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BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF HAWAII 

In the Matter of 

PUBLIC UTILITIES COMMISSION 

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

Docket No. 2008-0274 

FINAL DECISION AND ORDER 

By this Final Decision and Order, •the 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"), 
Hawaii 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 "Amended 

Joint Proposal"), subject to the modifications made herein. 

The HECO Companies' 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 also 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&O") 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 docket, 

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 charges, and partially through 

volumetric charges such as energy (or per kilowatt-hour ("kwh") 

charges) . This rate design 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. Periods of consistent 

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 is 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 measures 

that are advanced in Hawaii'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 mechanism 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 questions might still exist about the efficacy of 

decoupling, with the modifications to the decoupling mechanism 

and the protective measures approved herein, the commission 

believes that decoupling is the right regulatory model to move 

Hawaii toward a clean energy future, while also protecting 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&O, will sometimes be 
referred to as the "RBA Provision;" HECO's most recently proposed 
RAM tariff provision, which was attached to the Proposed Final 
D&O, 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 be 
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 2 0, 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 
islands; 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 tool designed to 
separate a utility's revenue from changes in 
energy sales. Decoupling, as asserted by its 
proponents, 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 joint proposal on 

decoupling within 60 days of the date of the order; and 

(3) directed them (and any interveners 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;^ (2) dismissed 

as moot motions for leave to file reply memoranda that were filed 

by LOL, HDA, Blue Planet, and HREA on November 24, 2 008, 

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 

Ôn 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 Tawhiri Power LLC's motion 
for enlargement of time. 
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from the proceeding and First Wind changed its status to 

"participant" 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-interveners 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 

commission in the Stipulated Procedural Order was as follows: 

1. Whether the joint 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' 

Ôn April 29, 2009, the commission issued an order granting 
a motion by First Wind to amend its status as an intervener 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. 

"̂See Order Approving, with Modifications, Stipulated 
Procedural Order Filed on December 26, 20,08, 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? 

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 
inves tment; 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? 

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 
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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.'̂  

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 Paper. 

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 Decoupling 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, along with alternative 

decoupling proposals and concerns submitted by HDA,'' and by 

HREA.'' 

On May 11, 2 009, the HECO Compani es 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, 2009. 

From March through Angus t 2 009, the Parti es 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. 

''HDA'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, 2 009, and ending on 

July 1, 2009, the commission held a panel-format evidentiary 

hearing, with Mr. Scott Hempling, Esq. moderating,'^ and Chairman 

Carlito Caliboso presiding with Commissioners John E. Cole and 

Leslie H. Kondo, '̂  pursuant to the commission's June 16, 2 009 

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 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 
Objectives? 

VI. What Review .Processes and Safeguards 
Should the Coimnission 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), followed 
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&O"), which approved in 

part and denied in part HECO's request to increase its rates on 

an interim basis, as set forth in HECO's Statement of 

Probable Entitlement, filed in that docket on May 18, 2009. 

In particular, with respect to decoupling, the First Interim D&O 

noted that "[t]he commission has not yet determined that a sales 

decoupling mechanism and the establishment of HECO's proposed RBA 

are just and reasonable in the decoupling docket (Docket 

No. 2008-0274)" and accordingly "disallow[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 provided additional information and submitted 
.J 

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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("HECO Memo in Support"), which proposed further modifications to 

the Joint FSOP. More specifically, the Interim Motion requested 

interim approval of: 

(1) the establishment and implementation by 
Hawaiian Electric of the revenue balancing 
account ("RBA") (with a slight modification, 
as shown in Attachment 1 [thereto], to 
include only one RBA account for all 
residential and nonresidential customers) to 
be effective January 1, 2010; 

(2) the establishment and implementation by 
Hawaiian Electric of the revenue adjustment 
mechanism ("RAM") (with modifications, as 
shown in Attachment 2 [thereto], (a) to 
refund to ratepayers (with interest) RAM 
revenues associated with disallowed costs for 
Baseline Capital Projects, and (b) to include 
an interim performance metric as described in 
Part III.F of the [HECO Memo in Support]) to 
be effective, beginning with calendar year 
2010; 

(3) both the Hawaiian Electric RBA and RAM 
to remain in effect until interim rates 
become effective pursuant to an interim 
decision and order in Hawaiian Electric's 
2011 test year rate case, provided that 
Hawaiian Electric: 

(a) does not file a 2010 test year rate case 
application, and 

(b) files its 2011 test year rate case 
application by August 16, 2010; 

(4) implementation by HELCO and MECO of the 
RBA and RAM (with slight modifications, as 
shown in Attachments 3-6 [thereto] ) at such 
time as interim rates become effective 
pursuant to interim decision and orders in 
HELCO's and MECO's respective 2 010 test year 
rate cases; and 

(5) the continuation of this proceeding for 
the primary purpose of evaluating the design 
and potential adoption of clean 
energy-related decoupling performance 
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metrics, with final statements of position to 
be filed by the parties no later than 
June 30, 2010.'' 

Between December 3 and December 11, 2 009, the Parties 

responded to the Interim Motion and the HECO Memo in Support in 

memoranda. 

Rather than issuing an interim order in the docket, on 

February 19, 2010, the commission issued its order approving the 

Amended Joint Proposal, subject to the commission's issuance of a 

Final Decision and Order in this docket, and accordingly 

instructed' the HECO Companies and Consumer Advocate to file a 

Proposed Final Decision and Order with joint proposed findings of 

fact and conclusions of law, as soon as practicable, but no later 

than 30 days from the date of the Order, for the commission's 

review and approval. All other parties were allowed to comment 

on the Proposed Final Decision and Order within five days of 

service or such other period ordered by the presiding officer 

pursuant to Hawaii Administrative Rules ("HAR") § 6-61-120(a)." 

On March 23, 2 010, the HECO Companies and the 

Consumer Advocate jointly filed their Proposed Final Decision and 

Order. 

On March 31, 2 010, HDA, HREA, and DBEDT filed comments 

on the Proposed Final Decision and Order. 

'̂ Interim Motion at 1-3 (footnotes omitted) 

''See Order at 2. 
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II. 

DISCUSSION 

A. 

Amended Joint Proposal Summary 

As modified by the June 25, 2009 Exhibits, 

July 13, 2009 Responses and the HECO Companies' Interim Motion, 

the key components of the Amended Joint Proposal applicable to 

each of the HECO Companies would include: 

(1) a sales decoupling mechanism, which would be 
implemented through the RBA Provision; 

(2) replacement of annual rate cases with a RAM, 
consisting of an operations and maintenance 
("O&M") and other expense RAM component and a 
Rate Base RAM component, which is in the form 
of the RAM Provision; to coincide with 
planned triennial staggered rate cases for 
each of the HECO Companies to re-calibrate 
RAM inputs using commission approved values.^^ 

(3) protection against excessive overall utility 
revenue levels through an Earnings Sharing 
Revenue Credi t mechani sm, which would be 
implemented through the RAM Provision; 

(4) other consumer protection features in the RAM 
Provision (in addition to the Earnings 
Sharing Revenue Credit mechanism), including: 

'̂ The Amended Joint Proposal includes a proposal for a 
three-year decoupling cycle where rate cases are filed for 
test years that are three years apart. However, the HECO 
Companies explain that rate cases for all three companies are 
supported by the same regulatory department and the same 
witnesses for certain testimonies. Thus, in order to minimize 
the need for resources and be able to submit rate cases of the 
highest quality possible in the future, the Amended 
Joint Proposal contemplates that the rate cases after the initial 
decoupling cycle will be staggered so that three-year rate case 
cycles can commence thereafter for each company. The second 
decoupling cycle will begin with HECO's 2011 test year rate case, 
followed by either MECO's or HELCO's test year rate cases of 2012 
and then MECO's or HELCO's test year rate cases of 2013. 
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a. a provision for Major Capital Projects 
Credits; 

b. a provision for Baseline Capital 
Projects Credits; 

c. notification provided to all affected 
customers of the RAM filing in 
newspapers and bills in a timely manner; 

d. evaluation procedures for filing, 
examination and any exceptions to the 
annual RBA/RAM filings; 

e. continued ability of the HECO Companies 
or the Consumer Advocate to initiate 
formal rate proceedings to replace and 
terminate RAM at any time on a schedule 
other than planned; 

f. formal review, prior to continuation, 
termination or modification of 
decoupling, as part of the next round of 
the HECO Companies' rate case 
proceedings; 

(5) a proposal to establish sales heat rate 
deadbands and provisions to reset the fixed 
sales heat rate factor in the ECAC; and 

(6) the requirement of the HECO Companies to 
include a report on the status of certain 
HCEI initiatives in their next base rate 
cases. 

