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Executive Summary 

Americans are increasingly using prepayment as a bill pay option for a variety of services. Examples 

include prepaid wireless, reloadable debit cards, transit cards, healthcare spending cards, and road toll 

programs. Prepayment has truly become mainstream. Research shows consumers are satisfied with 

these offerings, and moreover will recommend them to family and friends. Survey findings reveal “ease” 

and “convenience” as leading drivers behind high consumer satisfaction.1 These same drivers, along with 

increased control, are the top reasons U.S. consumers would enroll in a prepaid electric service plan. 2 

For decades prepaid electricity has been offered abroad.3 Relatively new to the U.S., a recent uptake has 

largely been tied to the deployment of advanced metering infrastructure (AMI), and customers seeking 

more flexible billing and payment options.4 Prepaid service to date has primarily been rolled out by 

municipal utilities and member-owned cooperative utilities in different areas of the country, and several 

retail energy providers in Texas. To varying degrees, these providers operate outside the jurisdiction of 

state regulatory bodies and therefore have greater latitude to introduce new services.  

In the U.S. and abroad, prepaid electricity has shown real promise for significant reductions in energy 

usage. 5 Prepaid customers appear to relate their energy usage to dollars, and react in near real-time to 

reduce consumption on average 5% to 15%. Additionally, providers have seen very high satisfaction 

among prepaid customers, and improvements with revenue management and write-offs.6  

Just in 2012, the industry saw a handful of independently-owned and regulated utilities (IOUs) launch 

prepaid electricity pilot (or test) programs.7 These pilots are essentially operating with waivers from 

their respective commissions. State utility commissions therefore have yet to tackle the consumer 

protection and service rule amendments necessary to support prepaid service for the long term.  

                                                           
1 

See “Is Prepay the Way? Consumer Perceptions of Prepay in the Utility Sector,” DEFG LLC-EcoAlign (EcoPinion Survey Report 
Issue no. 9, Jan. 2011). 
2 

See “Prepay Energy’s Pathway to Consumer Satisfaction and Benefits: Survey Results from Texas and Arizona,” DEFG LLC-
EcoAlign (EcoPinion Survey Report Issue no. 14, Feb. 2012). Prepaid electricity requires a customer to pay for energy prior to 
using it. When the amount or credit is fully consumed, the customer must post a payment or potentially be shut-off. Payments 
can typically be made in any amount and at any time through various payment channels (phone, text, online portal, retail 
location, etc.). Some providers will offer a grace period prior to shut off to provide some level of flexibility to customers. 
3 

Examples include—“13% of customers in England take service from Pre-Pay electricity service … In New Zealand, as well as 
other countries in South America and Asia, Pre-Pay electricity has been around for well over a decade … A recent report from 
Pike Research [projects] growth in prepaid metering services from 20 million worldwide in 2011 to nearly 34 million by 2017.” 
See discussion at “A Review of Pre-Pay Programs for Electricity Service,” California Public Utilities Commission (Jul. 26, 2012). 
4 

Longer-standing U.S. prepaid programs employ older infrastructure (e.g., in-home device (IHD), smart card, kiosk payments). 
5
 The Salt River Project, serving central Arizona, has been offering (non-AMI) residential prepaid service for nearly 20 years and 

has observed a 12% reduction in usage by prepaid customers on average compared to post-pay customers. See “Paying 
Upfront: A Review of Salt River Project’s M-Power Prepaid Program.” EPRI, Palo Alto, CA: 2010. 1020260; see also “Salt River 
Project: Delivering Leadership on Smarter Technology & Rates,” Inst. for Energy and the Env’t, Vermont Law School, (Jun. 2012). 
6 

Oklahoma Electric Cooperative, which has been offering prepaid service since early 2006, notes that over 85% of participants 
are satisfied with the service, and 88% would recommend prepaid to others. Cited benefits to customers include: reduction in 
fees, easier budgeting, and increased awareness of usage and motivation to conserve. See OEC May 23, 2011 presentation at: 
http://www.occeweb.com; see also discussion at “A Review of Pre-Pay Programs for Electricity Service,” id. at 6-7.  
7 

Prepaid pilots are currently being run by: Arizona Public Service, DTE Energy, Georgia Power, Oklahoma Gas & Electric, and 
Progress Energy. 

http://www.occeweb.com/pu/Prepayment%20Project/OEC%20prepay%20presentation%205.23.11.pdf
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There is a real need for consumer protection and service rule amendments to better support new 

services enabled by advanced technologies. Should regulatory issues not be dealt with in the near term, 

new service innovations such as prepaid electricity may be indefinitely delayed. With tremendous 

investments made in smart grid infrastructure, stakeholders nationwide are eager to derive value and 

benefits for consumers, energy providers and society as a whole. With many consumers rapidly moving 

towards a wholly digital world, energy providers will need to respond to new expectations. The issues 

presented by prepaid energy thus have greater significance than the viability of one bill pay offering.  

Big questions need to be addressed around the handling of new payment and communication channels, 

increased data, and advanced capabilities such as remote service disconnection and reconnection. To 

frame the most critical regulatory issues facing prepaid service, which in fact are quite far-reaching, and 

advance the discussion, the Prepay Energy Working Group decided it would be useful to identify a basis 

for the rules pertinent to prepaid energy and propose policy recommendations for consideration. 

Introduction 

It is important to note that the five IOUs currently running prepaid pilots and the IOUs seriously 

considering a prepaid offering right now are looking to implement AMI-enabled prepaid electricity. 

There is a shared interest in deriving benefits from the investments made in smart grid. In addition, 

there are safety risks presented by prepaid gas (though with modifications, such as manual 

reconnection, it is possible). Thus, for the moment, electricity is the primary choice for prepaid service. 

When supported by AMI, prepaid energy is linked with a two-way communication channel between the 

supplier and consumer. Energy consumption data is made available to suppliers in regular intervals 

(fifteen-minute, hourly, daily, etc.), and consumers may elect to receive communications regarding their 

consumption, account balance, and potentially price signals (e.g., dynamic pricing). Prepaid is thus both 

a billing option and a consistent feedback loop (delivered via texting, email, web portal, in-home display, 

or a combination). The information allows consumers to directly relate consumption with dollars in near 

real-time, and the wireless capabilities eliminate hardware (smart card, in-home display and kiosks).  

