BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

08I-113EGDOCKET NO. 08I-113EG
IN THE MATTER OF THE INVESTIGATION OF REGULATORY AND RATE INCENTIVES FOR GAS AND ELECTRIC UTILITIES.
comments OF wal-mart stores, inc. and sam’s west, Inc.


Wal-Mart Stores, Inc. and Sam’s West, Inc. (collectively, “Wal-Mart”), by and through its undersigned counsel, hereby provides its comments in response to Ordering Paragraph A.3 of Commission Decision No. C08-0903, adopted August 13, 2008 (the “Order”).  The Order requested further comment concerning incentives faced by Commission regulated utilities.  

I. iNTRODUCTION

Wal-Mart is a national retailer with 80 facilities in the state of Colorado.  These facilities include Wal-Mart Supercenters, Discount Stores, Sam’s Clubs, a distribution center and gas stations.  In addition to being one of the largest electric utility customers in Colorado, consuming over 300 million kWh annually, Wal-Mart is a leader in energy efficiency and deployment of demand side management (“DSM”) technology.  For instance, in moving towards its goal of developing a store prototype that is 30 percent more efficient by next year, Wal-Mart is installing a variety of energy efficiency measures and is auditing the results.  These measures include: advanced meters (installed in approximately 880 United States and 380 United Kingdom facilities); daylight harvesting; highly efficient HVAC; white membrane roofs; heat reclamation from refrigeration equipment; T8 and LED lighting; and active dehumidification.  Selecting from the most energy and cost efficient equipment employed in its trials, and coupled with new technologies, Wal-Mart’s goal is to make its existing stores 20 percent more energy efficient by 2012, based on a 2005 baseline.  Wal-Mart’s energy efficiency efforts, by reducing its energy demand, are assisting the utilities with compliance with Governor Ritter’s Executive Order on Greenhouse Gases.  Wal-Mart commends this Commission for moving forward through this docket and looks forward to contributing a commercial customer’s perspective concerning utility incentives.  

II. Wal-Mart’S Comments  


At Paragraph 9 of the Order, the Commission referenced further resources and an additional list of scoping questions attached as Exhibit B.  These questions identified six possible Commission goals with respect to regulatory responsibilities over utilities.  Wal-Mart has integrated its responses to the scoping questions and selective queries from Appendix B in the following narrative.  

A.
INTERIM RATEMAKING ADJUSTMENTS SHOULD BE MINIMIZED (WAL-MART RESPONSE TO APPENDIX B, QUESTION 6(a)).


For several reasons, the appropriate place for considering cost recovery of expenses faced by utilities is in the general base rate case.  First, the general base rate case creates a platform where all costs, benefits and risks can be systematically considered.  Second, single-issue ratemaking between base rate cases does not often involve adjustments to return on equity; such adjustments are sometimes required to appropriately reflect the reduction of risk experienced by the utility.  When recovery treatment is provided for an isolated expenditure through an adjustment mechanism, the utility might face disincentives to efficiently manage and control this cost.  Assured cost recovery minimizes company management incentives to vigorously control cost.


Additionally, multiple proceedings for interim rate adjustments can burden ratepayers who wish to participate in the process to protect their interests.  In its consideration of adjustment mechanisms, the Commission should consider the potential impacts on the public process of determining utility rates, including the ability of customers to participate in the process and legal and consultant costs involved.


The Commission should always consider the extent to which the implementation of the adjustment mechanism would reduce the utility’s risk by considering an appropriate adjustment to the utility’s allowed return.  The Commission should also consider the extent to which changes in rate structure, such as implementing Real Time Pricing for large customers, could offset the utility’s risk that is tied to cost recovery.  

B.
COMMISSION “INCENTIVES” TO UTILITIES THAT ARE INTENDED AS “INDUCEMENTS” FOR THE UTILITY TO ENGANGE IN ENERGY EFFICEINCY ACTIVITIES ARE APPROPRIATE WHEN THE INCENTIVES APPLY ONLY TO THOSE ENERGY EFFICIENCY ACTIVITIES OF THE UTILITY ITSELF THAT ARE LEAST-COST TO CUSTOMERS (WAL-MART RESPONSE TO APPENDIX B, QUESTION 7) .


Wal-Mart does not oppose the concept of providing utilities with incentives for energy efficiency activities.  However, care should be taken to make sure that any utility-sponsored program provides energy efficiency at the least cost to consumers.  Additionally, the Commission should ensure that the utility is not compensated for energy efficiency activities that are implemented and funded by the utility's customers.  For example, a utility should not be compensated for an individual customer's independent and proactive activities such as purchasing more energy efficient appliances or installing CFLs.  


Also, any incentive should not reward the utility for:

events of Force Majeure;

changes in the number of customers served by the utility; 

changes in economic conditions; and

building codes.

These factors could have a tremendous impact on reduced energy usage without any participation on the part of the utility.  