B. 

Issues 

The HECO Companies and the Consumer Advocate maintain 

that the Amended Joint Proposal was designed to be responsive to 

the issues that were listed for consideration in this docket. 

Although the commission examines each of the issues separately, 

to the extent that the discussion in one section is applicable to 
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another section, this Decision and Order should be read in 

conjunction with, and in the context of, this entire Decision and 

Order. 

1. 

Whether Decoupling Will Help Achieve Hawaii's Objectives 

The first issue in this docket is: "Will Decoupling 

Help Achieve Hawaii's Objectives?"'^ 

a. 

Hawaii's Objectives 

The State's energy objectives and policies, as set 

forth in Hawaii Revised Statutes ("HRS") § 226-18, include a 

number of provisions relating to energy independence, renewable 

energy and energy efficiency: 

(a) Planning for the State's facility systems 
with regard to energy shall be directed 
toward the achievement of the following 
objectives, giving due -consideration to all: 

(1) Dependable, efficient, and 
economical statewide energy systems 
capable of supporting the needs of the 
people; 

(2) Increased energy self-sufficiency 
where the ratio of indigenous to 
imported energy use is increased; 

(3) Greater energy security and 
diversification in the face of threats 
to Hawaii's energy supplies and systems; 
and 

19 Order Establishing Prehearing Procedures at 5 
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(4) Reduction, avoidance, or 
sequestration of greenhouse gas 
emissions from energy supply and use. 

(b) To achieve the energy objectives, it 
shall be the policy of this State to ensure 
the short- and long-term provision of 
adequate, reasonably priced, and dependable 
energy services to accommodate demand. 

(c) To further achieve the energy objectives, 
it shall be the policy of this State to: 

(1) Support research and development as 
well as promote the use of renewable 
energy sources; 

(4) Promote all cost-effective 
conservation of power and fuel supplies 
through measures, including: 

(C) Adoption of energy-efficient 
practices and technologies; 

(6) Support research, development, 
demonstration, and use of energy 
efficiency, load management, and other 
demand-side management programs, 
practices, and technologies; 

* * * 

(8) Support actions that reduce, avoid, 
or sequester greenhouse gases in 
utility, transportation, and industrial 
sector applications . . . . 

The State's commitment to clean energy is also evident 

in legislation recently enacted, such as Act 155 of the 2009 

Session Laws of Hawaii ("Act 155"), which increases the electric 

utilities' 2020 renewable portfolio standards ("RPS") requirement 

from 2 0% to 25%, and adds a new 40% requirement for the 

year 2030. Prior to January 1, 2015, at least 50% of a utility's 
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RPS must be met by "electrical energy generated using renewable 

energy as the source". After January 1, 2015, however, a 

utility's entire RPS will need to be met by renewable generation, 

and "electrical energy savings" will no longer count toward RPS 

requirements .'° 

In the Decision and Order Relating to RPS Penalties, 

issued December 19, 2008 in the RPS proceeding. Docket 

No. 2007-0008, the commission approved a discretionary penalty of 

$2 0 for every megawatt-hour ("MWh") that an electric utility is 

deficient under Hawaii's RPS law. Thus, an electric utility 

could be subject to penalties if it fails to meet the RPS 

standards. 

In addition to increasing RPS requirements. Act 155 

directs the commission to establish "energy-efficiency portfolio 

standards that will maximize cost-effective energy-efficiency 

programs and technologies." In particular, the legislation 

requires that the EEPS be designed to achieve 4,300 GWh of 

electricity use reductions statewide by 2 030, with interim 

commission-established goals for 2015, 2020 and 2 025. On 

March 8, 2010, the commission opened Docket No. 2010-0037, 

Instituting a Proceeding to Investigate Establishing Energy 

Efficiency Portfolio Standards, Pursuant to Act 155, Session Laws 

of Hawaii 2009 and Hawaii Revised Statutes § 269-96. 

'°See Hawaii's RPS law. Title 15, Chapter 269, Part V, HRS. 
Beginning in 2015, electric energy savings will be counted toward 
energy efficiency portfolio standards ("EEPS"), which the 
commission is currently examining in Docket No. 2010-0037. 
See HRS § 269-96(e). 
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Furthermore, pursuant to HRS § 269-6(b), the commission 

"may consider the need for increased renewable energy use in 

exercising its authority and duties under this chapter." 

Consistent with the foregoing policies and objectives, 

the signatories to the Energy Agreement acknowledged the need to 

"move decisively and irreversibly away from imported fossil fuel 

for electricity and transportation and towards locally produced 

renewable energy and an ethic of energy efficiency."" The Energy 

Agreement provides that the parties to the agreement will pursue 

a wide range of actions, including decoupling, with the purpose 

of decreasing the State of Hawaii's dependence on imported fossil 

fuels through substantial increases in the use of renewable 

energy and implementation of new programs intended to secure 

greater energy efficiency and conservation. At the same time, 

the Energy Agreement recognizes that a system of utility 

regulation will be needed to assure that Hawaii preserves a 

stable electric grid and a financially sound electric utility as 

vital components of the State's renewable energy future.'' To 

that end, Section 28 of the Energy Agreement provides: 

Decoupling from Sales 

The transition to Hawaii's clean energy 
future can be facilitated^ by modifying 
ut i1i ty ratemaking wi th a decoupling 
mechanism that fits the unique 
characteristics of Hawaii's service territory 
and cost structure, and removes the barriers 
for the utilities to pursue aggressive 
demand-response and load management programs, 
and customer-owned or third-party-owned 

"Energy Agreement at 1. 

"see id. at 1 
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renewable energy systems, and gives the 
utilities an opportunity to achieve fair 
rates of return. The parties agree in 
principle that it is appropriate to adopt a 
decoupling mechanism that closely tracks the 
mechanisms in place for several California 
electric utilities[.] 

In siom, Hawaii's objectives are clearly laid out in the 

foregoing statutes and policies that aim to transition Hawaii 

from heavy reliance on imported fossil fuels to energy 

independence through increased promotion of renewable energy and 

energy efficiency. 

b. 

Decoupling Overview - 'Comparison to Traditional Ratemaking 

Typically, utilities (like the HECO Companies) recover 

their fixed costs partially through fixed charges, such as 

customer charges, and partially through volumetric charges such 

as energy (or per kwh charges) . This rate design works better 

for utilities when sales gradually increase from year to year, as 

increases in revenues may then be sufficient to recover the fixed 

costs approved by regulators in the last rate case, while also 

compensating the utility for: (1) cost escalation due to needed 

expansion or modernization of system infrastructure, service 

volumes and inflation, and (2) inflation in input prices for 

labor and services, all while (3) maintaining an adequate return 

on rate base to attract investors." The more a utility recovers 

its fixed costs from volumetric charges, the more a change in 

'̂ See Revenue Decoupling Proposal of the Hawaiian Electric 
Companies, filed January 30, 2009, at 2. ' 
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sales will affect earnings.' Periods of consistent sales volume 

increases could lead to elevated earnings. Thus, utilities may 

have an incentive to increase sales, which could then lead to 

over-earnings. 

However, if sales are stagnant or are on a long-term 

decreasing trend, the falling revenues may not fully recover 

fixed or gradually increasing costs. This may lead to a decline 

in utility earnings and financial performance, and a reduction in 

the utility's capacity to invest in needed infrastructure to 

support reliability and public policy priorities such as 

renewabl e energy. '̂  

Under traditional ratemaking, one of the conventional 

solutions to any declining sales and growing costs situation is 

to initiate a rate case. However, since rate proceedings usually 

take many months to adjudicate, utilities may seek to file rate 

cases in quick succession in an effort to reset their rates to 

compensate for falling sales and increasing costs.'̂  

Conservation, energy efficiency, and customer-sited 

renewable generation will contribute to falling utility sales 

and, in turn, revenues, which may then result in negative 

financial impacts to utilities. Proponents of decoupling argue 

that de-linking (i.e., "decoupling") utility sales from utility 

revenues eliminates the disincentive to support and promote 

"See id. at 2-3 

'̂ See id. at 3. 
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conservation, energy efficiency, and renewable generation that 

utilities face under traditional ratemaking.'^ 

c. 

