BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

08I-113EGDOCKET NO. 08I-420EG

IN THE MATTER OF THE INVESTIGATION OF REGULATORY AND RATE INCENTIVES FOR CUSTOMERS OF 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 Commission Decision No. C08-0988.    

I. iNTRODUCTION

Wal-Mart is a national retailer with 83 facilities in the state of Colorado.  These facilities include Wal-Mart Supercenters, Discount Stores, Sam’s Clubs, distribution centers 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 customer incentives.  

II. Wal-Mart’S Comments  


At Paragraph 5 of the Order, the Commission identified six possible Commission goals with respect to regulatory responsibilities over utilities and requested comment.  The Commission also referenced an appendix containing additional questions for inclusion in interested party comments.  The questions in Appendix A request that interested parties evaluate a number of traditional and alternative ratemaking tools.  Wal-Mart’s global response to the request for comment is that all proposals should be checked against two guiding principles:  cost-causation and the traditional criteria used in ratemaking (“the ratemaking principle”).


The Cost Causation Principle.  Rates and rate design should reflect the manner and volume of how the utility incurs costs in serving each type of its customers.   Only rates that properly reflect cost causation can send customers clear price signals.  Customers that understand the cost of the energy they consume are better able to conserve energy and face incentives to conserve costs.   


For a rate structure that incorporates cost-causation principles to work, there must be a means to send customers price signals and those price signals must be accurate.   Utilities must seek cost-effective means to communicate pricing information with customers so that customer can best manage their loads.  While it is easy to say that “smart grid” infrastructure may provide these benefits, at this time the utility industry is only beginning to determine what “smart grid” will do and how much it will cost.  In addition, for the cost-causation principle to work, price signals have to be communicated and be accurate (without price distortion).  Some examples of typical price distortions include: intrinsic subsidies within and between rate classes; and recovery of fixed costs through variable, or kWh-based, rates.  

The Ratemaking Principle.  The ratemaking principle, which encapsulates the traditional criteria of a desirable rate structure as described by Bonbright in the “Principles of Public Utility Rates,”
 should be used to evaluate any proposed regulatory scheme.  According to this principle, rates should be practical, easy to administer by the utility, easy for customers to understand, and provide revenue stability for the utility.    Rates should also provide enough information and transparency for customers to make informed consumption management decisions.  


These two guiding principles should be employed to evaluate the responses of all comments to the questions posed in Appendix A and to any additional proposals raised.  


RTP is Consistent with the Guiding Principles.  In a November 17 filing, Wal-Mart requested that the Commission broaden the scope of this inquiry to include a discussion of the concept of Real-Time Pricing (“RTP”).  Wal-Mart notes that several queries contained in Appendix A reference Time-of-Use pricing (“TOU”).  Wal-Mart’s position is that RTP is more aligned with the guiding principle of cost-causation and with the principle of ratemaking.

RTP provides customers with the most accurate, up-to-date information, enabling customers to efficiently respond to price signals.  This enables customers to cost effectively manage their own loads.  Rates for electricity should be priced on an hourly basis, using a c/kWh rate for that specific hour.  In order to reflect individual customer impacts to the system at peak times, these tariffs should incorporate a time dimension (e.g., a $/kW basis) into the demand portion of the rate.  Finally, in order to work effectively, an RTP scheme must provide customers with access to pricing information in a timely manner.  Any RTP scheme should at least provide day-ahead prices.   Preferably, an RTP scheme would provide customers with access to prices in real-time.  


A secondary benefit of RTP is that RTP relieves grid congestion.  RTP enables customers to have the most impact on load reduction at the most critical peak times, thereby reducing reliance on peaker plants.  This reduces energy costs for all customers.


Other States Have Successfully Implemented RTP.   Appendix A specifically requests examples of other states’ innovative electric rate designs.   In Illinois, ComEd offers RTP and utilizes currently available technology to provide pricing information to customers.  The ComEd Residential Real-Time Pricing Program provides predicted day-ahead price notifications and real-time day-of alerts to customers, via email or text message.  ComEd also automatically notifies customers after 3:30pm when the price for any hour the next day is estimated to reach or exceed 14 c/kWh.  In addition, ComEd provides predicted and real-time prices at their website, www.theWattSpot.com, and by phone at an 866-exchange number.
  