Prepaid energy has sparked controversy, largely due to concerns related to remote disconnection. 

Certain stakeholders assert that prepaid service is a predatory or discriminatory “second-rate” service 

targeting low-income consumers. Conversely, some stakeholders identify prepaid as a positive 

innovation enabled by new technologies and capable of providing increased predictability and flexibility 

around cash management. Thus, divergent opinions exist, but there are also points of consensus that 

serve as starting points and from which to build. Stakeholders do agree that consumers should be 

paying a fair price for electricity, and that certain baseline rules and protections are needed to protect 

consumers from potentially dangerous situations. For prepaid to be a viable option, stakeholders need 

to reach agreement around consumer protections and program features that are absolutely critical.  
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Following extensive research, the policy areas listed below have been identified as most critical to the 

future of prepaid energy service:  

1. Service must be voluntary 

2. Applicability of weather protections  

3. Concerns for vulnerable populations  

4. Service disconnection  

5. Account notifications 

6. Arrearage management and deferred payment plans 

7. Cost of service, includes: deposits, penalties, rates, transaction fees  

8. Payment channels, includes: choice, access and ease/availability 

9. Availability of payment assistance  

The 2012 Prepay Energy Working Group decided it would be valuable to identify a basis for the existing 

service rules, protections and practices that are most critical and potentially conflict with prepaid 

electric service. Four “screens” serving as an analytical framework have been applied in order to identify 

the bases or drivers behind the relevant policies. 

Four Screens 

Regulatory Basis Definitions 

Principle / Value Underlying rationale 

Practice / Process How implemented 

Preference  Degree of allowing customer options/ preferences 

Ideology / Policy Position Role and degree of government oversight required 

The analysis also involves identifying where consensus and gaps exist with regard to critical policy areas, 

and proposing recommendations to help move the discussion regarding prepaid service forward.  

Policy Analysis 

The DEFG team built a regulatory database consisting of summaries of electric service rules from ten 

states (CA,TX, NY, FL, GA, PA, OH, MI, NC, NJ) to serve as a resource for examining the pertinent policies. 

Texas, a deregulated market, is the only state with a subchapter of rules covering prepaid service. The 

rules specifically address prepaid service offered by retail electric providers (REPs). These rules may not 

go far enough for regulated markets but still serve as a valuable rulemaking model. In addition, current 

prepaid pilots and municipal and cooperative prepaid programs were referenced for policy guidance. 

Recently there has been increased attention around prepaid service with the release of a paper by the 

National Consumer Law Center (NCLC).8 The NCLC firmly opposed prepaid energy, claiming it allows 

companies to sidestep critical consumer protections that have evolved over decades while altering 

incentives for utilities to interact creatively and constructively with payment-troubled customers.  

                                                           
8 

See Rethinking Prepaid Utility Service, Customers at Risk , National Consumer Law Center (Jun. 2012). 

http://www.nclc.org/images/pdf/energy_utility_telecom/consumer_protection_and_regulatory_issues/report_prepaid_utility.pdf
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Putting aside the criticisms, the NCLC also set forth a list of recommendations (enclosed at Appendix A) 

based on a resolution adopted by the National Association of State Utility Consumer Advocates in June 

2011.9 The NCLC considers the recommendations to be requirements for prepaid service offerings.  

As an exercise, the Prepay Energy Working Group members compared the NCLC recommendations to 

the recommendations prepared by DEFG (set forth below). Interestingly, NCLC’s recommendations are 

not too dissimilar. There are of course some variations, but no issue seems unmanageable. Critical 

discussion points from that exercise are incorporated in the analysis and recommendations below. 

Issue 1: Prepaid Service Should be Voluntary 

The driver behind this policy is an ideology—that consumers cannot be coerced to enroll in a service, 

particularly when it might be dangerous or a second-tier service directed at a segment of customers.  

U.S. prepaid service is always voluntary, whether a retail offering in Texas, a cooperative or municipal 

program, or a pilot offered by an investor-owned utility (IOU) in a regulated market. Specific 

circumstances under which customers enroll do however raise concerns. Despite being voluntary, 

consumer advocates argue prepaid may be offered as a last resort for customers at risk of being 

disconnected for nonpayment. The customer in such a scenario arguably does not truly have a choice. 

Households that use more electricity than they can afford become unable to maintain electric service 

without assistance, and there is a special set of issues for this segment of customers whether on post-

pay or prepaid service, some of which are addressed in this paper—forms of help such as extensions of 

credit, payment plans and emergency energy assistance are addressed below. 

It is necessary however to consider that different bill payment programs, such as prepaid, may in fact be 

a better alternative to traditional post-pay service for certain customers. Research shows prepayment 

has evolved into a mainstream bill pay option for various products and services, with consumers placing 

a premium on increased budgetary control and convenience.  

Within the utility sector, prepaid energy is often framed as a low income-only option. As many low 

income consumers may value the option to have increased control of their budget, so too do other 

consumer segments. All customers, particularly those who are more budget conscious, should be 

provided with options and the ability to decide what best suits their cash management preferences. 

Research shows real potential for a substantial consumer base to use and value prepaid energy.10 

Moreover, when prepaid energy is supported by AMI, there are no upfront costs (save perhaps a 

minimum starting balance that immediately pays for service), 11 as no security or equipment deposits are 

required. These deposits can be several hundred dollars and, at times, be a barrier to service.  

DEFG Policy Recommendations: 

 Prepaid service should be voluntary, promoting consumer choice. 

 Customers facing disconnection for non-payment should be given the option to enroll in 
prepaid service should they fall within established eligibility criteria for the program.  