Parties' Positions 

As discussed below, the Parties generally agree that 

decoupling will help to achieve Hawaii's objectives. 

HECO Companies 

According to the HECO Companies, the Amended Joint 

Proposal is designed to overcome the disincentive to promote 

conservation, energy efficiency, and renewable generation by 

"de-linking" utility sales volumes from cost recovery.'̂  In this 

regard, the HECO Companies submit that the purpose of the RBA 

Provision is to completely remove the linkage between utility 

sales and revenues, in order to encourage utility support for 

energy efficiency and the substitution of renewable resources. 

In essence, the RBA Provision is intended to provide a process to 

capture the difference between a target revenue requirement and 

actual billed revenues being collected, and to adjust rate levels 

(through an adjustment clause) to make up the difference.'^ 

The HECO Companies explain that the purpose of the RAM 

Provision is to adjust revenues that have been decoupled from 

sales to also reflect changes in revenue requirements between 

rate cases, in order to help maintain the HECO Companies' 

"see id. at 3 

"See id. at 2 

"see id. at 6 
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financial integrity and ability to invest in the infrastructure 

necessary to meet Hawaii's 7 0% clean energy objective, while 

maintaining reliable service to customers. Additionally, the RAM 

Provision is intended to replace frequent rate case filings with 

calculated revenue changes to be effective between triennial 

scheduled future rate cases. 

The HECO Companies further assert that the Amended 

Joint Proposal is intended to be consistent with the decoupling 

mechanism agreed to in the Energy Agreement.'^ While not binding 

upon the commission, the Energy Agreement describes many of the 

parameters of decoupling. The HECO Companies maintain that 

decoupling supports key energy policy objectives -

by delinking revenues from sales through the 
sales decoupling mechanisms, and by allowing 
annual adjustments in the utilities' base 
revenues (in between regularly scheduled rate 
cases). Thus, decoupling properly and 
effectively aligns regulatory financial 
outcomes (i.e., incentives) with State Energy 
Policy.'° 

The HECO Companies also note that: 

The benefits of decoupling extend beyond the 
need for decoupling. Sales decoupling, by 
breaking the link between sales and earnings, 
eliminates the financial penalty incurred by 
utilities through cost-effective energy 
efficiency measures and customer-sited 
distributed renewable energy generation that 
reduce sales. Thus, sales decoupling 
encourages utility support for energy 

"see HECO Opening Brief at 47-48 

°̂Id. at 6. 
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efficiency measures and distributed renewable 
energy generation.'' 

In addition, the HECO Companies contend that decoupling 

will help to maintain "a financially sound utility that has the 

financial capability to maintain and invest in its infrastructure 

to accommodate increased renewable sources of energy" and "serve 

as a credit worthy off-taker of the planned renewable energy 

projects."" 

Consumer Advocate 

The Consumer Advocate, in its Opening Brief, states 

that "[t]he provisions of this Joint FSOP are designed to achieve 

Hawaii's objectives regarding just and reasonable rates, 

administrative simplicity and efficiency and protection of the 

financial health of the utilities as HCEI Agreement 

implementation occurs."'' According to the Consumer Advocate: 

While annual rate cases may seem acceptable 
in spite of the tremendous costs and 
administrative burdens they impose upon 
Commission and Consumer Advocate resources, 
another problem is raised by maintaining the 
status quo form of regulation. The financial 
strength of the utility can be undermined by 
regulatory lag whenever costs are increasing 
more rapidly than they can be recovered 
through traditional rate case processes. The 

'Reply Brief of Hawaiian Electric Company, Inc., Hawaii 
Electric Light Company, Inc., and Maui Electric Company, Limited, 
filed September 29, 2009 ("HECO Reply Brief") at 4. 

'̂ HECO Companies responses to NRRI Scoping Paper, Appendix 2 
Questions, Question #6 at 1, filed February 20, 2009. 

"Division of Consumer Advocacy's Post-Hearing Opening Brief, 
filed September 8, 2009 ("Consumer Advocate Opening Brief") 
at 13; see also Tr. Vol. Ill at 700-01 (Awakuni). 
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HECO Companies must continue to invest in 
replacement plant to maintain reliability of 
existing infrastructure, while also raising 
capital to fulfill the substantial 
obligations they have accepted under the 
HCEI Agreement. The HECO Companies' access 
to capital on reasonable terms is essential 
to the ability of the state to pursue the 
HCEI objectives. Noting a stated objective 
in this Docket, "...to maintain the utility's 
ability to cover its prudent fixed costs so 
that it can attract capital on reasonable 
terms sufficient to fill its statutory 
obligations," the Consumer Advocate submits 
that a conservatively designed RBA/RAM 
mechanism is a better solution than continued 
frequent traditional rate cases during the 
implementation of the HCEI provisions.'"* 

DBEDT 

"DBEDT believes that a well designed decoupling 

[mechanism] will help achieve Hawaii's obj ectives. Decoupling 

helps remove the barriers to the uti laities to aggressively 

promote and accommodate clean and renewable resources by ensuring 

utility cost recovery and reducing or eliminating regulatory 

lag."'̂  According to DBEDT, "A decoupling mechanism will help 

reduce or eliminate this regulatory lag, thereby allowing the 

HECO Companies more timely cost recovery, and therefore 

facilitate their ability to deliver on their commitments in the 

Energy Agreement."'' DBEDT, however, believes that 

[1]inking the decoupling mechanism that may 
be approved by the Commission in this docket 

'̂ Consumer Advocate Opening Brief at 12-13. 

'̂ The Department of Business, Economic Development, and 
Tourism's Opening Brief, filed September 8, 2009 ("DBEDT 
Opening Brief") at 5. 

''id. at 9. 
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HDA 

to some measurable target performance goals 
will aid in evaluating the impact of such 
decoupling mechanism in achieving its 
intended goals and determining whether or not 
its continued implementation . . . is 
necessary and useful in achieving the state's 
goals.'' 

HDA's Opening Brief, in which HREA joins,'̂  states that 

decoupling "would improve the alignment of the utilities' 

financial incentives with Hawaii's obj ectives to increase 

utilization of renewable resources, reduce consumption of fossil 

fuel and promote efficient use of energy. "̂^ According to HDA, 

decoupling "would also increase the stability of utility revenues 

and would thus promote the utilities' ability to attract 

capital." 

Blue Planet 

Blue Planet's Opening Brief,, in which HSEA joins," 

states that, 

Blue Planet supports the adoption of sales 
decoupling with a [RAM] (together, 
"decoupling mechanism") in this proceeding 

''Id. at 10. 

'̂ See Hawaii Renewable Energy Alliance's Joinder to 
Haiku Design and Analysis's Post-Hearing Opening Brief Filed On 
September 8, 2009, filed September 8, 2009 ("HREA Joinder"). 

'̂ Haiku Design and Analysis Opening Brief, filed 
September 7, 2009 ("HDA Opening Brief") at 10. 

"Id. at 10. 

"see Hawaii Solar Energy Association's Joinder to 
Blue Planet Foundation's Post-Hearing Opening Brief Filed On 
September 8, 2009, filed September 8, 2009 ("HSEA Joinder"). 
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that meaningfully and effectively aids in the 
achievement of Hawaii's energy objectives. 
Blue Planet respectfully submits that the 
Commission's decision in this proceeding 
should be guided by its evaluation of the 
extent to which the decoupling mechanism 
helps , to achieve three major Hawaii energy 
objectives: (1) achievement of Renewable 
Portfolio Standards; (2) the rapid adoption 
of renewable energy and increased energy 
efficiency; and (3) increased public 
awareness and support for the decoupling 
mechanism, related Hawaii energy obj ectives, 
and Hawaii's swift transition to a clean 
energy economy.*̂  

d. 

Findings 

Based on the record in this docket, the commission 

finds that decoupling will help to achieve Hawaii's objectives by 

eliminating the financial penalty incurred by utilities that 

successfully implement cost-effective energy efficiency measures 

and customer-sited distributed renewable energy generation that 

reduce sales. Decoupling also removes the incentive for the 

utilities to increase sales volumes in order to increase profits. 

