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OF THE STATE OF HAWAII

----In the Matter of----
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Instituting a Proceeding To
Investigate Implementing a
Decoupling Mechanism for Hawaiian)
Electric Company, Inc., Hawaii
Electric Light Company, Inc.,
and Maui Electric Company,
Limited.

ORDERESTABLISHING HEARING PROCEDURES

By this Order, the commission sets the procedures for

the panel hearing scheduled for June 29 - July 2, 2009.’

I.

Background

On October 24, 2008, the conimission opened this docket

to examine implementing a decoupling mechanism for HAWAIIAN

ELECTRIC COMPANY, INC. (“HECO”), MAUI ELECTRIC COMPANY, LIMITED

(“MECO”), and HAWAII ELECTRIC LIGHT COMPANY, INC. (“HELCO”)2

that would modify the traditional model of rate-making for the

HECO Companies by separating the HECO Companies’ revenues and

profits from electricity sales. In that order, the commission

‘The commission issues this Order in advance of the
prehearing conference scheduled for June 22, 2009. Accordingly,
the parties may address any questions that arise from this Order
at the prehearing conference.

2HECO, MECO and HELCO are collectively referred to as the
“HECO Companies.”



directed the parties to file a stipulated procedural order

setting forth the issues, procedures, and schedule to govern this

proceeding.

Thereafter, on January 21, 2009, the commission

approved, with modifications, the proposed Stipulated Procedural

Order submitted by the HECO Companies, the DEPARTMENT OF

COMMERCEAND CONSUMERAFFAIRS, DIVISION OF CONSUMERADVOCACY

(“Consumer Advocate”) ,~ LIFE OF THE LAND (“LOL”), HAWAII

RENEWABLEENERGY ALLIANCE (“HREA”), HAIKU DESIGN AND ANALYSIS

(“HDA”), HAWAII HOLDINGS, LLC, DOING BUSINESS AS FIRST WIND

HAWAII (“First Wind”), the STATE OF HAWAII, DEPARTMENT OF

BUSINESS, ECONOMIC DEVELOPMENT, AND TOURISM (“DBEDT”), HAWAII

SOLAR ENERGY ASSOCIATION (“HSEA”), and BLUE PLANET FOUNDATION

(“Blue Planet”) on December 26, 2008.~

As set forth in the Statement of Issues presented in

the Procedural Order, the commission will decide in this

proceeding:

1. Whether the joint proposal or any

separate proposals that are submitted by
3The Consumer Advocate is an ex officio party to this

proceeding pursuant to Hawaii Revised Statutes § 269-51 and
Hawaii Administrative Rules § 6-61-62.

4See Order Approving, with Modifications, Stipulated
Procedural Order Filed on December 26, 2008, which was filed on
January 21, 2009 (“Procedural Order”) . The commission has since
approved a request by LOL to withdraw from this docket, and a
motion by First Wind to change its status from an intervenor to a
participant. Thus, the HECO Companies, Consumer Advocate,
HREA, HDA, DBEDT, HSEA, and Blue Planet are collectively referred
to herein as the “Parties.”
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the HECO Companies, the Consumer
Advocate or other parties are just and
reasonable?

2. Whether the decoupling mechanism(s) will
result in accelerating the addition of
new, clean energy resources in the HECO
Companies’ systems, while giving the
HECO Companies an opportunity to achieve
fair rates of return?

3. What should be the scope of and elements
to be included in the decoupling
mechanism?

4. How will decoupling impact the
utilities, their customers, and the
clean energy market?

5. Which issues and details regarding the
implementation of the decoupling
mechanism(s), including the
determination of any revenue target,
should be taken up in the context of
individual rate case proceedings of
HECO, HELCO and MECO?

6. Whether any cost tracking indices
proposed for use in estimating revenue
adjustment calculations can be expected
to determine just and reasonable revenue
adjustments on an on—going basis,
accounting for the differences between
the revenue requirement amounts
determined in each utility’s last rate
case and:

(a) The current cost of operating the
utility;

(b) Return on and return of ongoing
capital investment; and

(c) Any changes in State or federal tax
rates.

7. Whether any earnings monitoring/sharing,
service quality provisions, or any other
adjustments or considerations are
appropriate to implement as part of the
decoupling methodology in order to
calculate ongoing revenue adjustments
that are just and reasonable?
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8. Whether any provisions for
administrative procedures (e.g., utility
filings, decoupling tariffs, deferral
accounting provisions, customer notice
provisions, planned review/audit
procedures and any appeal or hearing
provisions) are appropriate, necessary
and sufficient to ensure that post test
year decoupling adjustments are fair and
reasonable?