                                                           
9
 Id. 

10
 See EcoPinion Survey Report Issue nos. 9 and 14, footnotes 1 and 2. 

11
 Setting the AMI meter to support the service may involve a cost, though this may not be passed on to the customer. 
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 Prepaid customers should be permitted to easily return to post-pay service without facing 
fees/penalties for changing service. Any barriers may be deemed to be predatory. (Post-pay 
may be considered by certain stakeholders as a sort of “safety net” for customers to retreat 
to – while customers should be able to switch easily, this mindset will probably change over 
time as the industry grows more convinced that prepaid is better or equal service.) 

Issue 2: Applicability of Weather Protections 

The principle in play is—to protect persons against sickness or harm during severe weather.  

Looking to Texas rules for electric service, customers on both post-pay and prepaid service may not be 

disconnected during an "extreme weather emergency."12 Additionally, under all current IOU pilots, 

weather protections apply to prepaid customers across the board.13 Therefore, during extreme weather, 

if prepaid customers reach a zero balance and do not make a payment, they cannot be disconnected. 

Prepaid customers therefore are extended credit, if needed, for the duration of the weather event.  

Accordingly, a consensus exists to protect customers during extreme weather. 

DEFG Policy Recommendations:  

 Weather protections should apply to all customers. 

 With regard to date-based moratoria, rules should align with actual weather events rather 
than pre-established periods of time.  

 Weather moratoria are credit events with real consequences, and thus should be limited to 
periods of real weather emergencies. 

Issue 3: Heightened concerns for vulnerable populations 

The driver again is a principle—to protect persons from harm, especially those in a vulnerable state.  

Understandably, there are particular concerns for critical care or medical device dependent customers, 

the elderly, and children. Under current IOU prepaid pilots, critical care or medically dependent 

customers are not permitted to enroll. Likewise, looking to Texas, retail electric providers shall not 

“knowingly provide prepaid service to a critical care or chronic condition residential customer.”14  Thus, 

again there is a clear consensus or shared concern to protect these customer from potential harm.  

If critical care customers were permitted to enroll in prepaid, an option is to offer a modified service 

with certain checks and balances, e.g., more frequent account notices and extended grace periods prior 

to disconnection. However, should extensive modifications be needed, the reality may be that prepaid 

service is just not a good fit for certain customers with serious medical issues.  

While concerns regarding the health and safety of the elderly are valid, there are also challenges 

associated with setting an age limit for service eligibility. What happens, for instance, when younger 

seniors (mid 60’s) are on prepaid for several years and reach the age limit. They may be in excellent 

health, prefer prepaid to post-pay, and wish to maintain prepaid service. Seniors may not be considered 

                                                           
12

 Texas Substantive Rules Applicable to Electric Service Providers Sec. 25.498(j)(1). 
13

 Source is a DEFG survey of utilities currently running pilots. 
14

 Texas Substantive Rules Applicable to Electric Service Providers Sec. 25.498(k) 
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ideal candidates for prepaid service, but to be deemed ineligible solely on the basis of age is troubling. 

There is a critical difference between marketing criteria and eligibility requirements, and therefore 

issues related to discrimination and privacy would need to be addressed.  

The NCLC goes as far as to recommend that families with small children not be permitted on prepaid 

service.15 This comes across as way too far-reaching and paternalistic, totally eliminating the ability of 

adults to exercise choices for their families. 

DEFG Policy Recommendations:  

 Critical care customers should not be permitted to go on prepaid service. 

 Alternatively, critical care customers should be adequately informed of all risks and 
discouraged from enrolling in prepaid service. 

 Eligibility solely based on age raises both discrimination and privacy issues. 

 Households with young children should have the ability to elect prepaid service, and thus 
make independent decisions for their families. 

Issues 4 & 5: Service Disconnection and Account Notifications 

For service disconnection policies, the driver is a principle—to protect customers from harm that may be 

caused by deprivation of electric service.  

Looking to account notifications, increasing mobile phone use and the introduction of AMI present 

important questions around process, both form (reliability) and delivery (timing) of notification, and the 

ability of customers to exercise preferences related to payment and communication channels. 

There are two issue buckets to consider:  

 Conditions and Timing for Disconnection & Restoration 

o Grace periods / extensions of credit 

o Remote disconnection capability 

o Disconnection frequency and duration, time to restoration 

 Notification and Communication Aspects 

o What constitutes a reliable communication 

o What constitutes an adequate / timely communication 

Certain key facts regarding service disconnection need to be highlighted as there is a great deal of 

concern tied to the notion of remote—and potentially immediate—shut off upon hitting a zero balance.  

San Diego Gas & Electric, for example, has filed a prepaid program proposal with the California 

commission, which would allow customers to be disconnected if their credit balance dropped below 

zero for 4 consecutive days or upon reaching a $20 credit extension, whichever comes first.16 This is an 

extended “friendly-credit period” and thus fairly unique. More often prepaid programs provide grace or 

                                                           
15

 See NCLC Report, footnote 8. 
16

 Application of San Diego Gas & Electric Company for Authority to Update Marginal Costs, Cost Allocation and Electric Rate 
Design, A.11-10-002, filed October 3, 2011 with the CA Public Utilities Commission. See Supporting Testimony, Chapter 118. 
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friendly periods during for shorter periods such as non-business hours (overnight, holidays and/or 

weekends), of course with the exception of weather emergencies which were discussed above. Utilities 

moreover can design their prepaid program so that extensions of credit can be provided upon request, 

perhaps a customer only needs 24 or 36 hours of credit extended to reach payday.  

Additionally, simply due to processing, disconnection may not actually be immediate—time lags are 

often necessary to allow for meter validation and for account alerts to be sent to customer to provide 

ample notice. Counting a time lag and/or friendly-credit period, disconnection might take place 

anywhere from 2 to 48 hours after reaching a zero balance. Degrees of flexibility will make prepaid 

service a better customer experience. Nevertheless, the extent of flexibility extended to help customers 

stay connected must be balanced against other prepaid program objectives, such as customers 

maintaining control of their cash and credit cycles. Extended periods of credit have real consequences. 

