BEFORE THE PUBLIC UTILITIES COMMISSION

‘OF THE STATE OF HAWATT

————— In the Matter of -----

PUBLIC UTILITIES COMMISSION - DOCKET NO. 2008-0274

Instituting a Proceeding to
Investigate Implementing a
Decoupling Mechanism for
Hawaiilan Electric Company,
Inc., Hawaii Electric Light
Company, Inc. and Maui
Electric Company, Limited

L g

FINAL DECTSTON AND ORDER

AND

DISSENTING OPINTON OF LESLIE H.‘KONDOl COMMISSIONER

I € 9nv 002

a4

NOISSINWOJ
S3tLiLn 3nngnd

h08 Vv



IT.

TABLE QOF CONTENTS

PROCEDURAL BACKGROUND . ... . it ittt it ettt et e aeaaaaaeesnn 5
A Initiation of the Docket ........ ... 5
B I o N o = = o o o ) o N 7
C. Proceaural o 1= 8
D Decoupling PropoSals .. .v vt i it ittt ittt e 10
E PAnNel Hear il . v v it ittt ettt et e e ettt e e e e e e 12
DI S CU S STON &t it ittt e e et e et m e a e et e et et e e 16
A. Amended Joint Proposal SUmMmMary . . ... uuiiienneeneeenn 16
2 TN 1 = 3 = 3 1= 17
1. Whether Decoupling Will Help Achieve Hawaii’s
(0 o35 =T o o A Y= 18
a. Hawali's Objectives ............. ... 18
b. Decoupling Overview - Comparison to
Traditional Ratemaking...................... 22
c. Parties’ Positions .............iiiiiinnnn.. 24
d. Findings ..... ...ttt i it 29
2. BAbility of Sales Decoupling to Achieve
Hawaii’s ObJeCctives ...ttt i et et e e e e e e e e e e e 31
a. Sales Decoupling and RBA Details............ 31
b. Parties’ Positions ..........c.iiiiiiiiia.. 41
C. PIndings ...... ittt eeiieann s 43
3. Ability of the RAM to Achieve Hawaii‘s
) & Yy =T d ol A = 47
a. RAM Details .......o it 47
b. Parties’ Positions....... e e e 62
¢c. Findings........... e et e et e e e 70
4, Ability of RAM Alternatives to Achieve Hawaii
0 o Ry = Yo ol T . 76
a. Revenue Per Customer and Other
Alternatives . oo vttt it e e e e 76
b. Parties' Positions ............cueiininnn.. 78
C. Pindings ..... .ttt it e e 80
5. ECAC Amendment . ... ...ttt mmnat i 81
a. Background.........ceoiinann e et e e e 81

b. ECAC Amendment in the Amended Joint
e o Yo =3 T 83




¢c. HDA's Full Pass Through Proposal ............ 88

A. Findings .. i ittt ittt e 90
6. Decoupling Review Process and Safeguards ........ 92
a. HCEI Performance Metrics .................... 93

b. Earnings Sharing Revenue Credit Mechanism .. 105
c. Credit Mechanism for Major and Baseline

Capital Projechs ...ttt it ittt e in s 108

Service Quality MetricC ... .. vt iinnunness 110

e. On-Going Review of Decoupling.............. 115

f. Outreach ....... ...ttt 122

ITI. ULTIMATE FINDINGS OF FACT AND CONCLUSIONS OF LAW ....... 123

IV. ORDERS ...t i ittt i sttt s i i e R 129




BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF HAWAIT

————— In the Matter of -----

PUBLIC UTILITIES COMMISSION Docket No. 2008-0274
Instituting a Proceeding to
Investigate Implementing a
Decoupling Mechanism for
Hawaiian Electric Company,
Inc., Hawail Electric Light
Company, Inc. and Maui
Electric Company, Limited

B P o

FINAL DECISION AND ORDER

By this Final Decision and Order, -Hthe commission
approves the decoupling mechanism proposed in the Joint Final
Statement of Position of the HECO Companies and

