylvania Public Utility Commission, Advanced Metering Activities Reports, years ending Oct. 31, 1999, Oct. 
31, 2000 and Oct. 31, 2001 
5 Massachusetts Dept. of Telecommunications and Energy, Report to the General Court on Metering, Billing and 
Information Services, Dec. 29, 2000. 
6 Competitive Metering Working Group, ERCOT, Feb. 4-5, 2004. 
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ERCOT’s wholesale market structure also poses challenges to competitive metering.  The ability 
of loads to bid directly into the wholesale market is limited to REPs, and customers (typically 
large industrials) who are registered and approved under either the LaaR or BUL programs.  
Prohibiting third parties from bidding demand resources directly into the market limits the 
incentives that energy service providers and other parties have for including meters as part of 
their service offerings.  
 
 
Why Competitive Metering Hasn’t Worked 
 
The key lesson drawn from other states is that deregulation of metering services by itself—
unaccompanied by additional market development incentives and protections—fails to bring 
advanced meter upgrades to smaller customers.  This challenge confronts the on-going PUCT 
rulemaking projects on Competitive Metering7, which are striving to produce a system that 
avoids the failures of other states.  If a workable model is to emerge from the process, it must 
overcome the following barriers: 
 

1. Scale: When achieved, scale greatly enhances the attractiveness of advanced metering 
deployment, but has proven impossible to achieve—and difficult to envision—in an 
environment where unregulated entities are competing for individual customers on a 
case-by-case basis.  Mass deployment dramatically reduces installation costs, and allows 
the meters to be read by broad-based communications networks that enhance the value of 
the data by speeding its time to market. 

2. Chicken and the Egg:  Without time-sensitive electricity price offerings by REPs, the 
market for advanced meters will not accelerate.  With policy issues such as competitive 
metering looming, REPs will not take on developing products and pricing options until 
there is clarity around this issue.  

3. Splintered benefits:  In a competitive retail electricity market, the benefits of advanced 
metering are spread across multiple entities (e.g., meter service providers, REPs, TDSPs, 
customers and the system operator), reducing the incentive that any single entity has to 
market or own the meter. 

4. Risk of stranded costs:  If meters are tied to retail electric contracts, they can be 
rendered obsolete as customers switch providers in a competitive choice market.  
Especially in an environment of robust competitive choice for the commodity, such as 
Texas has experienced, providers can be expected to resist meter upgrades without 
assurances that their investments will not slide into obsolescence before their costs are 
recovered.  Old-world meter economics—in which the costs of hardware and installation 
are depreciated over periods of up to 30 years—are at odds with a new-world competitive 
landscape where consumers are free to switch providers of electricity or energy services 
at virtually any time. 

                                                 
7 PUCT Electric Project Nos. 26359 and 28109.   
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5. Marketing costs:  adding a meter upgrade complicates and increases the cost of 
marketing new rate plans to small customers (one retailer estimates the incremental cost 
at $50 per customer).8 

 
Today, several years into the national deregulation experiment, competition in metering services 
has fallen far short of its expectations.  The Texas market’s success in fostering robust 
competition for the electricity commodity works against robust competition for metering 
services, at least among smaller customers.  Indeed, the better Texas performs in stimulating 
competition among REPs, the more market share is diluted, and the weaker the case becomes for 
competitive metering in the mass market.   
 
 
The Case for Mass Deployment 
 
The truly valuable product of advanced metering is the data.  Because data is the commodity that 
REPs and energy service providers need to assist customers in saving money through more 
intelligent energy management, state policy should focus on how to generate more advanced 
meter data and make it available to customers and their authorized agents on a timely basis at a 
reasonable price.   
 
As demand participation extends to more customers, so grows its potential benefits in holding 
down prices and ensuring system reliability.  Thus, the benefits of advanced metering are 
proportional to the number of meters in the field.  A critical mass of advanced meters is 
necessary to capture the economies of scale that make it cost effective for REPs to invest in the 
back-office systems required to support time-sensitive price offerings.  The business case for an 
advanced AMR network is difficult to make if customers must be recruited and acquired one at a 
time.  Public policy that both acknowledges the many benefits of meter data as a catalyst for new 
technologies that lead to demand elasticity and supports a statewide advanced metering 
infrastructure would help to overcome these barriers. 
 
As the market matures, dynamic price options should become part of REPs’ arsenals for 
attracting new customers, especially as their strategies move past the current focus on early 
adopters in a soft market.  New-entry REPs will be at a disadvantage competing against 
established incumbents if the playing field is limited to flat rates.  By enabling pricing options to 
evolve to meet the needs and load shapes of more types of customers, advanced meter data can 
become a catalyst for stronger competition in electricity retailing.    
 