Moreover, the notion of remote service disconnect is itself rather controversial. Remote disconnect is a 

new AMI-enabled capability that conflicts with customer protections requiring in-person notice prior to 

shut off. While on site to disconnect, regulations often require technicians to at least attempt to provide 

notice to an adult in the residence prior to shut off. Consumer advocates argue remote capability 

bypasses these long-standing protections and makes it too easy to disconnect. Though, the “flip of a 

switch” capability that is unsettling likewise means that service can more quickly and easily be restored.  

For example, the Oklahoma Electric Cooperative reported that 91% of its prepaid customer service 

disconnections in 2011 were reconnected the same day.17 It is fair to assert that disconnections lasting 

two or three hours create negligible health and safety risks (critical care customers excluded and 

weather emergencies being observed). Utilities with AMI-enabled prepaid programs note quick 

restoration times. AMI has made the duration of disconnection a more critical data point than the 

frequency of disconnection when considering an offering such as prepaid. 

Quick reconnection times also create new possibilities. A prepaid customer may elect to disconnect for a 

period, perhaps for the duration of a workday or for a weekend if traveling. The ease of making a 

payment via mobile or online platform shortly before arriving home, and with relative confidence that 

service will be quickly restored, allows customers to manage their consumption and reduce costs in new 

ways. “Voluntary disconnection” has already been seen by utilities offering peak rebates. One utility18 

shared accounts of customers shutting off their main during peak hours when they planned not to be 

home, and in fact one customer realized a rebate large enough to cover their next month’s bill.  

If permitted to exercise options that align with lifestyles, new metering, payments and communications 

technologies can make energy more affordable. This does not mean that prepaid service is for everyone 

and certain baseline protections are necessary to manage risks. More responsibility is placed on prepaid 

customers—acting as the creditor and having additional responsibility for keeping their lights on. This 

new accountability at the same time comes with increased flexibility, as far as any time-any amount 

payments, no surprise bills at the end of the month, and potential for better understanding of the 

relationship between daily usage and dollars, and thus energy/dollar savings.  

                                                           
17 See OEC May 23, 2011 presentation at: http://www.occeweb.com. 
18 Details shared during a conversation with utility executives. 

http://www.occeweb.com/pu/Prepayment%20Project/OEC%20prepay%20presentation%205.23.11.pdf
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DEFG Policy Recommendations: 

 Industry needs to move from fear and assumptions around service disconnection to facts. 

 In an AMI world, the frequency of disconnection is important, but duration is the more 
critical data point with prepaid service. 

 Brief and pre-determined grace periods should be a part of the prepaid experience to 
provide a certain level of flexibility to customers. 

 Alternatively or in addition, an option to negotiate a limited extension of credit should be 
available at the request of the customer (e.g., 12/24/36 hours till next pay check). 

 Utilities should exercise best efforts to restore service as quickly as possible, and have a 
reconnection communication plan with frequent updates to manage customer expectations. 

 Customers should be given the option to reduce bills via shut off when it poses no risks. 
Perhaps there is a special notification process to alert the utility of a voluntary disconnect.  

 As technologies continue to evolve, the option of limiting amperage to manage energy 
/costs and avoid complete shut off should be considered as an option. 

 The NCLC recommends that data be submitted to state commissions on a regular basis (e.g., 
quarterly) to compare prepaid and post-pay customer experiences. While the 
recommendation is reasonable in principle, the data should include proof points critical for 
evaluating prepaid service (such as duration of disconnection, time to restoration following 
payment, and customer satisfaction metrics), and the magnitude and frequency of the data 
shared should be left up to individual regulatory entities.  

Regarding account notification policies, the drivers include a principle, process and ideology—a duty 

exists to keep customers informed as service interruptions can create risks, to meet expectations 

regarding reliability and timing of notifications, and a degree of government oversight is also in play. 

Legitimate concerns exist around notice or account alert reliability and timeliness. Both are critical 

factors in keeping customers connected, but must be considered along with customer lifestyles and 

preferences. Regulations currently in place rely on a combination of the USPS, phone calls and in-person 

visits. Sending account notices (e.g., alerts, bills, usage information) via the USPS may have been the 

preferred form of written communication available when service regulations were last adopted. Now 

lifestyles shifts and certain shortcomings of the USPS need to be considered—notices may be delivered 

when no one is home, service is suspended on Sundays and holidays, and moreover, the USPS is in flux 

with office closings scheduled nationwide. All these factors significantly impact timeliness and reliability.  

Additionally, there is a mobile megatrend taking place. Dialing a landline or knocking on a front door are 

likely less effective now compared to when the rules were originally enacted. Today more families have 

both parents working out of the home. Some households, especially renters and younger adults, do not 

have landlines. But people carry mobile phones everywhere and thus are more accessible than ever 

before. E-communication permits customers to select preferred channels for different types of 

notifications and receive messages to their personal devices. In addition, from a utility cost perspective, 

e-communication is less resource intense, which at some point can positively impact the cost of service. 

Yet the NCLC still identified the USPS as being the most “secure, reliable notification” method. This 

comes across as paternalistic, where the preferred communication channel is determined without 
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customer input. When dealing with customer preference or choice, the options are of course tied to the 

technologies available at the time, but there may also be an element of limiting the degree to which 

options are made available to customers. So, a degree of oversight or protection may also be in play.  

In light of substantial shifts in consumer behavior, it is time for the industry to re-examine notification 

policies.19 It is important to remember that prepaid is supported by increased communications 

containing both consumption and account balance information best delivered by text message, email 

and/or phone call. Talk and text are sufficient for notices and payments, so online access via 

smartphone or home computer is not a requirement. With prepaid, transaction capability and energy 

management is placed in the hands of accountholders.  

DEFG Policy Recommendations: 

 By design, prepaid is dependent on increased communication—the number of 
communications should far exceed the current level of interaction with post-pay customers.  

 A leading challenge is around acceptance of e-communication as being equally (or more) 
reliable and timely than traditional forms of communication. 

 Must look to customer feedback to learn what channels truly are more effective (mail vs. 
phone vs. text vs. mobile app vs. online presentment vs. email). 