9. How many years should the
decoupling/attrition revenue mechanism
remain in place for each of the
utilities before the next rate cases are
to be filed and under what conditions
can the utility, the Commission or other
parties initiate formal rate proceedings
outside of such rate case intervals?

10. What accounting and regulatory reporting
provisions are necessary to implement
any decoupling provisions in a manner
that will ensure reasonable definition,
isolation and recovery of the types of
costs that are to be separately tracked
and charged to customers through other
cost recovery mechanisms, such as:
Renewable Energy Infrastructure
Program/Clean Energy Initiative, Energy
Cost Adjustment Clause, Purchased Power,
Demand Side Management, and other
surcharge mechanisms?

11. Issues identified in the Commission’s

scoping paper in this docket.5

The purpose of the panel hearing is to assist the

commission in making these decisions.

II.

Hearing Procedures and Organization

The panel hearing, which was noticed for June 29 -

July 2, 2009, is scheduled to begin daily at 9:00 a.m., unless

5procedural Order, Exhibit 1, at 2-4.
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subsequently modified by the commission. Consistent with prior

panel hearings (e.g., Docket Nos. 03-0371, 03-0372, 05-0069), the

commission will establish panels of witnesses. By June 19, 2009,

each party shall file the name, title, and CV of each person who

may appear for each panel. There are some issues on which

multiple Parties have articulated a joint position. In those

situations, the commission encourages the Parties to appoint a

single panelist.

Mr. Scott Hempling, Executive Director of the National

Regulatory Research Institute (“NRRI”), the commission’s

consultant, will be moderating the panel hearing. Consistent

with prior panel hearings, Mr. Hempling will direct commission

questions to specific panel members. These questions will have

been prepared by commission staff and NRRI in advance, and will

be asked by Mr. Hempling, with follow-up questions by

commissioners and staff, if deemed necessary. The parties will

be given an opportunity to question each other after the

commission’s questions are completed.

The hearing will consist of six distinct panels

representing the major subject areas requiring commission

decisions. Those panels are:

I. Will Decoupling Help Achieve Hawaii’s

Obj ectives?
II. Decoupling Mechanics: How Well Does the

HECO Companies’ Decoupling Design
Achieve Hawaii’s Objectives?
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III. Revenue Adjustment Mechanism: How Well
Does it Achieve Hawaii’s Objectives?

IV. Revenue Per Customer Mechanism and Other
Alternatives: How Well Do They Achieve
Hawaii’s Objectives?

V. Energy Cost Adjustment Clause Amendment:
What are Its Advantages and
Disadvantages, In Terms of Hawaii’s
Obj ectives?

VI. What Review Processes and Safeguards
Should the Commission Consider?

The panel topics and subtopics are attached as

Exhibit A. These panel areas are consistent with the issues set

forth in the Procedural Order. However, to avoid confusion and

provide additional clarity, the commission will replace the

issues set forth in the Procedural Order with the issues set

forth above.

The questions identified in Exhibit A are intended

to help guide the Parties’ preparation. There will not be a

one-to-one correspondence between the questions listed in Exhibit

A and the questions asked orally at the hearing; the oral

questions will be more numerous and specific than the questions

in Exhibit A.

Because of the large number of issues and the limited

number of hours, it is inevitable that a panel period will end

without every party making every desired point. For that reason,

the commission will entertain oral closing statements at

the closing of the hearing, followed by written submissions as

set forth in the Procedural Order. Each party will have
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the opportunity to present closing statements of ten minutes

each. (The HECO Companies will have ten minutes, collectively.)

The commission will not hear opening comments. The person

offering the closing comments can be either a lawyer, witness or

authorized representative of each party.

III.

Orders

THE COMMISSIONORDERS:

1. The issues, as identified in the Procedural Order,

are replaced with the following issues:

I. Will Decoupling Help Achieve Hawaii’s
Objectives?

II. Decoupling Mechanics: How Well Does the
HECO Companies’ Decoupling Design
Achieve Hawaii’s Objectives?

III. Revenue Adjustment Mechanism: How Well
Does it Achieve Hawaii’s Objectives?

IV. Revenue Per Customer Mechanism and Other
Alternatives: How Well Do They Achieve
Hawaii’s Objectives?

V. Energy Cost Adjustment Clause Amendment:
What are Its Advantages and
Disadvantages, In Terms of Hawaii’s
Obj ectives?

VI. What Review Processes and Safeguards
Should the Commission Consider?

2. By June 19, 2009, each party shall file the name,

title, and CV of each panelist who will appear for each panel,

including any joint panelists.
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3. This order shall control the subsequent course of

the hearing, unless modified or otherwise ordered by

the commission. This order shall supersede the Procedural Order

where there is a conflict and shall supplement it in all other

respects.