Consumer Advocate,’ filed on May 11, 2009 (*Joint FSOP”), as

'"The “HECO Companies” collectively refers to Hawaiian

Electric Company, Inc. (“HECO”), Hawaii Electric Light Company,
Inc. (“HELCO”), and Maui Electric Company, Limited (“MECO”); the
“Consumer Advocate” refers to the Department of Commerce and
Consumer 'Affairs, Division of Consumer Advocacy. The remaining
parties to this proceeding are: the Department of Business,
Economic Development, and Tourism (“DBEDT”), Haiku Design and
Analysis (“HDA”), Hawaii Renewable. Energy Alliance (“HREA”"),
Hawail Solar Energy Association (“HSEA”), and Blue Planet
Foundation (“"Blue Planet”). In addition, Hawaii Holdings, LLC
dba First Wind Hawaii (“First Wind”) is a participant in this
docket. The HECO Companies, Consumer Advocate, DBEDT, HDA, HREA,
HSEA, and Blue Planet are collectively referred to as the
“Parties.”




amended by filings on June 25, 2009,° and July 13, 2009,' and as
subsequently modified by the proposals in the HECO Companies’
Motion for Interim Approval of a Decoupling Mechanism, filed on
November 25, 2009 ("Interim Motion”) (collectively, the “aAmended
Joint Proposal”), subject to the modifications made herein.

The HECO Ccmpanies’ revenues shall be decoupled from
sales’ when rates that reflect a reduced rate of return (“*ROR”)

due to decoupling are .approved by the commission in either an
interim or final decision and order in the HECO Companies’

pending rate cases. The HECO Companies’ tracking of target
revenue and recorded adjusted revenue shall alsoc take effect on
the date of an interim or final decision and order in the HECO

Companies’ pending rate cases.’

’See HECO’s Revised and New Exhibits for the Joint FSOP,
filed June 25, 2009 (*June 25, 2009 Exhibits”).

‘See HECO’'s responses to Questions from Panel Hearings Held
on June 29 to July 1, 2009, filed July 13, 2009 (*July 13, 2009
Responses”) .

'For the purpose of this Decision and Order, the term “sales
decoupling” refers to the de-linking of utility revenues and
profits from the volume of electric energy and capacity sold by
the HECO Companies to the consumer.

*HECO began tracking target revenue and recorded adjusted
revenue on February 20, 2010, “in order ‘to align with the
effective date of the tariff that implemented the commission’s
Second Interim Decision and Order, filed February 19, 2010 in
HECO’'s 2009 test year rate case, Docket No. 2008-0083 (“Second

Interim D&O").” Proposed Final Decision and Order filed by the
HECO Companies and the Consumer Advocate on March 23, 2010
(*Proposed Final D&0O") at 2. The commission, however, rules

herein that tracking for the HECO Companies shall begin when the
commission issues an interim or final decision and order wherein
rates reflect a reduced ROR as a result of decoupling in the
pending rate cases.
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As acknowledged by all of the Parties to this doéket,
decoupling represents a transformational change from traditional
rate-making. Under the traditional approach, utilities like the
HECO Companies recover their fixed costs partially through fixed
charges, such as customer chafges, and partially through
volumetric charges such as energ& {or per kilowatt-hour (*kWh”")
charges) . This rate desigﬁ works for utilities when sales
gradually increase from year to year, such that increases in
revenues are sufficient to recover the fixed costs approved by
regulators in the utility's last rate case, while also
compensating the utility for cost escalation due to needed
expansion or modernization of system infrastructure and
inflation, all while maintaining an adequate return on the

utility’s investments to attract investors. The more a utility
recovers its fixed costs from volumetric charges, the more a
change in sales will affect earnings. Pericds of consistenﬁ
sales volume increases could lead to elevated earnings. Thus,
utilities may have an incentive to increase sales, which could
then lead to over-earnings.