 Providers should offer several communication options and require at least two channels for 
sharing regular account alerts and usage data. 

 Some level of communication customization should be permitted (e.g., set threshold notice 
to be sent when balance is $5 or $10 or $20, depending on customer preference). 

 Also need to have default settings or set minimum notice requirements (prepaid aims to 
provide customers with information to better manage usage and costs): 

o For usage data and credit balance, at least weekly in same communication 

o Striving for energy efficiency, usage and balance should really be shared daily 

o For low balance and disconnection alerts, create consistency and baseline protections 
(e.g., multiple steps: 10 day, 3,2,1 & same day; see below) 

o Usage also needs to be available 24/7 (most programs have an online portal and/or IVR 
capabilities). 

o Providers must be able to prove communications were sent should a regulatory body 
request such proof. 

                                                           
19 

In May 2011, Texas finalized consumer protection and service rules for prepaid service offered by retail electric providers, and 
thus can serve as a reference for rule amendments. Under §25.498(j) relating to Prepaid Service offered by REPs, service may 
be disconnected by a REP only with a "timely warning" (at least 1 day but not more than 7 days before disconnection, see 
25.483(c)(7)(D)) when a customer falls below the disconnection balance or fails to comply with a deferred payment plan, with 
the following exception—no disconnection on a weekend day, or when mechanisms used for payments specified in the 
customer's Prepaid Disclosure Statement are unavailable, or during an "extreme weather" emergency as defined in 25.483(j)(1). 
Further, under 25.498(j), within one hour of a customer establishing a connection balance (or any otherwise satisfactory 
correction of the reason for disconnection), the REP must request that the TDU reconnect service or, if the REP disconnected 
service using its CPDS, the REP must reconnect. 
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Issue 6: Arrearage Management 

The drivers for arrearage management are a principle and an ideology, which overlap – that service 

should be affordable for all customers, and furthermore that utilities should extend credit to customers 

where necessary to ensure affordability through equitable cash and debt management options. 

With prepaid programs, there are two types of debt to consider –“new” debt that may accumulate 

during severe weather emergencies or other friendly-credit periods on prepaid service, and “past” debt 

incurred while a post-pay customer. Under the current Oklahoma Gas & Electric prepaid pilot, should a 

customer generate a balance of $50+ during a weather emergency, a portion of that balance can be paid 

off over subsequent payments. Thus, a threshold is set at $50, and an arrangement can be worked out 

between the customer and utility. Likewise, under Texas prepaid service rules, a deferred payment plan 

may be entered into when a customer’s balance reflects negative $50+ during an extreme weather 

emergency. A deferred payment plan shall include both the negative balance owed and minimum 

connection balance (threshold balance required for service that immediately pays for electricity), and 

the REP is not permitted to apply more than 50% of each transaction towards the balance owed or to 

require an initial payment greater than 50% of the balance owed. The remainder of the deferred 

amount is paid in installments.20  

Existing prepaid programs and pilots also offer deferred payment plans for “past” debt incurred on post-

pay service, the terms of which can be negotiated at the outset when switching from post-pay to 

prepaid and adjusted if need is established. Typically, the arrangement involves amortizing the debt 

over time, with a certain percentage of each payment going towards the debt and the remainder paying 

for energy.21 The goal is for the percentage going towards the debt to be manageable in addition to 

maintaining a positive balance to stay connected.  

The nature of prepaid energy is incremental, and thus compatible with smaller and more frequent 

payments to chip away at arrears. There is opportunity for better-managed debt for both utilities and 

customers. How past due balances are handled will likely be a critical factor for some customers as they 

make a choice between post-pay and prepaid. Once on prepaid, any “new” debt is expected to be 

manageable, as grace periods or credit extensions should be rather limited. There is a delicate balance 

that needs to be struck around how much debt should be extended and when.  

Looking to a current market trend, prepaid cards are among the fastest-growing types of plastic—U.S. 

consumers loaded $83.3B onto prepaid cards in 2011, a 34% increase over the prior year, according to 

payment-industry researcher Mercator Advisory Group (see graph next page).22 The Wall Street Journal 

recently noted that “[t]he cards were designed to help the less-affluent have better control their 

                                                           
20 

Texas Substantive Rules Applicable to Electric Service Providers Sec. 25.498(j). 
21 

It is long-standing practice for utilities to work with post-pay customers in arrears to set up payment plans that help pay off 
debt over time in pre-arranged installments. In fact, electric service rules typically direct utilities to work out payment plans and 
provide specific guidelines around process and permissible terms.

 
Requirements vary by state, but the rules generally set forth 

that upon notice of inability to pay an outstanding bill, utilities shall make a good faith effort to enter into a fair and reasonable 
payment agreement with customers. New York, for example, mandates that utilities provide for installments as low as $10 per 
month and no down payment when customers demonstrate financial need for such terms. This is fairly heavy regulation 
compared to other states. New Jersey directs utilities not to require customers to pay more than 25% of the bill due as a down 
payment at the time the agreement is made.  
22 

“Prepaid Plastic Is Creeping Into Credit,” Wall Street Journal Online (Sept. 5, 2012).  
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finances by allowing them to spend only the preloaded amount.” The cards thus extend the convenience 

experienced with debit/credit cards and moreover provide online currency, which has become essential 

to today’s consumer.  

Lines of credit however have recently crept into the prepaid plastic marketplace. Consumer advocates 

contend that overdraft and credit-like features lead some consumers to outspend their means and rack 

up big debts, so they are lobbying regulators to ban the practice.23 Some 

industry executives also argue that providing a line of credit is contrary to 

the intended purpose of the cards—“[p]repaid cards were designed to be 

a safety net," said Steve Streit, chief executive of Green Dot. "Once you 

start adding overdraft and other types of credit, it becomes a form of 

debt." 

The same logic should apply to the design of prepaid energy programs. 