DONE at Honolulu, Hawaii JUN P 6 ~O9

PUBLIC UTILITIES COMMISSION
OF THE STATE OF HAWAII

By__________
Carlito P. Caliboso, Chairman

By~% ~
J n E. Cole, Commissioner

~
Leslie H. Kondo, Commissioner

APPROVEDAS TO FORM:

Kaiulani Kidani Shinsato
Commission Counsel

2008-0274.Iaa
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DecouplingPanelArray

1. Will DecouplingHelp AchieveHawaii’s Objectives?(3 hrs)

2. DecouplingMechanics: How Well DoestheHECO
Companies’ DecouplingDesignAchieveHawaii’s
Objectives? (4 hrs)

3. RevenueAdjustment Mechanism: How Well Doesit
AchieveHawaii’s Objectives?(2 hours)

4. RevenuePer CustomerMechanismand Other Alternatives:
How Well Do They AchieveHawaii’s Objectives? (3 hrs)

5. Energy Cost Adjustment ClauseAmendment: What are Its
Advantagesand Disadvantages,In Terms of Hawaii’s
Objectives?(2 hrs)

6. What ReviewProcessesand SafeguardsShould the
CommissionConsider? (2 hrs)

7. Legal Questions(1 hr)
[to beflaggedduring theprecedingpanels]

8. Closing Arguments (1 hr)

EXHIBIT A



Will DecouplingHelp AchieveHawaii’s Objectives?

A. Whetheradoptingadecouplingmechanismfor theHECOCompanies,in placeof
thetraditionalrate-recoverymethod,is reasonable,prudent,andin thepublic
interest?

B. Hawaii’s objectives

1. reduceconsumptionof fossil fuel-basedelectricityby substitutingenergy
efficiency,demandresponseandrenewableenergyfor fossil production

2. maintainutility’s ability to attractcapital,on reasonableterms,sufficientto
fulfill its statutoryobligations

3. other?

C. Possiblepurposesof decoupling

1. Doescurrentratedesignconflict with Hawaii’s objectives?

Thepremisefor decouplingis thatundercurrentembeddedcost
ratedesign,reductionin salescausesareductionin profit because
the variablechargereflectsnotonly theutility’s variablecostsbut a
majority of theutility’s fixed costs. How largeaproblemis this?

2. Giventhatpremise,purposesof decouplinginclude:

a. ensurethat utility earnsareasonablereturnon investment
necessaryto servethepublic, regardlessof level of sales

b. overcomeutility resistanceto sales-diminishingprogramsthat
serveHawaii’s interests

c. protectutility from under-recoveryof existingfixedcosts

d. protectreturnon equityfrom diminutiondue to salesdecline

e. protecttotal profit dollarsfrom diminutiondueto salesdecline

f. other?

Which, if any,of thesepurposesare relevantto Hawaii?
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D. Hawaii factsrelevantto thedesirabilityof decoupling

1. salesgrowthhistory

2. customergrowthhistory

3. Programsunderway

a. RPS
b. existingenergyefficiencyprograms
c. EnergyefficiencyperRB 1464
d. RenewableenergyperHB 1464

4. Possiblefutureprograms

a. FiT
b. SolarPV Host
c. independentenergyefficiencyprogramadministrator
d. REIPS
e. other

3



II. DecouplingMechanics: How Well Doesthe HECO Companies’
DecouplingDesignAchieveHawaii’s Objectives?

Note: Thispanelwoulddiscussthedecouplingmechanicsseparatefrom theRAM
andECAC. Decouplingcan existwithoutRAMandECAC;RAMandECACcan
existwithout decoupling.

A. Determinebaserevenuerequirement

B. Determinetargetrevenue

C. Recorddifferencebetweentargetrevenueandactualrevenuein theRevenue
BalanceAccount(RBA)

1. Eachmonth,thedifference(positiveor negative)betweentargetedrevenue
andactualrevenuegoesinto theRevenueBalancingAccount.