While Hawaii could rely only on setting specific RPS mandates and 

other similar clean energy obj ectives, relying only on mandates 

may not yield the desired results. As suggested by the Parties, 

decoupling represents a possible means of enhancing Hawaii's 

commitment to wean itself from fossil fuels. Thus, decoupling 

supports the achievement of the RPS by the HECO Companies and 

'̂opening Brief of Blue Planet Foundation, filed 
September 8,2009 ("Blue Planet Opening Brief") at 1-2. 
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supports the EEPS. Decoupling also helps reduce or eliminate 

regulatory lag, thereby allowing the HECO Companies more timely 

cost recovery, which facilitates their ability to fulfill 

Hawaii's statutorily-mandated energy policy objectives. All 

Parties supported the adoption of decoupling in some form by the 

HECO Companies. Accordingly, while decoupling represents a new 

means of rate regulation and questions might still exist about 

the efficacy of decoupling, with the adoption of the protective 

measures described later, the commission finds that decoupling 

will improve the alignment of the HECO Companies' financial 

incentives with Hawaii's objectives to increase utilization of 

renewable resources, reduce consumption of fossil fuel, and 

promote efficient use of energy. 

As discussed further below, however, while the 

commission declines to adopt performance metrics at this time, 

the commission emphasizes that it approves decoupling herein to 

remove any disincentive to the HECO Companies to implement energy 

efficiency and customer sited renewable energy, key components of 

the State's energy objectives. Stated differently, decoupling 

should incent the HECO Companies to fully support Hawaii's 

objectives. If, at any time, the commission finds in its 

judgment that decoupling is not achieving its intended purpose 

(or if the public interest so requires), the commission may 

reevaluate, suspend, or terminate, all or any portion of the 

decoupling mechanism. 
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2. 

Ability of Sales Decoupling to Achieve Hawaii's Objectives 

The second issue in this docket is: "Decoupling 

Mechanics: How Well Does the HECO Companies' Decoupling Design 

Achieve Hawaii's Objectives?"" 

The Parties noted that alternative forms of decoupling, 

beyond those advanced in the Joint FSOP, have been employed in 

other jurisdictions. Certain proposed alternatives to the 

RBA/RAM approach are discussed separately in Section II.B.4 of 

this Decision and Order, while this Section focuses upon the 

Joint FSOP design relative to Hawaii's objectives. 

Sales Decoupling and RBA Details 

Under the Amended Joint Proposal, sales decoupling will 

be implemented through the RBA Provision, through which the 

utility's revenues will be delinked from sales by setting the 

target revenues to the most recent authorized revenues approved 

in the utility's most recent rate case.''" Accounting records will 

be maintained to record (1) the difference between the utilities' 

target revenue and recorded adj us ted revenue, and (2) monthly 

interest applied to the simple average of the beginning and 

ending month balances in the RBA."̂  

"Order Establishing Prehearing Procedures at 5. 

"see HECO Opening Brief at 27. 

^̂ The accrual of interest is proposed at an annual rate 
of 6% - the same as that accrued on customer deposits and 
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As noted previously, the RBA target revenue will be the 

most recent Authorized Base Revenue^' approved by the commission 

in an interim or final decision and order in a rate case, or the 

re-determined Authorized Base Revenue level, based on the 

additional annual amount of revenue required to recover certain 

costs calculated according to the RAM Provision since the most 

recent rate case, further adjusted to remove amounts for 

applicable revenue taxes and less any refunds due to the Earnings 

Sharing Revenue Credits, Major Capital Projects Credits or 

Baseline Capital Projects Credits."' The target revenue will 

specified in the HECO Companies' tariffs - applied to the simple 
average of the beginning and ending monthly RBA balances. This 
is an annual simple interest rate (i.e., one-twelfth of this rate 
will accrue per month) . See RBA Provision at 2; HECO Opening 
Brief at 38. 

"'see HECO Opening Brief at 37. As further defined in the 
RAM Provision and discussed herein, "Authorized Base Revenue" 
represents the annual amount of revenue required for the utility 
to recover its estimated O&M, depreciation, amortization and tax 
expenses for the RAM Period, as well as the Return on Investment 
on projected rate base for the RAM Period, using the ratemaking 
conventions and calculations reflected within the most recent 
rate case decision and order issued by the commission. 

"'AS further defined in the RAM Provision and discussed 
herein, "Earnings Sharing Revenue Credits" are the amounts to be 
returned to customers as credits through the RBA Provision, so as 
to implement the earnings sharing percentages and procedures 
described in the RBA Provision, commencing on June 1 of the 
calendar year containing the Annual Evaluation Date and over the 
subsequent 12 months after June 1; 

"Major Capital Projects" are those capital investment 
projects that require application and commission approval under 
the commission's General Order No. 7, but excluding those Major 
Capital Projects included in the Renewable Energy Infrastructure 
Surcharge ("REIS"); 

"Baseline Capital Projects" are the total amounts of capital 
investment completed and closed to plant-in-service, excluding 
amounts related to Major Capital Projects and Baseline Capital 
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exclude revenues for fuel and purchased power expenses that are 

recovered either in base rates or in a Power Purchase Adjustment 

Clause ("PPAC"), as well as all other revenue being separately 

tracked or recovered through any other surcharge or rate tracking 

mechanism."^ 

The recovery section of the RBA Provision provides for 

collection or return of the accumulated calendar year-end balance 

in the RBA and fbr recovery of the RAM Revenue Adjustment"^ as 

described in the RAM Provision. ̂° This recovery will occur 

Projects included in the REIS; 

"Major Capital Projects Credits" are the amounts to be 
returned to customers through the RBA Provision, to reduce the 
preceding year's RAM Revenue Adjustment (including interest at 
the rate described in the RBA Provision) for specific major 
capital projects that were not placed into service within the 
first nine months of the preceding RAM Period as expected; and 

"Baseline Capital Projects Credits" are the amounts to be 
returned to customers through the RBA Provision, to reduce the 
preceding year's RAM Revenue Adjustment (including interest at 
the rate described in the RBA Provision) for specific baseline 
capital projects that are disallowed by the commission in a 
subsequent rate case if the disallowance reduces actual Baseline 
Capital Projects costs below the Baseline Capital Projects cost 
estimate. 

Authorized Base Revenue and the Earnings Sharing Revenue 
Credits mechanism are further discussed below in Sections II.B.3 
and II.B.6 of this Decision and Order. 

"'see Joint FSOP at 10-11. 

"̂ As further defined in the RAM Provision and discussed 
herein, the "RAM Revenue Adjustment" represents the difference 
between the calculated Authorized Base Revenue for the RAM Period 
and either: (1) the previous year's calculated Authorized Base 
Revenue; or (2) the revenue requirement approved by the 
commission in an interim or final decision in the company's 
general rate case, whichever is more recent. 

°̂See HECO Opening Brief at 36-38. As a further safeguard, 
the RBA mechanism provides that the target revenue will be 
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pursuant to detailed procedures set forth in the RBA and RAM 

Provision tariffs, as more fully described below. 

The Amended Joint Proposal anticipates that on or 

before the Annual Evaluation Date of March 31̂ "of each year" each 

company implementing decoupling will file with the commission a 

revision to its RBA Provision to reset the RBA rate adjustment" 

in accordance with the RBA and RAM Provisions" as an automatic 

rate adjustment clause. The proposed effective date will be 

June l̂'', 61 days after filing, providing time for review. As 

required under HAR §§ 6-61-61 and 6-61-111, based upon the HECO 

Companies' filed schedules, the Amended Joint Proposal provides 

for a 47-day review period following the March 31̂ '' Annual 

Evaluation Date.̂ " Thus, the Consumer Advocate and other parties 

will have up to the 15'''' day before the June 1̂*" effective date of 

revised to correct for any errors in the calculation of the RAM 
Revenue Adjustment for any previous period to the extent that 
such errors are identified 15 days prior to the implementation 
date specified in the RAM Provision. See Joint FSOP at 25-26. 

'̂AS defined in the RAM Provision and further discussed 
herein, the "Annual Evaluation Date" is the date the company will 
make its annual filing under the RAM Provision. The RAM 
Provision states that the Annual Evaluation Date shall be no 
later than March 31 of each year, commencing March 31, 2010. 

"AS further defined in the RBA Provision and discussed 
below, the "RBA rate adjustment" or "RBA Adjustment" is comprised 
of the calculated values from the provision for recovery of 
balancing account amounts, adjusted to include amounts for 
applicable revenue taxes. The RBA rate adjustment is calculated 
based on the company's forecast of MWh sales over the RBA rate 
adjustment recovery period. 

"see Joint FSOP at 24. 