Numerous programs have demonstrated that, given the opportunity and reasonable incentives, 
small commercial and residential electricity customers will participate—even eagerly—in time-
sensitive pricing programs that reduce their costs (as well as consumption and/or peak load).  
Time-of-use rates are a virtual way of life in many European countries, as well as in various U.S. 
markets.  Among the notable examples: 
 

                                                 
8 Comments of Dennis Kelly, vice chairman, Green Mountain Energy Co., to the Peak Load Management Alliance 
spring conference, April 2002, Dallas. 
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One example is the “Good Cents Select” program offered by Gulf Power Corporation in Florida.  
Residential customers are given the option of paying an additional $4.95 per month to gain 
access to “critical time of use” pricing, which provides typical TOU rates for all but a few 
superpeak hours per year, when prices jump tenfold.  Energy use during these peaks is partially 
controlled by smart thermostats, which are activated by utility signals to curtail air conditioners, 
water heaters, and pool pumps.  Satisfaction rates among customers have exceeded 96 percent, 
electric bill savings have averaged 15%, and peak loads have been reduced by an average of 1.5 
kilowatts per household.9 
 
Texans have responded to price signals as well, notably in a pilot program conducted by AEP 
Central Power & Light Corp. (then known as Central and Southwest [CSW] Corp.) in Laredo, 
Texas, during the mid-1990s. CSW installed advanced meters and gateway applications 
enabling individual appliance energy use monitoring in 700 homes. The utility complemented 
the technology with an innovative, seven-tiered pricing program including two peak rates, 
shoulder rates, and off-peak rates, adjusted seasonally. Prices per kilowatt-hour ranged from 3.3 
cents during off-peak hours to nearly 33 cents during summer peak demand periods. The 
program achieved a participation rate of over 95 percent, as customers responded with 
individual demand drops averaging 1 kilowatt and reduced their electric bills by an average of 
10 percent.10 
 
A compelling argument for mass deployment is the fact that it is significantly less expensive than 
individual meter installation.  One-by-one installation is six times more expensive than 
contiguous installation for residential meters, and eight times more for commercial, according to 
a 1998 study.11   This supports the contention that competitive metering in a competitive 
electricity market—where commodity and service providers are competing for individual small-
demand customers across large service areas—is not conducive to achieving the economy of 
scale in installation afforded by geographical density.   
 
 
Benefits for all 
 
The mass deployment of advanced meters brings benefits for all rate classes and for all socio-
economic groups.  Residential consumers are interested in having choice when it comes to 
purchasing their electricity.  With advanced meters, choice would be defined as the ability to 
prioritize energy usage with TOU pricing, as well as selecting REPs.  Low-income consumers, 
who typically have flatter load profiles, would benefit from TOU pricing options as well, since 
they could change their energy usage patterns and substantially decrease their monthly utility 
costs.  Advanced meters would also facilitate the implementation of public benefits funds 
established through SB7, as subsidized rates could be controlled through identifiable meters. 
 
                                                 
9 Presentation by Brian White, Gulf Coast Power, to the annual conference of the Automatic Meter Reading Assn., 
San Antonio, Oct. 7, 2002. 
10 Central Power & Light Co. tariff, Texas PUC; Echelon Corp. “Technology at Work” report; and personal 
experiences with Laredo Project. 
11 Report to New York Dept. of Public Services by Arthur Andersen: “Cost Impact of Competitive and Network 
Metering in New York State,” Nov. 1998. 
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Conclusions, Policy Options and Recommendations 
 
In order to tap the full potential of a market-based energy economy, customers in all categories 
must be given the opportunity to participate in the marketplace and control their own costs.  
Demand participation by customers of all sizes will help to ensure the success of restructuring in 
Texas by balancing market power, reducing wholesale price peaks (leading to lower energy costs 
for all customers), improving system reliability, and providing a clean alternative to new 
generation plant and wires construction. 
 
The main enabling components of mass market demand participation are the time-sensitive price 
offerings enabled by advanced meter data.  Large commercial and industrial customers use 
advanced meter data to negotiate lower rates, and then to manage their complex energy 
requirements to take advantage of them.  However, the other 99-plus percent of customers are 
unable to participate, even though substantial evidence exists that they are willing to do so given 
the proper tools.  Mass deployment of advanced meters for these smaller customers can be 
justified when the full societal benefits of demand participation are calculated, and the unit costs 
of installation are reduced by the larger numbers.    
 
The current transitional period created by the passage of SB7 in 1999 by the Texas Legislature 
has killed any market for the installation of advanced meters, and the language governing 
residential metering will perpetuate the prevailing uncertainty into the indefinite future.  
Meanwhile, there is substantial evidence from other states that underlying economics have stifled 
the ability of any competitive metering structure to reach small commercial and residential 
customers with the desired new products and services.  
 