In the event that sales become stagnant or are on a
long-term decreasing trend, and the corresponding falling
revenues fail to fully recover fixed costs, utilities
traditionally initiate a rate case to request an increase in

revenues. However, since rate proceedings may take many months
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to adjudicate, it may be difficult for utilities to maintain
their financial health. Under these conditions, it 1s not
unusual for utilities to file rate cases in quick succession in
an effort to reset their rates to compensate for falling sales
and increasing costs.

For the HECO Companies, the conservation, energy
efficiency, and customer-sited renewable generation meaéures
that are advanced in Hawail’s recent energy policies and laws
will contribute to falling sales. Thus, while these measures
move the State toward important energy goals that all
stakeholders and the commission support, the erosion of
electricity sales and revenues may result in negative financial
impacts to the HECO Companies. Decoupling, which de-links or
“decouples* the HECO Companies’ revenues from the amount of
electricity or kWh they sell, is intended to remove the
disincentive for the HECO Companies to aggressively pursue
Hawaii’'s clean energy objectives.

The decoupling ﬁechanism approved herein includes:
(1) a sales decoupling component, or Revenue Balancing Account
(*“RBA"), which is intended to break the link between the HECO
Companies’ sales and their total electric revenue; and (2) a

Revenue Adjustment Mechanism (“RAM”), which is intended to
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compensate the HECO Companies for increases in utility costs and
infrastructure investment between rate cases.®

While decoupling represents a new means of rate
regulation and questibns might still exist.about the efficacy of
decoupling, with the modifications to the decoupling mechanism
and thé protective measures approved herein, the commission
believes that decoupling is the right regulatory model to move
Hawaii toward a clean energy future, while also proﬁecting the

financial health of the HECO Companies.

I.
PROCEDURAL BACKGROUND
A,
Initiation of the Docket

By Order Initiating Investigation, filed on October
24, 2008 (“Opening Order”), the commission opened this docket to
examine implementing a decoupling mechanism for the HECO
Companies that would modify the traditional model of ratemaking

for the HECO Companies by separating the HECO Companies’ revenues

*HECO's most recently proposed RBA tariff provision, which
was attached to the Proposed Final D&0O, will sometimes be
referred toc as the “RBA Provision;” HECO's most recently proposed
RAM tariff provision, which was attached ‘to the Proposed Final
D&0O, will sometimes be referred to as the “RAM Provision.” For
ease of reference, to the extent that the equivalent provisions
in MECO’s and HELCO's tariffs are identical to HECO’s, then those
provisions in all of the HECO Companies’ tariffs will Dbe
collectively referred to as the “RBA Provision” or the “RAM
Provision.” Additionally, unless otherwise specified,
*decoupling” as used herein will generally refer to both the RBA
and the RAM components of the Amended Joint Proposal.
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and profits from electricity sales. In the Opening Order, the
commission acknowledged that:

On October 20, 2008, the Governor of the
State of Hawaii, [DBEDT, the Consumer
Advocate], and the HECO Companies entered
into a comprehensive agreement designed to
move the State away from its dependence on
imported fossil fuels for electricity and

ground transportation, and toward
“indigenously produced renewable energy and
an ethic of energy efficiency.” A product of

the Hawaii Clean Energy Initiative, the
Agreement is a commitment on the part of the
State and the HECO Companies to accelerate
the addition of new, clean resources on all
iglands; to transition the HECO Companies
away from a model that encourages increased
electricity usage; and to provide measures to
assist consumers in reducing their
electricity bills.

Included in the Agreement is a commitment by
the HECO Companies to modify their
traditional rate-making model by implementing
a decoupling mechanism. Generally,
decoupling is a regulatory toocl designed to
separate a utility’s revenue from changes in
energy sales. Decoupling, as asserted by its
propeonents, has the benefits of encouraging
the substitution of renewable resources,
distributed generation and energy efficiency
for the utility’s fossil fuels production (by
reducing a utility’'s disincentive to promote
these types of resources and programs), while
simultaneously protecting a utility’s
financial health from erosion as these types
of programs go into effect.’