"̂This is 15 days before the effective date of the proposed 
RBA adjustment rate 
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the tariff to file any protests. In the absence of any protests, 

the RBA rate adjustment, incorporating the RAM Revenue 

Adjustment, will be effective on June î \̂ ^ The RBA Provision 

also allows revisions to correct for any errors in the 

calculation of the RAM Revenue Adjustment for any previous 

period, even if such errors are not discovered within the initial 

47-day review period. ̂^ 

As provided in the RAM Provision,^' all affected 

customers will be notified of the filings via publication in 

newspapers of general circulation within 3 0 days of the filing 

and by notification with the HECO Companies' billing statements 

within 60 days after the filing has been made. In addition, the 

Amended Joint Proposal requires the HECO Companies to revise 

their RBA Rate Adjustments when necessary during the year to 

reset target revenues based on the commission's issuance of 

subsequent interim or final decision and. orders in pending 

rate cases.^' 

The amortization of the previous calendar year-end 

balance in the RBA and the RAM Revenue Adjustment for the current 

calendar year, along with supporting calculations, will be 

recovered through a single per-kwh RBA rate adjustment for 

"The commission's current procedure is to confirm the 
.effective date of tariffs filed with the commission in its 
monthly Tariff Order. 

"See RBA Provision at 2, "TARGET REVENUE". 

''see RAM Provision at 9-10. 

''see Joint FSOP at 23. 
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residential and non-residential customers, over the 12 months 

from June 1̂"" of the current calendar year to May 31" of the 

succeeding calendar year.'̂  

Under the Amended Joint Proposal, a single target 

revenue level would be established for residential and 

non-residential customers. The HECO Companies and the 

Consumer Advocate state that the advantages" of having only 

one RBA instead of two RBAs (i.e., residential and 

non-residential separately) as originally proposed include 

simplicity of administration, smoothing of customer impacts 

between rate cases and an allocation of costs that is a proxy for 

a revised cost-of-service study.'° 

Establishment of RBA Provisions 

In its 2009 test year rate case, HECO requested the 

establisliment of a RBA with the commission's issuance of the 

First Interim D&O to record the monthly differences between the 

approved interim revenue requirement and the recorded adjusted 

revenues as defined in the RBA Provision.'̂  However, as discussed 

above in Section I.E of this Decision and Order, the commission's 

''see RBA Provision at 2-3. 

'°See HECO Memo in Support at 11. The Consumer Advocate 
concurred with this modification in its Reply Brief, and urges 
its inclusion in this Decision and Order. See Division of 
Consumer Advocacy's Comments on HECO's Motion for Interim 
Approval of a Decoupling Mechanism for Hawaiian Electric Company, 
Inc., Hawaii Electric Light Company, Inc., and Maui Electric 
Company, Limited, filed December 11, 2 009 ("Consumer Advocate 
Comments") at 5. 

"see Docket No. 2008-0083, Rate Case Update, HECO T-1, 
at 8-11. 
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First Interim D&O disallowed any mechanisms or expenses related 

to programs or applications that had not yet been approved at 

that time, including implementation of the RBA." 

MECO and HELCO also filed requests for the 

establisliment of their RBA tariffs, along with proposed RAM 

Provisions, in their general rate increase applications .for the 

2010 test year in Docket Nos. 2009-0163 and 2009-0164, 

respectively." 

According to the HECO Companies and the 

Consumer Advocate, HECO began tracking target revenues and 

recorded adjusted revenues on February 20, 2010, based on the 

effective date of the tariff that implemented the Second Interim 

D&O in Docket No. 2008-0083 and the commission' s approval of 

decoupling in the Order issued on February 19, 2010 in this 

proceeding." 

HECO anticipated filing its initial RBA Provision on 

March 31, 2 010 to establish the RBA Adjustment rate to recover 

the December 31, 2009 RBA balance'̂  and the calculated RAM Revenue 

Adjustment for 2010. The effective date of the RBA Adjustment 

"see First Interim D&O at 7-8. 

"see MECO's Application, filed September 30, 2009, in Docket 
No. 2009-0163 at 2, 5; HELCO's Application, filed 
December 9, 2009, in Docket No. 2009-0164 at 2, 5. In addition, 
RBA and RAM tariff proposals for MECO and HELCO were submitted 
with the Proposed Final D&O in this docket. 

"See Proposed Final D&O at 39. 

''The HECO RBA balance at December 31, 2009 was "0", as the 
RBA had not been approved and established at that time. 
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rate would have been June 1, 2010, as reflected in the 

Joint FSOP." HECO intended to designate the RAM Revenue 

Adjustment for the 2010 calendar year as interim, and subject to 

refund in the event the commission found a lower authorized base 

revenue amount to be reasonable for HECO's 2009 test year in its 

final decision and order in Docket No. 2008-0083." 

As for MECO and HELCO, the Amended Joint Proposal 

contemplates the establishment of RBAs for those companies to 

take place with the commission's authorization in their 

respective 2010 test year rate case interim orders. Similar to 

the timing for HECO, the Amended Joint Proposal allows for the 

initial RBA Provision filings for MECO and HELCO to take place on 

or before March 31̂*" following the commission's interim decision 

and orders in the MECO and HELCO 2010 test year rate cases. The 

HECO Companies and Consumer Advocate represent that the proposed 

MECO and HELCO RBA Provisions are nearly identical to HECO's 

RBA Provision.'^ Like HECO's RBA Provision, the MECO and HELCO 

provisions would be applicable to all rate schedules in place at 

the time the RBA Provisions become effective.'^ 

"See Proposed Final D&O at 40. 

"see id. at 40-41; see also Joint FSOP at 23. According to 
the HECO Companies and the Consumer Advocate, the difference 
between any lower authorized base revenue amount in a final 
decision and order in a rate case and a higher authorized revenue 
amount in an interim decision and order in a rate case will be 
refunded through rate mechanisms in the rate case. See Proposed 
Final D&O at 48 n. 90. 

''See Proposed Final D&O at 41. 

"See id. 

2008-0274 38 



Moreover, MECO and HELCO would follow the same filing 

and notice procedures described above for HECO, commencing after 

the interim decision and orders issued in their respective 2010 

test year rate cases. Like HECO, the initial MECO and HELCO RBA 

and RAM Revenue Adjustments would be designated interim and 

subject to refund in the event that the commission finds a lower 

authorized base revenue amount to be reasonable for those 

test years in its final decision and orders.'° 

RBA Adjustment Supporting Documentation 

In their annual RBA Adjustment filings on March 31" of 

each year, the HECO Companies plan to provide the schedules and 

supporting documentation for the calculation of all elements of 

the proposed rate change, including the amortization of 

accumulated RBA balances, calculations to implement the earnings 

sharing mechanism and RAM Revenue Adjustment as described in the 

RAM Provision." RAM and earnings sharing calculations will be 

submitted concurrently as part of the RBA Adjustment filings for 

each utility, along with each company's calculation (with 

supporting documentation) of the historical five-year average of 

baseline and major capital projects' plant-in-service and 

contributions in aid of construction ("CIAC"), depreciation 

expense, and accumulated deferred income taxes ("ADIT")." 

''see Joint FSOP at 23-24. 

"The RAM adjustment and earnings sharing are described in 
greater detail below in section II.B.3.a of this Decision and 
Order. 

"See Joint FSOP at 25. 
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The data components for the filings will be the RBA 

balances to support the RBA rate adjustments and the company's 

annual earnings sharing and RAM Revenue Adjustment schedules 

identified in §§ 1 and 2 of the RAM Provision, respectively, as 

well as projected total company sales for the RAM Period.'̂  

Workpapers will also be provided that support the derivation and 

calculation . of the monthly allocation factors and the 

per kwh charge.'" Sources for this "data will include actual and 

adjusted financial reports used for earnings review purposes; the 

documentation for plant additions, GDPPI and wage indices; and 

the interim or final decision and orders from the HECO Companies' 

rate proceedings. 

Bill Presentation of RBA Adjustments 

The Amended Joint Proposal calls for a single per kWh 

decoupling adjustment for both residential and non-residential 

customers. The dollar value of such per kWh adjustments can be 

presented as a separate line item on the customer bill, can be 

combined with a particular bill component on the customer bill, 

or can be reflected within each bill component on the customer 

bill. The HECO Companies have stated that the existing billing 

system cannot practically accommodate a line item for a 

decoupling adjustment for each bill component on the customer 

"AS defined in the RAM Provision and further discussed 
below, the "RAM Period" is the calendar year containing the 
annual evaluation date. 

'"See Joint FSOP at 25. 
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bill, and even if it could, such a bill presentation would be 

unduly complex and likely confusing to most customers." 