The purpose of the incentive mechanism should be to promote the implementation of cost-effective energy efficiency, not to simply financially reward the utility.  Thus, the Commission should adopt incentive programs that incorporate concise, well-delineated standards for any incentive awarded.  Any incentive plan should incorporate an appropriate disincentive, funded by shareholders or credited to ratepayers, applicable for when the utility fails to meet the standards. Including a penalty for non-performance enables an appropriate balance of risk and reward.  A utility may ultimately benefit financially from the incentive, but the utility should not benefit financially from an incentive unless the utility’s energy efficiency efforts yield significant energy reductions.     

C.
THE COMMISSION SHOULD IMPLEMENT ALTERNATIVE RETAIL RATE STRUCTURES SUCH AS REAL-TIME PRICING (WAL-MART RESPONSE TO APPENDIX B, QUESTION 15). 


The successful implementation of an alternative rate structure to achieve system efficiencies is dependent on correct incorporation of cost-causation principles.   Consumers presented with price signals that reflect consumption decisions take actions to minimize their own costs, as well as those of other customers and the utility.  Thus, for an alternative rate structure to be effective, the scheme must result in the sending of correct price signals to customers.  Rates should contain minimal price distortions.  Typical price distortions included in rates are: (1) intrinsic subsidies within and between rate classes and (2) recovery through rates of demand-related costs on a kWh basis.  

Additionally, the structure of rates should not unduly risk the recovery of a utility’s prudently incurred costs.   For instance, an inverted block rate structure that does not collect demand-related costs until tail block thresholds are met may inadvertently lead to undercollection.

In order to send accurate price signals to consumers, the Commission could require utilities to file tariffs employing real-time pricing (“RTP”).  RTP provides customers with the most accurate, up-to-date information, enabling customers to efficiently and cost effectively manage their own loads.  Commodity rates should be priced on an hourly basis, using a c/kWh rate for that specific hour.  These tariffs should also incorporate a time dimension into demand rates.  Such a mechanism will reflect individual customer impacts to the system at peak times.  The time dimension should be reflected in a $/kW rate. 


With hourly RTP, many consumers have the potential to respond to energy price signals and benefit grid congestion.  By using RTP, many customers can have the most impact on load reduction at the most critical peak times, reducing reliance on peaker plants and reducing energy costs for all customers.

D.
BOTH QUALIFIED UTILITY AND NON-UTILITY VENDORS SHOULD BE ELIGIBLE TO OFFER ENERGY EFFICIENCY AND DEMAND SIDE MANAGEMENT PROGRAMS (WAL-MART RESPONSE TO APPENDIX B, QUESTION 19 (a)-(c))


The Commission should permit any and all qualified energy efficiency providers, including utilities, to compete for the right to provide energy efficiency.  There is nothing inherent in energy efficiency or demand side management programs that would limit vendors to just utilities.  Successful demand response programs have been implemented by non-utility organizations such as ISOs and RTOs.
  A market approach permitting non-utility energy efficiency providers to compete with the utilities will increase cost-effectiveness and spawn technological innovation. Thus, the primary consideration for selecting a vendor for energy efficiency and/or demand side management programs should always be quality and cost effectiveness.

E.
A NARROW DECOUPLING MECHANISM THAT ACCOUNTS ONLY FOR THOSE REDUCTIONS THAT ARE A DIRECT RESULT OF THE UTILITY’S PROMOTIONAL ACTIVITIES COULD BE IN THE INTEREST OF CUSTOMERS AND A CLEANER ENVIRONMENT (WAL-MART RESPONSE TO APENDIX B, QUESTION 22).  

Decoupling represents an effort to strike a balance of promoting energy efficiency while giving the utility an assurance that it will be given the opportunity to earn an authorized rate of return on investments.  This is accomplished by developing a mechanism that automatically adjusts rates upwards or downwards, based on the utility’s level of energy sales.  In theory, when measures to improve energy efficiency reduce energy consumption, consumer rates increase to ensure that the utility meets its authorized revenue requirement.  A properly designed revenue decoupling mechanism can be in the interest of both consumers and a cleaner environment.  The success of any such mechanism hinges on how the variations in utility sales are counted.

There are many contributors to variations in utility sales that are not related to a utility’s promotion of energy efficiency measures and demand-side resource programs. Decoupling adjustments should only be allowed to account for the effect of the utility’s direct promotion of energy efficiency to its customers.  The utility should not be reimbursed or compensated for normal variances in sales volume, reductions that result from individual customer conservation actions, nor reductions caused by other circumstances not directly related to the utility’s promotion of its energy efficiency programs.  Some examples of the types of natural, non-controllable factors that can cause deviations from utility forecasts (and should not be included in any decoupling adjustment) include: 

Individual customer actions:

Some examples of an individual customer’s proactive and independent actions not resulting from utility energy efficiency programs are: 

investing in more energy efficient appliances;

taking vacation; 

replacing ordinary light bulbs with compact fluorescent lighting (“CFL”);

investing in improved building insulation; and

eating out more frequently.  