The purpose is to help customers positively manage their cash and credit 

to avoid slipping into a negative cycle with penalties. The customers will 

be budget conscious, probably young adults and families with little 

flexibility between paychecks. A balance therefore must be struck—

certain elements of flexibility are necessary and should be available on a 

limited basis, but the goal of keeping customers “in the black” must also 

be achieved. 

DEFG Policy Recommendations: 

 Prepaid energy involves smaller and more frequent payments, the more incremental nature 
makes it compatible with debt management.  

 There must also be an emphasis on what is fair and reasonable as far as a customer’s budget 
to ensure affordability. 

 Payment plans should be available for “past” debt and “new” debt incurred during friendly 
credit periods (e.g., when negative balance is >$50).  

 Can consider extending credit for a limited time upon request (e.g.,12/24 hours till next 
paycheck) but must pay full balance owed to reconnect. 

 Payment plans should be negotiable and have a percentage cap that applies to each 
payment. 

 Need transparency and strong communication around debt management for customers. 
Potential to leverage daily communications to prepaid customer with usage and dollar 
balance to encourage behavior change resulting in reduced usage/costs. 

Issue 7: Cost of Service: deposits, penalties, rates & transaction fees 

Drivers are a principle and an ideology – energy needs to be affordable, and the overall cost of prepaid 

service should never exceed traditional post-pay service. 

                                                           
23 

Id. 
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Under the umbrella of cost, there are a number of components—deposits, penalties, rates and 

transaction fees. Some of these will be fixed costs whether prepaid or post-pay, and some can vary as 

they’re dictated by third-party vendors and consumer behavior.  

Deposits & Penalties 

Traditional post-pay service typically requires that credit-challenged customers pay a deposit to initiate 

service. Noted earlier, the deposits can be several hundred dollars and potentially a barrier to service for 

some. Utilities may also charge a fee to reconnect service, and if service was disconnected for an 

extended time, the customer may be deemed a new customer and required to pay an additional deposit 

to restore service. These fees can run some customers into a recurring and unmanageable debt cycle. 

With prepaid service, there may be a minimum starting balance required. This payment (e.g., $10) 

would be a threshold amount to start service and immediately pays for electricity. Current IOU prepaid 

pilots do not require security deposits, and do not charge reconnection fees or premiums to support 

their pilots. All pilots are AMI-enabled, so smart cards and in-home devices are not required. 

The NCLC nevertheless asserts that companies often charge prepaid customers equipment deposits and 

service fees, and these costs quickly erode any cost advantage provided by no security deposit being 

required.24 Programs that charge deposits and programs fees are few and those that do fall outside the 

jurisdiction of state commissions. For instance, Salt River Project (SRP) is a political sub-division of the 

State of Arizona serving the greater Phoenix metro area and thus operates independent of the Arizona 

Corporate Commission. SRP runs “M-Power”—the oldest and largest prepaid program in the country.25 

M-Power employs older prepaid technologies that require an in-home display and a smart card, with 

credits being purchased and loaded onto the cards at kiosks throughout the service area. The cost of 

using an in-home display is a one-time roughly $100 fee, though most of the cost is a deposit refundable 

to the customer upon leaving the program. This is a situation unique to SRP and its older infrastructure.  

Other cost examples are cited by the NCLC, several electric cooperative prepaid programs in South 

Carolina and Florida. The fact is that sitting outside the jurisdiction of their state commissions, these 

providers have more latitude to charge fees. As noted, current IOU prepaid pilots are AMI-enabled and 

do not require security deposits, and do not charge reconnection fees or premiums. IOUs are in a more 

heavily regulated market—to compare the different markets is really dealing in apples and oranges. 

Rates 

With regard to rates, the NCLC asserts that “[p]repay customers … rarely, if ever, pay lower rates for 

prepaid service, even though it brings numerous advantages for utility companies” and then cites SRP 

and a small cooperative in Florida for charging higher rates.26 A recently released policy paper on 

prepaid service prepared by the California PUC looked closely at the M-Power pricing issue: 

M-Power customers pay a flat rate which changes with the seasons. Rates for May 
through October are flat, compared to a three-tiered increasing block rate for non-M-

                                                           
24 See NCLC Report, footnote 8. 
25 SRP’s service territory is about 800,000 customers, roughly 120,000 of those customers are on prepaid service. 
26 See NCLC Report, footnote 8. 
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Power customers. This flat rate sits at about the average for the three blocks; due to 
paying a flat rate between the upper and lower tiers of the standard tariff, M-Power 
customers may pay more or less than they would on the standard tariff, depending on a 
customers’ response to the rate. For the November through April time-period, M-Power 
customers pay a flat rate that is $.015 more than the flat rate paid by non-M-Power 
customers … part of the reason for this higher rate is that the M-Power rate is a hedge 
against the differences in consumption across the seasons. Nevertheless, the rates paid 
by customers in this Pre-Pay program, even if above average rates for the service 
territory, still provide customers with certainty on costs and how much electricity is 
available to a customer, especially in summer, and helps customers plan budgets and 
billing expectations. Studies suggest that the M-Power program encourages 
conservation by providing real-time information and feedback about a customer’s 
account balance and usage patterns.27 

SRP Customer Executive Michael Lowe acknowledged the prepaid rate is a concern—SRP  is “looking at 

how [to] run our prepay program on our smart meter platform. And, when we do that, I will be lobbying 

that the rate ought to be the same because it will be easier for people to respond to the changes.”28 

The current IOU pilots, all enabled by AMI, are charging customers the same rates—either flat or TOU, 

or testing both. San Diego Gas & Electric has filed a proposal for a prepaid program to launch in 2014, 

and plans to charge the same rates charged to post-pay customers. Charging a higher rate in a regulated 

market is likely to be a non-starter with commissions and advocates, and to date has not been the path 

for IOUs launching prepaid offerings.  