Ameren offers a similar product, “Power Smart,” which is an RTP program with similar notification features (both the ComEd and Ameren programs are managed by CNT Energy).   Ameren claims that from May through December 2007, participants saved an average of 16 percent on their electricity bills compared with the standard residential rate.
  


For large customers, the model RTP program to date is the Georgia Power program.  This program, as well as Ameren’s large customer RTP program, offer internet access to pricing information to program participants.


TOU, a Second to RTP.  For utilities that do not offer RTP, time-of-use (“TOU”) pricing is a good option to capture intra-day and intra-week volatility and reflect it in prices charged to commercial customers.  Wal-Mart takes service under a number of TOU tariffs nationwide.  Some utilities, such as NV Energy in Nevada, have a size threshold over which customers are required to take TOU rates.   A successful TOU scheme both sets relative time period rates at levels that encourage customers to manage and shift load off of high-priced hours and ensures that the TOU rates are based on actual cost.  A disadvantage of TOU is that TOU prices do not generally reflect actual market prices--in high-priced periods the grid may not realize the reduction in energy anticipated and in low-priced periods, customers may not realize all of the benefits of implementing market-based prices.


Monthly Fuel Pricing Option.  For utilities that do not offer RTP, one other option is to offer customers monthly fuel pricing that reflects actual market prices.  While this option does not provide the intra-day and intra-week pricing signals that TOU rates provide, it does provide the transparency of actual fuel prices, such as market prices for resources at the margin, a key benefit of RTP.  A monthly fuel pricing option may also appeal more than RTP and TOU to customers that do not have the controls sophistication to manage hourly changes in price but want fuel price transparency in their rates.   This option can also include an on-peak/off-peak component, similar to PSCo’s current quarterly ECA.  


Inverted Block Rate Pricing is Inconsistent with the Guiding Principles.  Wal-Mart does not support the implementation of inverted block rates for commercial schedules, which currently are charged on a two-part rate.  An example of a current two-part rate for commercial customers is PSCo’s Schedule C, Commercial Service.  There are both cost-causation concerns and operational concerns with the use of inverted block rate structures.  The primary cost-causation concern is the under-recovery and inequitable collection of demand-related costs (typically the result of the inclusion of per kWh charges to recover demand-related costs).  


Inverted block rates for commercial customers also do not fulfill the requirements necessary for commercial customers to make economic load management decisions.  While the overall bill impact for a customer that consumes more energy than the class average may provide some incentive to reduce overall load, the pricing structure does not lend itself to load management and shifting.  Thus, customers under inverted block pricing miss out on the benefits of load management and shifting, especially during peak periods.  


The primary issue for load management and shifting is that inverted block rates are not time-based, so there is no incentive to move energy-intensive activities that are not timing sensitive to lower-priced hours.  Commercial customers, particularly retailers such as Wal-Mart, have the ability to manage or shift their load in response to price signals.  This can include increasing the operating temperature of a store, ramping down lighting, or cycling refrigeration.  In distribution center facilities, activities such as charging fork lifts, which are used around-the-clock, can be done at any point during the day and can be shifted from on-peak to off-peak times.  A customer can easily understand and manage around a price that increases or decreases with a regular interval, such as time of day, as part of a RTP or TOU structure, or day of week, as many TOU rates have weekday and weekend rates.  However, customers cannot make load management decisions around a price that is lower for the first block of the billing cycle, which may or may not start regularly, and depends on factors such as weather, which may or may not last the same amount of time each month.  In practical terms, it is unreasonable to expect a customer to operate at regular lighting for part of the month and at a lesser level the rest of the month.  It is similarly impractical for a customer to wait until a billing cycle ends to recharge fork lifts.         