In Texas, market participants and policymakers have been understandably preoccupied with the 
fundamental issues of making the new market work, especially as it relates to retail customers 
switching electricity providers.  Low prices, due to the supply surplus, have also dampened 
enthusiasm for demand-side programs.  It can be argued, however, that now—in the absence of 
high price volatility or a statewide reliability crisis—is exactly the right time to lay the 
foundation for increased demand elasticity, a key element in maintaining market and system 
stability.  Even if no supply crisis is foreseeable, the state’s struggle with the costs of local 
transmission congestion, especially in Dallas-Fort Worth, are serious enough to command 
immediate attention from a variety of resources, including demand participation. 
 
For small commercial and residential customers, a consensus is emerging that traditional 
metering services may properly be a “utility” function, and that accordingly the TDSPs should be 
required to continue to provide their metering services.  This would enable the PUCT to create 
an incentive package for meter upgrades, or even manage a regulated upgrade of customer 
meters statewide, to provide the catalyst for the expansion of demand participation.  The long-
term market benefits of advanced meters will exceed their short-term costs.   
 
Good Company Associates, on behalf of its Smart Energy-related clients, has offered the 
following proposal: 
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1. Policymakers should acknowledge the market-balancing attributes and other public 
benefits of mass market demand participation and reassert the basic goal of enhancing 
customer choice in the restructured market through wider deployment of advanced 
meters.   

2. If it proceeds at all, competitive metering should be limited to a clearly-defined class of 
“large commercial” customers who tend to have a need for more highly specialized 
metering services.   

3. The regulated TDSPs should retain the responsibility for providing metering services to 
small commercial and residential customers.   

4. Installation of advanced meters should be required on new residential and commercial 
buildings being constructed.   

5. The ERCOT threshold for mandatory installation of interval data recorders should be 
lowered from its current level of 1 megawatt.  A case can be made for a new threshold as 
low as 50 kilowatts of peak demand.  

6. A package of incentives or a mandated schedule should be established for meter upgrades 
for all other customers in the competitive choice areas of ERCOT.  All customers with 
consumption greater than 500 kWh per month should receive advanced meters with time-
of-use programming capability. 

7. The PUCT’s current metering standards docket should continue to elicit participation and 
input from the meter industry, market participants, ERCOT, and customer groups.  
Stakeholders must actively evaluate and make recommendations on meter architecture, 
data collection and aggregation methods; customer access to the data; validation, editing 
and estimation (VEE); and settlement.  The impact of such a transition on ERCOT’s 
customer profiles and data translation systems must be carefully evaluated, and schedules 
developed accordingly. 

8. As advanced meters are upgraded, rules should be considered to promote or encourage 
time-sensitive price offerings by REPs for customers in all categories.  For example, 
under current law, REPs affiliated with former vertical utilities (AREPs) may charge only 
the regulated Price to Beat to their residential customers until January 1, 2007.  An 
exception from the Price to Beat could be considered to permit AREPs to offer time-
sensitive pricing options.   

9. The TDSPs should be guaranteed cost recovery for implementing the meter upgrades, 
possibly through the adoption of limited performance-based rates established for this 
purpose.  

10. A new ERCOT-administered load participation program should be developed specifically 
to accommodate aggregated loads, including residential and small commercial Direct 
Load Control programs.  Such a program could be modeled after similar projects in other 
markets, including New England and New York. 
 
Other incentives may include the following: 
• An accelerated depreciation schedule for advanced metering technology as part of the 

Texas Property Tax Code. 
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• Federal tax incentives pending in Congress.  Both the House and Senate, in their 
respective versions of the Omnibus Energy Bill, approved legislation for an 
accelerated three-year depreciation period for advanced meters, although the bill 
faces an uncertain future in this election year.   

 
Simply continuing to delay the rollout of metering would only perpetuate a stagnant market for 
advanced meters.  If policymakers cannot achieve consensus on a long-term approach between 
now and the end of the 2005 legislative session, interim stimulus measures such as a targeted, 
large-scale pilot project should be considered for the short term.  In particular, a significant 
project in the DFW area involving advanced meters, time-sensitive pricing, and direct load 
control for a statistically significant base involving multiple customer groups could provide 
numerous benefits: 

• a crucial and timely contribution to regional system reliability; 
• meaningful experience in how an advanced metering infrastructure would 

influence REP strategies and customer behavior in the Texas market setting; 
• a cost-effective asset in the area’s pursuit of air quality attainment goals; and 
• additional empirical evidence of the overall value of demand participation as an 

integral component of a restructured  
•  