2. Amountsin theRBA earn6% interest.

D. Adjust ratesto recover(or refund)thedifferencebetweentargetrevenueand
actual

1. Thechargewill appearasa separateline on thecustomerbill.

2. HECOviews theRBA andRAM asan automaticrateadjustmentclause.
Theythereforewill file theRBA andRAM tariff changesthroughtariff
transmittalletters.

B. EvaluationandSafeguards
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III. RevenueAdjustment Mechanism: How Well DoesIt AchieveHawaii’s

Objectives?

A. Purposeof theRAM

HECO: “... [Slettingtargetrevenuesthat do not changebetweenratecases
undersalesdecouplingprovidesno compensationto theutility for any
inflationarypressuresuponutility costsornewinfrastructureinvestments.
Therefore,thereis aneedto allow increasesin targetrevenuelevelseach
year.”

B. Mechanicsof theRAM

1. Purpose

2. O&M escalation

3. Ratebaseadjustment

4. Treatmentofearningsbelowandaboveauthorizedlevel

C. ConcernsabouttheRAM

1. Doesit trackcostsaccuratelyorwill it produceexcessearnings?

2. Whatis theopportunityfor Commissionreview of costincreases?

3. GiventheREIPS,whatis the incrementalbenefitof theratebase
componentoftheRAM? (SeealsoRB 1464, allowing for REIP to be
fundedby staterevenuebonds)

4. Are therealternatives?

5. DoesRAM’s wageinflator maketheutility indifferentto wageincreases?

6. WhataretheROEimplicationsofRAM-basedrevenueincreases?

D. Conditionson theRAM

(DBEDT, BP) TieRAM rewardto HECOprogresson:

1. newrenewablepowerfrom netenergymeteredcustomersinterconnected
to thesystemduringtheyear;
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2. newrenewablepowerpurchasedthroughFiTs duringtheyear;

3. newrenewablepowerpurchasedthroughthePV HostProgramduring the
year;

4. the increasein otherrenewablepowerduringtheyear;and

5. the numberof newnetenergymeteredcustomersinterconnectedin the
systemduringtheyear.
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IV. RevenuePer Customer Mechanism and Other Alternatives: How Well

Do TheyAchieve Hawaii’s Objectives?

A. HDA’s RevenueperCustomer

1. Purpose

2. Description

3. Relationshipto HECO’s decouplingproposal

4. Relationshipto HECO’s RAM proposal

B. Otheralternatives
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V. Energy Cost Adjustment ClauseAmendment: What are Its Advantages
and Disadvantages,In Terms of Hawaii’s Objectives?

Statusquo: Current ECACincludesheatrate adjustmentthat allows utility to
keepextramoneywhenactual heatrate is lessthan targetheatrate andvice
versa.

A. Doesthe heatrateincentiveencourageautility to curtail arenewableproducer
ratherthancurtail abaseload (relativelyefficient) fossil fuel plant?Doesit make
theutility lesswilling to encourageenergyefficiencyfor thesamereasons?

B. ShouldtheCommissioneliminatetheheatrateadjustment,thusallowing a full
pass-throughof energycoststhroughtheECAC?

C. DoeseithertheRAM or eitherdecouplingmechanism(HECO’s orRPC) affect
thecurrentoperationsof theECAC?
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VI. What ReviewProcessesand SafeguardsShould the Commission

Consider?

A. Reviewof decoupling’sresults: frequencyandtypeofreview

1. ReviewofrelationshipofRAM recoveryto actualcosts

2. Possibilityofratevolatility

3. Administrativecosts

4. Timing of reviews

B. Capson revenueincreases

C. Link decoupling’scontinuationto performance

1. thenumberofnewnetenergymeteredcustomersinterconnectedto the
systemduringtheyear;

2. theincreasein nonfossil-basedkilowatt-hourgenerationduring theyear;

3. theincreasein thenumberof customerssignedup in thePay-as-You-Save
SolarProgramduringtheyear;

4. theamountofnewrenewableenergy(kilowatt-hours)purchasedthrough
thefeed-intariffs duringtheyear

5. thedecreasein theamountof fossil oil usedduringtheyear

6. theincreasein theenergysavings(kWh) resultingfrom energyefficiency
programsanddemand-sideprograms

7. thenumberofnewnetenergymeteredcustomersinterconnectedin the
systemduring theyear

8. Servicequality indices,e.g.,SystemAverageInterruptionFrequencyIndex
(SAIF), andCustomerAverageInterruptionDurationIndex (CADI)

D. ContinuedCommissionreview
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