A Focus on the Problem of Price Distortion in Rates.  Rate design is a key component of the Commission’s responsibility to set just, fair and reasonable rates.  Rates should reflect the costs incurred by the utilities not only because fairness dictates, but also because cost-based rates create incentives for customers to use energy more efficiently


The improper treatment of fixed and variable costs within rate design, from the perspective of a large commercial customer, is a problem inherent throughout today’s rate designs.  Specifically, Wal-Mart is concerned about the charging of demand-related costs on a per kWh basis.  This practice improperly shifts costs related to ensuring that the system can in aggregate meet its customers’ demands from low load factor customers to high load factor customers.   For instance, when demand-related costs are discounted to create the lower blocks in an inverted structure, the disproportionate effects are aggravated.  In addition, charging demand-related costs on a per kWh basis creates a risk that the utility will under-recover demand-related costs.  This is because reductions in consumption reduce the collection of costs that are incurred regardless of the amount of energy used.  Again, this negative effect is aggravated under inverted block pricing.  


This can be illustrated with a simple example of a utility that has only two customers, each with a monthly demand of 20 kW.  Assume it cost $2,000 to build the necessary infrastructure to handle 40 kW of load and that the entire cost will be collected in one year, so each customer has caused the utility to incur $1,000 of demand-related costs.  If charged on a per kW basis, the charge would be



$2,000 / 40 / 12 = $4.17/kW
Thus, over the course of the year, each customer would pay $1,000 (20 * $4.17/kW * 12), the cost they caused the utility to incur.


Next, assume Customer 1 is a high load factor customer with a load factor of 0.6 and consumes 105,120 kWh/year (20 * 0.6 * 8760) and Customer 2 is a low load factor customer with a load factor of 0.3 and consumes 52,560 kWh/year (20 * 0.3 * 8760.)  If the utility chooses to recover demand costs of a per kWh basis, the charge would be




$2,000 / 157,680 = 1.27c/kWh
Over the course of the year, the utility would collect $2,000, and the breakdown between customers would be

Customer 1
105,120 kWh * 1.27c/kWh = $1,333




Customer 2
52,560 kWh * 1.27c/kWh = $667

Because each customer caused the utility to incur $1,000 of costs, the utility is over-recovering from Customer 1 by $333 and under-recovering from Customer 2 by $667.  Essentially, Customer 1 is providing a $333 subsidy to Customer 2.


  Next, assume that an inverted block structure is put into place with a discount for the first 1,000 kWh/month and a premium of five percent over the flat rate for the remaining kWh billed.  The tail block kWh would be calculated by




157,680 – (1,000 * 24) = 133,680 kWh

The tail block rate would be calculated by




1.27c/kWh * 1.05 = 1.33c/kWh

The tail block revenue to be collected is




133,680 kWh * 1.33c/kWh = $1,780

The revenue collected in the first block is $220, which is the total revenue requirement of $2,000 minus the tail block revenue of $1,780.  The resulting first block rate is




$220 / 24,000 kWh = 0.92c/kWh

Over the year, the utility will collect $2,000 as before, but there is a $17 shift in demand-related cost recovery burden to Customer 1



Customer 1
(12,000 kWh * 0.92c/kWh) + (93,120 kWh * 1.33c/kWh) = $1,350



Customer 2
(12,000 kWh * 0.92c/kWh) + (40,560 kWh * 1.33c/kWh) = $650


The primary effect of the inverted pricing scheme is the same as with the flat charge per kWh scheme, as there is a subsidy paid by the high load factor customer to the low load factor customer.  It is also important to consider the secondary effect of both pricing schemes, which is the distortion of the capacity price signals received by customers.  The result of the pricing scheme can provide an incentive to utilize infrastructure inefficiently, as the level of subsidy rises as load factor (a measure of the efficiency of a particular load) decreases.

 
 Wal-Mart Supports Straight Fixed-Variable Rate Design.  Straight fixed-variable rate design recovers all of the utility’s fixed costs through fixed charges and all variable costs through variable charges.  The conceptual structure addresses both the customer concerns of intra-class subsidies and the utility concerns of cost under-recovery.  At this time, Wal-Mart makes no specific recommendations as to how the specific rates for each utility should be structured, as much of the detail will likely need to be addressed on a case-by-case basis.

Line-Item Listings of All Riders, Trackers and Adjustments is Consistent with Ratemaking Principles.   Wal-Mart supports full disclosure on bills so that customers can best understand for what they are paying.  Per-unit rate adjustments should not be collapsed into a single factor.  This sort of transparency is consistent with sending correct price signals to help customers better manage their energy costs. 

*     *     *     *


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 5th day of December, 2008.





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