‘Opening Order at 1-3 (footnote omitted). The Agreement
refers to the Energy Agreement Among the State of Hawaii,
Division of Consumer Advocacy of the Department of Commerce and
Consumer Affairs, and the Hawaiian Electric Companies (“Energy
Agreement”} . It arose from the Memorandum of Understanding
between the State of Hawaii and the U.S. Department of Energy to
establish a partnership, called the Hawaii Clean Energy
Initiative (“HCEI”), which aims to have 70% of all of Hawaii'’s
energy needs generated by clean energy sources by 2030. The
signatories to the Energy Agreement are the Governor of the State
of Hawaii, DBEDT, the HECO Companies, and the Consumer Advocate.
See Opening Order at 2 n.2.
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In the Opening Order, the commission: {1) named the
HECO Companies and the Consumer Advocate as parties to this
proceeding; (2) directed them to file a jJjoint propoéal on
decoupling within 60 days vof the date of the order; and
(3) directed them {(and any intervenors and participants) to file
a stipulated (or proposed) procedural schedule and a stipulated
(or proposed} protective order within 45 days of the date of the

order.

B.

Intervention

Motions to intervene were filed by (1) DBEDT, (2) HDA,
(3} HREA, (4) HSEA, (5) Blue Planet, (6) First Wind, and (7) Life
of the Land (“"LOL"). The motions to intervene were approved by
an order issued by the commission on December 3, 2008, which
order also: (1) denied a motion by Tawhiri Power LLC for an
enlargement of time to file a motion to intervene;B (2) dismissed
as moot motions for leave to file reply memoranda that were filed
by LOL, HDA, Blue Planet, and HREA on November 24, 2008,
November 25, 2008, November 26, 2008, and December 1, 2008; and
(3) extended certain deadlines that were addressed in the Opening

Order. Thereafter, during the course of the docket, LOL withdrew

‘on January 9, 2009, the commission issued an order denying
a motion filed by Tawhiri Power LLC on December 15, 2008 for
reconsideration of the order denying Tawhirli Power LLC’s motion
for enlargement of time.
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from the proceeding -and First Wind changed its status to

sparticipant” in this proceeding.’

C.
Procedural Order
On January 21, 2009, the commission approved, with
modifications, the proposed Stipulated Procedural Order submitted
by the HECO Companies and the Consumer Advocate, as well as
then-intervenors LOL, HREA, HDA, First Wind, DBEDT, HSEA and
Blue Planet on December 26, 2008, pursuant to the Opening Order.™
In addition, on January 21, 2009, the commission issued
a scoping paper titled, “Decoupling Utility Profits from Sales:
Design Issues and Options for the Hawaii Public Utilities
Commission” (“Scoping Paper”), prepared by the commission’s
consultant, the National Regulatory Research Institute (“NRRI").
| The Statement of Issues initially approved by the
commigsion in the Stipulated Procedural Order was as follows:
1. Whether the Jjoint proposal or any separate
proposals that are submitted by 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’

on aApril 29, 2009, the commission issued an order granting
a motion by First Wind to amend its status as an intervenor to a
participant. On February 24, 2009, the commission issued an
Order Approving Notice of Withdrawal, which approved LOL’'s
withdrawal as a party in this docket.

Ysee Order Approving, with Modifications, Stipulated

Procedural Order Filed on December 26, 2008, which was filed on
January 21, 2009 (“Stipulated Procedural Order”).
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systems, while giving the HECO Companies an
opportunity to achieve fair rates of return-?

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

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

Which issues and detalls 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?

Whether any cost tracking indices proposed
for use in estimating revenue adjustment
calculaticons 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

(¢) Any changes in S8State or federal tax
rates.

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 Jjust and
reasonable?

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?

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, isclation and
recovery of the types of costs that are to be
separately tracked and charged to customers
through other cost recovery mechanismgs, 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."

D.
Decoupling Proposals
On January 30, 2009, the HECO Companies and the
" Consumer Advocate each submitted decoupling proposals pursuant to
the Stipulated Procedural Order, as supplemented by the HECO
Companies’ revised pages filed February 3, 2009.