Customers actively engaging in activities to conserve energy are likely to consume less than average amounts of energy.  In a decoupling regime, the progress towards energy consumption reductions achieved by the more conscious energy consumer will yield the same increases in energy rates that would result from the utility’s progress towards reducing the volume of energy sold.  A flaw in a traditional decoupling mechanism is that all sources of energy reduction generate the same increase in energy rates.  In the case of customers that conserve energy on their own, a traditional decoupling mechanism may send the wrong price signal.  If a decoupling mechanism is implemented, the Commission should ensure that any decoupling mechanism, in coordination with the rate structures in place, permits customers pursuing energy conservation to realize the benefits from their efforts in the form of lower energy bills.  

Weather variations:
It is very difficult to predict weather variations. During summer, when the weather is hotter than normal, electricity consumption can be expected to be higher than normal.  However, if the weather is cooler than normal in the summer, electricity consumption can be expected to be lower than normal.  During the winter season, the exact opposite happens; if the weather is warmer than normal, electricity consumption can be expected to be lower than normal, while if the weather is cooler than normal, electricity consumption can be expected to be higher than normal.  Weather variations can wreak havoc on utilities’ sales forecasts.  Weather variation can also have very serious negative consequences to customers when a decoupling mechanism is in place.    

If the decoupling mechanism is not normalized by the effect of weather variations, customers will receive a conflicting price signals from the utility. In fact, in certain circumstances the price signal from decoupling can actually harm conservation efforts. For example, during summer, in peak periods that exceed utility forecasts (such as an unusually long summer heat wave), a decoupling mechanism without weather normalization will automatically lower rates.   In other words, customers will see lower rates per kWh than without the decoupling mechanism because sales volumes will be above normal levels.  Thus, a hotter than expected summer, combined with a decoupling regime, will signal consumers to use more electricity at the time when conservation is most important.

Economic conditions:

The general condition of the economy can also have a devastating impact on the utilities’ expected sales volume.  Generally, when the economic situation is positive, increases in electricity consumption can be expected.  In an economic slowdown, decreases in electricity consumption can be expected.  Where a general slowdown in the economic condition within the franchise area of a utility is experienced, implementation of decoupling will tend to raise rates when customers are already suffering. Utilities should not receive a decoupling adjustment for reductions in sales volumes that result from economic slowdowns.

Number of customers served by the utility:

Ordinarily, when the number of customers served by the utility increases, utility sales volumes also increase.  However, there will be circumstances where new customers might have a lower average consumption than the average utility customer, which can lead to a lower overall sales volume per customer.  In this scenario, the existing utility customers should not incur higher rates because their consumption patterns and behaviors did not cause the failure of the utility to earn its authorized revenues.  Here, decoupling can create an intergenerational inequity, where the enterprise customers are forced to defray the cost of serving new customers.  A general base rate case is the appropriate method of adjusting for this type of scenario.  

Force Majeure events:

Utilities should not recover through decoupling for losses sustained due to power outages during events of force majeure because such losses are not the result of the utility’s promotion of energy efficiency.  A force majeure event causing a loss of power can include, but not be limited to, natural phenomena such as storms, hurricanes, floods, lightning, earthquake, other occurrences such as explosions and fires, acts of war or public disturbances, riots, insurrection, sabotage, acts of terrorism, and certain actions by governmental authorities.  These and many other variables may have a more significant impact on utility sales volumes than the impact of utility energy efficiency programs.  Therefore, extreme care must be exercised to account for these natural causes for sales volume variances before allowing rates to be adjusted through the application of revenue decoupling. The impact of these variables in day to day economic activity cannot be ignored.  

For a decoupling mechanism to be declared just, reasonable, and nondiscriminatory, such mechanism must properly account for reductions caused by circumstances not directly related to the utility’s promotion of its energy efficiency programs.  This can be achieved with careful planning and implementation.

*     *     *     *


In the order initiating this docket, the Commission clarified that the focus of this docket is on utility incentives – the Commission plans to address customer-side incentives in a “separate forum.”   The customer incentive docket was on the agenda for the September 17, 2008 Weekly Commissioner Meeting.  Wal-Mart thanks the Commission for providing a meaningful opportunity for a dialogue about customer incentives.


WHEREFORE, Wal-Mart respectfully submits these comments to the Commission for consideration and dialogue.  Wal-Mart would be pleased to further supplement the record in this proceeding as requested by this Honorable Commission.  

DATED this 22nd day of September, 2008.





WAL-MART STORES, INC. AND SAM’S WEST, INC.






By: _____________________________
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� Wal-Mart is currently participating in 16 demand response programs nationwide, including programs operated by ISO-NE, New York ISO, and TVA.
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