Accordingly, the Amended Joint Proposal proposes to present a 

single decoupling adjustment as a separate line item on customer 

bills for purposes of simplicity and transparency." 

b. 

Parties' Positions 

As pointed out by the Consumer Advocate, all Parties to 

the docket are supportive of the basic decoupling concept and no 

Party appears to object to the proposed RBA Provision iri the 

Joint FSOP." The issues that were raised by the Parties other 

than the Consumer Advocate and the HECO Companies were primarily 

focused upon details of the RAM provision, alternatives to the 

RAM, the ECAC, and Energy Agreement performance measures, rather 

than on any specific concerns with the pure decoupling 

accomplished by the RBA provision. 

With respect to HECO, the HECO Companies state that if 

the commission were to order the establishment of the RBA, HECO's 

target revenues would be based on a rigorously reviewed test year 

that is the most current possible, the 2009 test year.'' As a 

result, the authorized rates will have been determined to be just 

"see id. at 26-27 

"see id. 

"See Consumer Advocate Opening Brief at 16. 

'̂ HECO has since filed a 2011 test year rate case 
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and reasonable for both HECO and ratepayers with the commencement 

of decoupling as well as the monthly allocation of the target 

revenue, since it will be based on the test year sales forecast 

that has been determined by the commission to be reasonable. 

According to the HECO Companies, with the commission's finding 

that the target revenue, authorized rates and sales forecast have 

been reasonably determined, there should be little bias in the 

development of the RBA accumulated balance.'̂  

With respect to MECO and HELCO, the HECO Companies and 

the Consumer Advocate assert that the merits of using the most 

recently authorized revenue requirements, as stated above, also 

apply. Additionally, the HECO Companies note that "if the 

Commission were to order the immediate establisliment of the RBA 

and RAM for MECO and HELCO with the issuance of the interim 

decision and orders for their 2010 test year rate cases, as noted 

by HDA, ' the sensitivity of the determination of the test year 

sales and demand forecasts as substantial contested issues' would 

be eliminated* "'° 

The Consumer Advocate discusses other advantages of the 

RBA: 

[T]he RBA will stabilize the HECO Companies' 
margin revenues. One benefit of revenue 
stabilization is the protection of the HECO 
Companies' financial condition and ability to 
access capital markets on reasonable terms. 
Another benefit from decoupling revenue 
stabilization is the reduction in business 
risks faced by the HECO Companies after sales 

79 See- HECO Memo in Support at 9-10. 

Id. at 10 (citing HDA Opening Brief at 8 n.7). 

2008-0274 42 



volume risks are shifted to ratepayers, which 
serves to rationalize a lower authorized 
return on equity for the utility in future 
rate cases. Next, it should be noted that 
decoupling is beneficial in eliminating the 
need in rate cases to accurately predict 
future test year sales volumes and revenues, 
because any inaccuracies in such predictions 
are self-correcting through the RBA account. 
Finally, by making the HECO Companies 
indifferent to changes in future sales 
volumes, decoupling removes any perceived 
business disincentive to fully support the 
deployment . of renewable resources, 
[distributed generation] or expanded 
conservation measures. In all of these ways, 
revenue decoupling and the RBA provision 
serve to complement the State's obj ectives 
set forth in the HCEI Agreement.'' 

c. 

Findings 

Based on the record in this docket, and there being no 

objection to the RBA by the Parties, the commission finds 

approval of the RBA Provision to be in the public interest for 

several reasons. The , RBA Provision will encourage utility 

support for energy efficiency and renewable resources by making 

the HECO Companies indifferent to changes in future utility sales 

volumes. By stabilizing the HECO Companies' revenues, sales 

decoupling will help to protect the HECO Companies' financial 

condition, and should result in less frequent rate cases. With 

the anticipated need for greater capital investments to allow the 

greater penetration of renewable resources, the RBA is also in 

the public interest to reduce the cost and burden of the more 

frequent rate case filings that would be required without 

'̂ Consumer Advocate Opening Brief at 14-15 
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decoupling, which consume significant resources that must also be 

recovered from ratepayers. 

Because the RBA would have the effect of stabilizing 

revenues for each of the HECO Companies at commission-approved 

levels, deviations in actual sales relative to test year 

estimates would not contribute to either over- or under-recovery 

of intended revenue amounts. Thus, the design of the RBA appears 

revenue neutral since, although the RBA may periodically be 

positive or negative, over the long-run, the RBA should not bias 

rates upwards or downwards. Rather, any rate impacts of the RBA 

should be short-term, and should be in the direction and general 

order of magnitude as those that would result from prompt rate 

cases. 

There was general agreement in this docket, and in 

HECO's 2009 test year rate case docket (Docket No. 2008-0083), 

that decoupling would have the effect of reducing the HECO 

Companies' financial risk." As such, the ROR on equity should 

factor in the effects of decoupling for each of the HECO 

Companies. With a lowered ROR, and the other ratepayer 

protections (i.e.. Earnings Sharing Revenue Credits) discussed 

below, the decoupling mechanism should operate fairly to both the 

HECO Companies and their ratepayers. In the event that any 

inappropriate recovery of costs results from decoupling, the 

^̂ In Docket No. 2008-0083, one of the contested issues was 
the effect of various cost recovery mechanisms contemplated in 
the Energy Agreement (i.e., the decoupling RBA and RAM 
mechanisms, PPAC, and the REIS). HECO's ROR was also explored in 
great detail during the evidentiary hearing in that docket held 
on October 26, 2009 through November 6, 2009; 
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commission has the authority to unilaterally discontinue the 

decoupling mechanism, as discussed in Section II.B.6, infra. 

Accordingly, the commission finds that the RBA 

Provision reasonably and fairly implements decoupling (see the 

commission's findings in Section II.B.1.d above), is just and 

reasonable, and achieves Hawaii's energy objectives. 

The HECO Companies shall implement decoupling, and 

commence tracking target revenues and recorded adjusted revenues 

when rates that reflect a reduced 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 commission finds the timing for annual tariff 

filings by March 31st, and the evaluation and notice procedures 

in the RBA Provision to be reasonable, and approves those 

measures. However, related to the Consumer Advocate's review of 

the HECO Companies' annual tariff filings, the commission 

determines that a Statement of Position filed by the 

Consumer Advocate would be helpful to assist the commission in 

its own review of the tariff filings and supporting workpapers. 

The commission accordingly directs the Consumer Advocate to file 

a Statement of Position within 30 days after the HECO Companies 

make their RBA Provision filings, unless otherwise ordered by the 

commission. The Consumer Advocate's Statements of Position 

should describe the Consumer Advocate's review of the filings, 

and note any objections or concerns it has with the filings. 
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While the commission recognizes that the review process 

for the annual RBA and RAM Provision filings will be more akin to 

the review of tariff filings, and will not entail the rigorous 

review given to rate cases where the HECO Companies have the 

burden of proving that their requested revenue increases are 

prudent and reasonable, the commission nevertheless intends to 

carefully review the HECO Companies' annual tariff filings, 

particularly during the early implementation stages of 

decoupling." Accordingly, as addressed further below in relation 

to the RAM Provision, the decoupling mechanism should not be 

viewed as a guaranteed, automatic pass-through of utility costs 

to ratepayers. The commission expects that, even with 

decoupling, the HECO Companies will still be incented to 

prudently manage their costs (i.e. contractual labor increases). 

If the commission finds anything objectionable with the HECO 

Companies' annual tariff filings, it has the authority to suspend 

the tariff.'" In this regard, the commission directs the HECO 

Companies to include the commission's explicit authority to 

suspend the RBA and RAM in the tariffs. 

^̂ For this reason, the Consumer Advocate's Statements of 
Position on the annual filings will be helpful to the commission. 

"'Or more broadly, as discussed in Section II.B. 6, if the 
commission finds that the decoupling mechanism is .not operating 
in the public's interest, it has the authority to reevaluate the 
mechanism or terminate the mechanism, in whole or in part, at 
anytime. 
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3. 

Ability of the RAM to Achieve Hawaii's Objectives 

The third issue in this docket is: "Revenue Adjustment 

Mechanism: How Well Does it Achieve Hawaii's Objectives?"'' 

a. 

RAM Details 

The second key component of the Amended Joint Proposal 

is a RAM provision that would serve to replace annual rate cases 

with formula-driven estimates of utility revenue requirements." 