In February 2009, the Parties submitted comments on and
responses>to questions raised in the Scoping Papér.

On February 27, 2009, a technical workshop was held to
review the HECO Companies’ and Consumer Advocate’s decoupling
proposals. |

On March 30, 2009, a Joint Proposal on Decocupling and

Statement of Position of the HECO Companies and Consumer Advocate

“Stipulated Procedural Order at 2-4.
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(*Initial Joint Proposal”) was filed. A technical workshop and
settlement discussion was held on April 20, 2009 in order to
review the Initial Joint Proposal, alcocng with alternative
decoupling proposals and concerns submitted by HDA,” and by
HREA."

On May 11, 2009, the HECO Companies and
Consumer Advocate filed their Joint FSOP  which included among
other things (1) a RBA tariff provision, (2) a RAM tariff
provision and (3) an energy cost adjustment clause (“ECAC”)
heat rate deadband proposal. Final statements of position were
also filed on May 11, 2009 by HDA, Blue Planet, HSEA, DBEDT and
HREA. Pursuant to discussions that took place during a
June 22, 2009 prehearing conference, the HECO Companies and
Consumer Advocate filed revised and new exhibits to their
Joint FSOP on June 25, 20089.

From March through August 2009, the Parties exchanged
and responded to information requests (“"IRs”) issued among the
Parties (including IRS regarding the Joint FSOP), and also
responded to IRs and additional questions issued by the

. commission.

YHDA's proposal was submitted as part of its response to the
Scoping Paper, Question #2, filed February 20, 2009.

“HREA's proposal was submitted as part of its response to
the Scoping Paper, Question #2, filed February 20, 2009.
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E.
Panel Hearing
Commencing on June 29, 2008, and ending on
July 1, 2009, the commission held a panel-format evidentiary

‘ and Chairman

hearing, with Mr. Scott Hempling, Esq. moderating,’
Carlito Caliboso presiding with Commissioners John E. Cole and
Leslie H. Kondo,” pursuant to the commission‘s June 16, 2009
Order Establishing Hearing Procedures for the panel hearings,
which order replaced the issues identified for the docket in the

Stipulated Procedural Order with the following issues:

I. Will Decoupling Help Achieve Hawaili‘s
Objectives?

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

IIT. 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
Objectives?

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

“The commission retained Mr. Hempling, Executive Director of
NRRI, as moderator of the panel hearing.

“Citations to the transcript of the panel hearing are as
follows: Transcript of Proceedings (*Tr.”}), followed by the
applicable volume number (“*Vol. __") and page number(s), fcllowed
by the last name of the individual in parentheses. For example,
“*Tr. Vol. I at 34 (Hempling).”
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On July 2, 2009, the commission issued its first of
two interim decision and orders in Docket No. 2008-0083, HECO'’s
2009 test year rate case (“First Interim D&0"), which approved in
part and denied in part HECO'’s reguest to increase its rates on
an interim Dbasis, as set forth in HECO’s Statement of
Probable Entitlement, filed in that docket on May 18, 2009.
In particulér, with respect to decoupling, the First Interim D&O
noted that “[t]lhe commission has not yet determined that a sales
decoupling mechanism and the establishment of HECO'‘s proposed RBA
are Jjust and reasonable 1in the decoupling docket (Docket
No. 2008-0274)" and accordingly “disallowl[ed] any cost related to
the implementation of the RBA at this time.” First Interim D&O
at 8.

By letter dated July 13, 2009 and in response to
questions raised by the commission during the panel hearings, the
HECO Companies ‘Qrovided additional information and submitted
additional amendments to the Joint FSOP that had been agreed to
with the Consumer Advocate but inadvertently overlooked for
inclusion in the then proposed RAM tariff.

The Parties submitted opening briefs and reply briefs
on September 8, 2009 and September 29, 2009, respectively,
pursuant to an extension of time granted by the commission on
August 7, 2009.

On November 25, 2009, the HECO Companies filed their

Interim Motion and an attached Memorandum in Support of Motion
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