Over time, as utilities realize direct improvements to revenue management from prepaid offerings, it 

may then be possible to consider lower rates for prepaid customers, or to socialize the benefits across 

the entire customer base. While AMI eliminates the customer fees associated with older infrastructure 

(SRP example), there are still some costs to the utility to roll out and support a prepaid offering—

software enhancements, additional e-communications, increased data and payment transactions to 

support (typical prepaid customer makes a weekly payment). Over time, the upfront costs diminish, 

truck roll and paper bill expenses are reduced, benefits are realized from a conservation effect due to 

reduced consumption by prepaid customers (at least in a decoupled environment), and there is a 

pathway to rates being lower.  

Last, regarding transaction fees, these sit outside the control of regulated IOUs. Transaction fees are 

collected by third-party servicers, mainly credit card companies and transaction processor platforms. 

Customers electing to use a credit card to buy energy must pay the associated transaction fee, a reality 

of choosing that payment channel. According to the NCLC, a retailer in Texas is charging a $2.95 

payment processing fee each time a prepaid customer makes a payment. Whether this is a pass-through 

fee going to an outside vendor or a fee that goes into the REP’s coffers is just not clear. Notwithstanding, 

in a regulated market, an arbitrary transaction fee applied to each prepaid transaction would never fly. 

There of course needs to be a legitimate reason (for a discussion on payment channels offered by 

utilities, see the discussion below at Issue 8). 

                                                           
27

 See “A Review of Pre-Pay Programs for Electricity Service,” California Public Utilities Commission (Jul. 26, 2012), at p. 5. 
28  

See “Spotlight on Low Income Consumers Final Report,” Smart Grid Consumer Colloborative (Sept. 18, 2012). 
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DEFG Policy Recommendations: 

 Deposits:  

o Security deposits should not apply to prepaid customers.  

o A minimum starting balance may be required, but it must be a reasonable amount and 
immediately go towards the purchase of electricity. Starting balance paying for 
electricity and being less than traditional security deposit provides an immediate 
benefit.  

 Reconnect Penalties:  

o Do not apply to prepaid customers (assuming AMI). 

 Late Payment Penalties:  

o Do not apply to prepaid customers (may be a separate issue with regard to arrearage 
payment plans).  

 Rates:  

o Prepaid customers should pay the same rate compared to traditional post-pay service. 
Charging prepaid customers a higher rate in a regulated market is a non-starter. Reality 
is that the difference in payments has no impact on commodity. If cost of service is 
overall reduced, the positive impact can potentially be socialized over long run.  

 Transaction Fees:  

o Utilities should provide multiple payment options, so customers are not driven to 
channels bearing high fees (e.g., 24/7 online and phone options linked to bank 
accounts).  

o The payment options available for post-pay should be available for prepaid, may require 
transaction methodologies to be improved. 

o Reasonable and affordable payment options for cash dependent customers should be 
considered – i.e., how cash payments can be made easily and without high fees or long 
processing delays.  

o It is a reality that transactions supported by third parties require pass-through fees (e.g., 
credit cards, electronic transfers initiated by customer’s financial institution). Customers 
electing these channels must incur related fees. 

o Payment channels options and related fees should be transparent and well 
communicated. 

Issue 8: Payment Channels: choice, access and availability 

The driver is process—diverse payment options, 24/7 accessibility, and flexibility are necessary to 

provide customers with a positive customer experience. 

Different forms of payment and channels are needed to support the lifestyles and preferences of various 

customer segments. For example, SRP accepts only cash payments at their kiosks, where credit is then 

loaded to a smart card. In today’s digital economy, consumers have new expectations. As noted earlier, 

the mega growth occurring in different prepaid markets is driven by increased convenience and 

flexibility for consumers. Certain customers now rely on electronic transactions and would be deterred 

from enrolling in a service that required cash payments.  
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That being said, there are still a segment of consumers dependent on cash. With new products such as 

reloadable debit cards, unbanked consumers can now use cash in a plastic form for bill payments and 

online currency. Nevertheless, cash channels need to be supported. Utilities take cash payments at their 

offices during business hours and many partner with local retailers to take cash payments, though 

partnering with a retailer may mean a small transaction fee for the customer. This table lists the 

different payment channels supported by 

Arizona Public Service for their current 

prepaid pilot.29 This is a helpful illustration 

to understand the diversity of payment 

channels as well as any associated third-

party fees and impacts on processing time. 

Quick, in fact near real-time, payment 

processing is a critical element of the 

success of a prepaid program.  

Communications related to usage, account 

balance and payments are also key 

components to the offering. Daily, or close 

to daily, communications should be sent 

containing:  amount used yesterday, 

amount remaining on account, and 

potentially a projected timeframe when 

they will run out. Additionally, 

communications regarding payment 

processing and posting need to be sent. 

Customers should be able to set preferences in regard to frequency and channel of communications. 

Prepaid is unique in that usage and dollars are temporally tied (unlike post-pay), and thus can also lead 

to the introduction of energy management options and price signals.  

DEFG Policy Recommendations: 

 Customers should have 24/7 access to as many payment channels as possible / feasible, 
including phone and online portal.  

 If 24/7 payment channels are not supported, should consider an overnight “non-business” 
grace period (this is employed by SRP). Provides flexibility at a low cost to the provider. 

 Regular communications are needed as account balance and payment information are 
relevant in real time.  

 Customers should be able to access their account histories (past payments and usage) for a 
designated period of time via online portal or mobile app, or when requested, a paper 
report (paper may require a small fee). 

                                                           
29  

Prepay Pilot Customer Brochure, Arizona Public Service (2012). 
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Issue 9: Energy Assistance 

Whether prepaid or post-pay, electricity providers must work at some level with assistance agencies so 

that households in need receive the help needed to maintain electric service. Prepaid energy and energy 

assistance are discussed in depth in an accompanying white paper sponsored by the Prepay Energy 

Working Group and prepared by Stephanie Chen of the Greenlining Institute.30  

Ms. Chen asserts, while many assistance features are directly translatable to a prepaid model, other 

features present challenges and require adaptation. A sound prepaid offering will not require customers 

to forego assistance to which they would be entitled on a postpaid plan, in order to access the stated 

benefits of a prepaid plan.31 Similarly, assistance programs should make funds available to prepaid 

customers in a manner that serves the same end goal as for postpaid customers—keeping the lights on.  