The HECO Companies and the Consumer Advocate designed the 

RAM Provision "to re-determine annual utility authorized base 

revenue levels, thus providing for conservatively quantified 

estimated changes in the utility's cost to provide service."" 

If it is determined through the RAM Provision formulae that 

annual utility Authorized Base Revenues should be decreased or 

increased, then the Authorized Base Revenue level applicable 

within the RBA Provision will be adjusted as set forth in the 

RAM Provision. The RAM Revenue Adjustments implemented under 

the RAM Provision will therefore escalate and update the HECO 

Companies' approved base revenue requirements through use of 

updated actual financial data and cost indices, reduced by any 

"order Establishing Prehearing Procedures at 6 

"see Consumer Advocate Opening Brief at 17. 

'Proposed Final D&O at 51. 
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Earnings Sharing Revenue Credits, Major Capital Projects Credits 

or Baseline Capital Projects Credits to customers." 

The "Authorized Base Revenue" under the RAM will be the 

annual amount of revenues required for the utility to recover its 

estimated O&M, depreciation, amortization and tax expenses for 

the RAM Period, as well as the Return on Investment'̂  on projected 

rate base for the RAM Period (referred to as the "Rate Base" in 

the RAM Provision), using the ratemaking conventions and 

calculations reflected within the most recent rate case decision 

and order issued by the commission, as quantified in the manner 

prescribed in the RAM Provision. The RAM Period is defined as 

the calendar year containing the Annual Evaluation Date (i.e., 

the date the utility makes its annual filing under the RAM 

mechanism). 

The components of a company's revenue requirement that 

are subject to update and escalation through the RAM Provision 

include the revenue requirements associated with: (1) changes in 

designated labor and non-labor O&M and payroll tax expenses 

(referred to as "Base Expenses" in the RAM Provision); (2) the 

return on incremental investment in designated Rate Base 

components; (3) updated depreciation and amortization expenses; 

The role of maj or and baseline capital proj ects credits as 
a customer safeguard is further discussed below in 
Section II.B.6.C of the Decision and Order. 

"AS de f ined in the RAM Provi s i on and further di s cus s ed 
herein, "Return on Investment" is the overall weighted percentage 
rate of return on debt and equity capital approved by the 
commission in the most recent rate case. 

2008-0274 48 



and (4) changes in costs due to significant changes in tax laws 

or tax regulations (referred to as "Exogenous Tax Changes" in the 

RAM Provision) .̂° 

Base Expenses 

Base Expenses include the labor and non-labor O&M 

expense amounts approved by the commission in the most recent 

rate case where the test year was the Evaluation Period,̂ ' or 

alternatively, as authorized by the commission in its Tariff 

Order for the immediately preceding year RAM Period if the 

Evaluation Period is not a test year. Base Expenses do not 

include any fuel, purchased power, integrated resource planning 

("IRP")/demand-side management ("DSM"), pension, post retirement 

benefits other than pensions, or clean energy/renewable energy 

infrastructure costs that are subject to recovery through 

separate rate tracking mechanisms." As a result, these excluded 

costs will be carried forward into the RAM Period without 

adjustment, at the fixed amounts established in the most recent 

rate case proceeding, because changes in these costs are 

accounted for separately in other cost tracking mechanisms." 

'°See Joint FSOP at 13. 

"AS defined in the RAM Provision and further discussed 
below, the "Evaluation Period" is the historical twelve month 
period ending December 31, of each calendar year preceding the 
Annual Evaluation Date. The Evaluation Period is used to 
determine achieved earnings and any sharing of such earnings 
above the Authorized Return on Equity, as well as the year-end 
recorded balances of Plant-in-Service, Accumulated Depreciation, 
ADIT, and CIAC for the beginning of the RAM Period. 

"See Joint FSOP at 14. 

"see id. at 13-14. 
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Base Expenses will be segregated between labor and 

non-labor amounts, with the labor component quantified for the 

RAM Period by application of the Labor Cost Escalation Ratê " that 

is reduced by the Labor Productivity Offset" and the non-labor 

components quantified for the RAM Period by application of the 

Non-labor Cost Escalation Rate." According to the HECO Companies 

and the Consiomer Advocate, the purpose of using these escalation 

rates is to track only inflation on the costs approved in the 

last rate case proceeding, while assuming that improved 

management efficiency measures will serve to offset increasing 

wage costs. The RAM does not account for any staffing level 

changes (for example, costs associated with the hiring of 

additional employees or consultants) that are not reflected in 

the most recent rate case.̂ ' 

The Amended Joint Proposal proposes that the labor 

component of Base Expenses, including payroll taxes, will be 

"̂The RAM Provision defines the "Labor Cost Escalation Rate" 
as the applicable annual percentage general wage rate increase 
provided for in currently effective union labor agreements for 
use in escalating wage and salary Base Expenses for both union 
and non-union employees to determine the RAM Revenue Adjustment 
for each RAM Period. 

"AS defined in the RAM Provision and further discussed 
herein, the "Labor Productivity Offset" shall be fixed at 0.76% 
and will be subtracted from the Labor Cost Escalation Rates 
applicable to Base Expenses to determine the authorized RAM 
Revenue Adjustment for each RAM Period. 

"AS further defined in the RAM Provision and discussed 
herein, the "Non-labor ,Cost Escalation Rate" is the consensus 
estimated annual change in the Gross Domestic Product Price Index 
("GDPPI") to escalate non-labor Base Expenses to determine the 
RAM Revenue Adjustment for each RAM Period. 

"Proposed Final D&O at 54-55. 
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quantified for the RAM Period by application of the Labor Cost 

Escalation Rate, reduced to account for the productivity offset 

to labor expenses. The Labor Cost Escalation Rate is intended to 

be the applicable annual percentage general wage rate increase 

provided for in currently effective International Brotherhood of 

Electrical Workers ("IBEW"), Local 1260 union labor agreements 

for use in escalating wage and salary Base Expenses for both 

union and non-union employees to determine revenue requirements 

for the RAM Period. In the event no IBEW Local 1260 union labor 

agreement exists for a RAM Period, the most recently effective 

annual percentage general wage rate increase will apply." 

The annual Labor Productivity Offset is fixed at 0.76% 

and will be siibtracted from the Labor Cost Escalation Rate 

applicable to the labor components of Base Expenses to determine 

revenue requirements for the RAM Period." This productivity 

estimate for the HECO Companies was submitted in Docket 

No. 99-0396'°° and was accepted as reasonable in the Joint FSOP as 

a proxy for achievable productivity gains until updated studies 

can be performed. 

The non-labor component will be quantified for the RAM 

Period by application of the Non-labor Cost Escalation Rate. The 

See Joint FSOP at 14. 
99 See id 

'"See Application of Hawaiian Electric Company, Inc., Hawaii 
Electric Light Company, Inc., Maui Electric Company, Limited for 
approval to implement performance based ratemaking in their next 
respective rate cases. Docket No. 99-0396, filed 
December 13, 1999, at 6. 
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Non-labor Cost Escalation Rate will be the consensus estimated 

annual change in the GDPPI.'"' No productivity offset is applied 

to the Non-labor Cost Escalation Rate because GDPPI is a measure 

of national output price inflation that includes the impact of 

embedded productivity. The application of a further productivity 

offset would thus double-count the impact of productivity."" 

Rate Base 

The Rate Base (for the RAM Period) will be the average 

net investment estimated for the RAM Period, including each of 

the elements of rate base reflected within the most recent rate 

case decision and order issued by the commission. The Authorized 

Base Revenue associated with Rate Base will be determined by 

multiplying the applicable Return on Investment percentage rate 

times the Rate Base. The Authorized Base Revenue associated with 

Return on Investment, as previously approved by the commission, 

will include related income taxes on the equity components and 

related revenue taxes on all components of such return. The 

quantification of Rate Base is specified in greater detail in 

§ 2(f) of the RAM Provision. In effect, the average rate base 

for the RAM Period (i.e., the Rate Base) will be the same rate 

base for the previous rate case test year, with adjustments for 

changes to update only four major components of the rate base, 

including (1) average plant-in-service, (2) depreciation reserve 

'"'Published by the Blue Chip Economic Indicators 
(Aspen Publishing) , issued in February of the year of the RAM 
filing. 