The paper discusses the principle of “universal access,” which gives rise to assistance programs and 

features designed to help customers who fall behind on their bills. The four broad categories of 

customer protection features that support universal access are identified and discussed: cost of service, 

negotiated payment plans, ongoing discounts or credits, and emergency cash assistance.  

Also addressed are the common challenges associated with low income assistance programs: eligibility, 

enrollment, declining funding levels, assistance amounts, and delivery and timing of assistance. Low 

income assistance models are then applied to the prepaid model. Ms. Chen contemplates ways in which 

both the prepaid model and the assistance models could be adapted to provide assistance comparable 

to that currently available to post-pay customers, and touches on how the common challenges can be 

addressed in a prepaid model.  

The paper concludes with a summary of recommendations. Ms. Chen cautions that they are almost 

certainly not the only available options and asserts that, if prepaid service offerings continue to 

proliferate, so too will new ways of assisting struggling low income customers that are tailored to the 

needs of prepaid customers specifically. The recommendations appear below in summary fashion, but 

for a closer understanding of the issues, please refer to Ms. Chen’s paper. 

Recommendations:  

 Cost of Service 

o Keep the cost of service no higher than it needs to be, and ideally no higher than the 
cost of postpaid service. 

 Payment Plans 

o Offer a negotiable payment plan to amortize existing debt carried by new prepaid 
customers. 

                                                           
30 

See Chen, Stephanie “Prepaid Energy and Low Income Assistance Programs,” DEFG LLC (Sept. 2012), available at 
www.defgllc.com.  
31 

The National Association of Utility Consumer Advocates (NASUCA) issued a resolution in July 2011 regarding 
prepay programs. Its first recommendation states that consumer protections under prepay must be maintained or 
enhanced. See www.nasuca.org/archive/NASUCA%202011-3.pdf.  

http://www.defgllc.com/
http://www.nasuca.org/archive/NASUCA%202011-3.pdf
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o Offer a negotiable extension of credit to customers who are unable to replenish their 
account for a certain minimum amount of time or more, i.e. for disconnections that will 
last longer than 12 or 24 hours.  

 Ongoing Discounts and Credits 

o Provide percentage discounts or credit amounts to prepaid customers that are 
comparable to those available to qualified postpaid customers. 

 Emergency Cash Assistance 

o The assistance program must consider a pending prepayment disconnection, when the 
customer is unable to replenish his account, as a crisis rendering the customer eligible 
for assistance. To facilitate timely receipt of assistance funds, the program may find it 
reasonable to consider a disconnection to be “pending” a day or two before a zero 
balance is reached, if the customer knows assistance will be needed. 

o Once the utility knows an assistance payment is forthcoming, it must allow sufficient 
time for the payment to be received before terminating service. This may require a 
short term extension of credit if the customer’s balance falls below zero during this 
time.  

o Both utility and assistance provider should strive to use communications technology to 
ease the administrative burden on customers, i.e. by sharing eligibility data, electronic 
transfer of non-mailed disconnection notice or account status, etc.  

o Assistance amounts can be calculated in a variety of ways, either incrementally as 
needed or as a lump annual total award. In choosing between models, the assistance 
provider must prioritize the principle of universal access, and determine which model 
best helps the customer avoid disconnection and keep his account current.  

o All stakeholders should avoid considering prepaid service as a tool for decreasing 
pressure on low income assistance funds. Prepayment may be a convenient transaction 
method for both customer and utility, but it does not significantly affect affordability, 
which is the primary factor driving demand for low income assistance. 

Conclusion 

Prepayment has evolved into a mainstream bill pay option with consumers placing a premium on 

increased budgetary control and convenience. Concurrently, a mobile ‘megatrend’ is taking place. 

Worldwide, people communicate via mobile devices all day long, and the volume of consumer digital 

transactions is exploding globally.  

Prepaid energy relies on near daily communication and fits squarely with the incremental, anytime-

anywhere payments consumers are rapidly growing accustomed to. Now it is possible to place day-to-

day energy and account management directly in the palm of the consumer’s hand. Prepaid energy 

represents a shift towards overall management by customers, with potential to reduce consumption 

and energy costs.  

Most customers are motivated to better manage their energy bills, but prepaid customers have the 

ability to react to a feedback loop noting both usage and dollars in near real time. In a feedback loop, 
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the customer can adjust behavior to make the output from a system equal to desired state.32  Thus, 

regular communications providing actionable information—usage tied to dollars and cents—can result 

in a significant response. There is a line of sight to decreased costs for both providers and consumers.  

At the industry level, prepaid energy is a paradigm shift, and accordingly has generated a good deal of 

controversy and debate among different stakeholders. More accountability is placed on prepaid 

customers—now acting as the creditor with responsibility for keeping their lights on. But this new 

accountability comes with increased control and flexibility, and potential for savings. While prepaid 

energy is not for everyone, there is potential for a better customer experience for certain customers.  

This paper identifies key issues related to the handling of new payment and communication channels, 

and advanced capabilities such as remote service disconnection and reconnection. Following a close 

examination of the service rules and consumer protections most pertinent to prepaid energy offerings, 

the paper proposes a regulatory path forward for prepaid service through policy recommendations. 

Prepaid electricity is a catalyst, as similar tensions will surely arise between existing service rules and 

other new programs enabled by AMI. The policy proposals here will hopefully provide value to the 

industry and inform rulemakings. 
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32 See Ozog, Michael “A Method for Estimating the Conservation Effects of Energy Prepayment,” DEFG Series of Regulatory 
Choices Papers No. 7 (Nov. 2011) (citing Goetz, “Harnessing the Power of Feedback Loops,” Wired Magazine, June 19, 2011). 
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Appendix A: National Consumer Law Center Recommendations33 
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 Rethinking Prepaid Utility Service, Customers at Risk , NCLC (June 2012). 

http://www.nclc.org/images/pdf/energy_utility_telecom/consumer_protection_and_regulatory_issues/report_prepaid_utility.pdf
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