""See Joint FSOP at 14-15. 
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(i.e., "Accumulated Depreciation"), (3) accumulated CIAC and 

(4) ADIT. All other components of the rate base will remain the 

same as those approved in the preceding rate case test year 

rate base.'°' 

The average plant-in-service amount will be equal to 

the average of (1) the actual, recorded plant-in-service balance 

as of the end of the year prior to the RAM Period (termed the 

"Evaluation Year") limited to cost levels approved by the 

commission, and (2) the same Evaluation Year year-end balance 

plus estimated plant additions for the RAM Period. Estimated 

plant additions for the RAM Period will be set at the sum of 

Baseline Capital Project plant additions plus Major Capital 

Project plant additions estimated to be in service by 

September 30'*' of the RAM Period.'°" 

Baseline Capital Projects include the total amounts of 

capital investment completed and closed to , Plant-in-service, 

excluding amounts related to Major Capital Projects. Baseline 

Capital Project plant additions for the RAM year will be 

calculated based on the simple average of Baseline Capital 

Projects plant additions recorded in the immediately preceding 

five calendar years.'" There is no inflation factor applied to 

restate the amount for the current RAM period, which according to 

'"see id. at 15-16 

'°"See id. at 16. 

'"'See id. at 16. 
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the HECO Companies and the Consumer Advocate, results in a fairly 

conservative estimate of Baseline Capital Project plant 

additions. 

Major Capital Projects include capital investment 

projects ("CIP") that require application and commission approval 

to commit funds pursuant to Decision and Order No. 21002, filed 

May 27, 2004 in Docket No. 03-0257 ("D&O 21002") "For Exemption 

From and Modification of General Order No. 7, Paragraph 2,3 (g), 

Relating to Capital Improvements."'" However, if specific Major 

Capital Projects are to be included in the REIS, they will not be 

included within the RAM Provision, so as to avoid any double 

recoveries.'"' The Amended Joint Proposal proposes that, for 

purposes of calculating the Rate Base for the RAM, the costs of 

Major Capital Projects will be limited to those amounts most 

recently approved, e.g., when authorized in the commission's 

decision approving the HECO Companies' application in compliance 

with General Order No. 7 or in an interim or final decision and 

'"D&O 21002 revised Paragraph 2.3(g)(2) of General Order 
No. 7 to read "Proposed capital expenditures for any single 
project related to plant replacement, expansion or modernization 
in excess of $2,500,000 excluding customer contributions, or 
10 per cent of the. total plant in service, whichever is less, 
shall be submitted to the Commission for review at least 60 days 
prior to the commencement of construction or commitment for 
expenditure, whichever is earlier." 

""see Joint FSOP at 16. 
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order issued by the commission in the HECO Companies' rate 
loe 

cases. 

Accumulated Depreciation at December 31̂ ^ of the RAM 

Period is quantified by increasing the recorded balances at 

December 31̂ '' of the Evaluation Period by the RAM Period 

depreciation and amortization expense amount.'"̂  

CIAC is quantified by adding to the recorded balance at 

December 31̂ '' of the Evaluation Period an estimate of the 

net change in CIAC for the RAM Period. The net change will be 

based on (1) a simple average of cash and in-kind CIAC for 

Baseline Capital Projects for the immediately preceding 

five calendar years, and (2) specific engineering estimates of 

any contributions for the Major Capital Projects that are added 

'"The HECO Companies and the Consumer Advocate note here 
that: 

In the case of HECO's East Oahu Transmission 
Project ("EOTP") that is planned to be placed 
into service in 2010, it also was noted in 
the Companies' Revenue Decoupling Proposal, 
filed January 30, 2009 at 27 n.l2, that 
pre-2003 planning costs (and the related 
Allowance for Funds Used During Construction) 
would not be included in the rate base RAM 
beginning of year balance, as a result of the 
October 28, 2005 stipulation between HECO and 
the Consumer Advocate reached in the 
EOTP proceeding. Docket No. 03-0417. This 
agreement is now part of the Amended Joint 
Proposal. 

Proposed Final D&O at 59 n. 113. As discussed further below, the 
commission rules that similar limits should be placed on the 
inclusion in the rate base RAM of costs for HECO's Campbell 
Industrial Park Combustion Turbine Unit 1 ("CIP CT-1") Project 
that were reached in settlement in HECO's 2009 test year 
rate case. Docket No. 2008-0083. 

'"'See Joint FSOP at 17. 
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to rate base during the RAM Period, less (3) an estimate of the 

amortization of CIAC for the RAM Period."" 

ADIT is quantified by adding to the recorded balances 

at December 31̂ " of the Evaluation Period the estimated tax effect 

of the depreciation timing difference (i.e., difference between 

book depreciation and tax depreciation) on the Baseline Capital 

Projects estimated to be added to rate base during the RAM Period 

and on the Major Capital Projects estimated to be added to rate 

base by September 3 0""̂  of the RAM Period.'" 

Depreciation and Amortization Expenses 

Depreciation and amortization expenses will be 

quantified for the RAM Period by application of 

commission-approved accrual rates to the actual recorded and RAM 

Rate Base-includable Plant-in-service (or other applicable) and 

CIAC balances at the end of the Evaluation Period."' 

Exogenous Tax Changes 

Exogenous Tax Changes will only be recognized for 

changes in tax laws or tax regulations that are estimated to 

impact Authorized Base Revenues by $2,000,000 or more for HECO, 

or $500,000 or more for HELCO or MECO.'" 

See Joint FSOP at 17; June 2 5 2 009 Exhibits, Exhibit C, 
Attactiment 6 at 2. 

"'see id. 

'"see id. 

'"see id. 
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Major Capital Projects Credits 

Major Capital Projects Credits are amounts that will be 

returned to customers as credits through the RBA for the 

preceding years' authorized base revenue amounts (including 

interest at the rate described in the RBA Provision) associated 

with specific major projects that- were ultimately not placed into 

service within the first nine months of the preceding RAM period 

or if the commission ultimately disallows any Major Capital 

Project costs in a subsequent review. The HECO Companies and the 

Consumer Advocate explain: , 

One purpose of these credits is to ensure 
that ratepayers are not paying for capital 
projects that have not been placed into 
service within the cutoff period ending 
September 30'''' of the RAM period. 

Also, questions were . raised during this 
proceeding's panel hearings regarding the use 
of actual plant balances for the beginning of 
year balances in the RAM, since there would 
be no completed review of the reasonableness 
of cost overruns in the case of Major Capital 
Projects, or project costs in the case of 
Baseline Capital Projects. Additionally, 
because the commission's review of Maj or 
Capital Projects may not occur until the rate 
case after such capital projects are included 
in one or more RAM ' Revenue Adjustment 
filings, customers will be refunded (with 
interest) any prior collection of RAM amounts 
associated with Major Capital Projects costs 
that the commission may subsequently disallow 
for rate recovery. This ensures that only 
authorized amounts for Major Capital Projects 
are paid for by ratepayers."" 

""proposed Final D&O at 61-62 (citing Tr. Vol. II at 311-29 
494-99 (Hempling, Hee, Lee, Young, Kondo, Carver, Brosch) 
Tr. Vol. Ill at 530-35 (Kondo, Hee)). 
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Baseline Capital Projects Credits 

Similar to Major Capital Projects Credits, Baseline 

Capital Projects Credits are amounts that will be returned to 

customers as credits through the RBA for the preceding year's 

authorized base revenue amounts (including interest at the rate 

described in the RBA Provision) associated with specific Baseline 

Capital Project costs that are disallowed by the commission in a 

subsequent rate case. This credit will apply if any plant cost 

disallowance ordered by the commission reduces actual Baseline 

Capital Projects costs below the Baseline Capital Projects Plant 

in Service cost level included in RAM Rate Base. Thus, the 

Baseline Capital Projects Credit may reflect the impact for 

multiple RAM Periods of the disallowance ordered by the 

commission on the calculation of the simple historical five-year 

average of Baseline Capital Projects cost estimates and/or the 

disallowance impact upon recorded Plant in Service balances. 

Because the commission's review of Baseline Capital Projects may 

not occur until the rate case after such Baseline Capital 

Projects are included in one or more RAM Revenue Adjustment 

filings. Baseline Capital Projects Credits will be used to refund 

to customers any prior collection (i.e.. Return on Investment on 

rate base and depreciation, plus interest) relating to the amount 

of Baseline Capital Projects costs that the commission 

subsequently disallows for cost recovery.'" 

'"The Baseline Capital Projects Credit was initially 
proposed on page 97 of the HECO Opening Brief and on pages 11-12 
of the HECO Memo in Support. On pages 5-6 of the 
Consumer Advocate Comments, the Consumer Advocate concurred in 
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