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DIRECT TESTIMONY OF MELISSA WHITED 1 

I. INTRODUCTION / SUMMARY. 2 

Q. PLEASE STATE YOUR NAME, OCCUPATION, AND ADDRESS. 3 

A. My name is Melissa Whited and I am a Senior Associate with Synapse Energy 4 

Economics, an energy consulting company located at 485 Massachusetts 5 

Avenue, Cambridge, Massachusetts. 6 

 7 

Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 8 

A. I am testifying on behalf of the Department of Commerce and Consumer Affairs 9 

of the State of Hawaii, as represented by the Division of Consumer Advocacy 10 

(“Consumer Advocate”). 11 

 12 

Q. HAVE YOU BEEN INVOLVED IN ANY OTHER PROCEEDINGS BEFORE THE 13 

PUBLIC UTILITIES COMMISSION (“COMMISSION” OR “PUC”)? 14 

A. Yes.  My colleague, Tim Woolf, and I were retained by the Consumer Advocate 15 

in Docket No. 2013-0141.  In that docket, I assisted the Consumer Advocate in 16 

developing proposed performance metrics and performance incentive 17 

mechanisms, and reviewing the proposals put forward by other parties. 18 

 19 

Q. PLEASE DESCRIBE SYNAPSE ENERGY ECONOMICS. 20 

A. Synapse Energy Economics (“Synapse”) is a research and consulting firm 21 

specializing in energy and environmental issues, including:  electric generation, 22 
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transmission and distribution system reliability, market power, electricity market 1 

prices, stranded costs, efficiency, renewable energy, environmental quality, and 2 

nuclear power. 3 

 4 

Q. PLEASE STATE YOUR PROFESSIONAL EXPERIENCE AND EDUCATIONAL 5 

BACKGROUND. 6 

A. My experience is summarized in my resume, which is attached as 7 

Exhibit CA-600.  I have more than seven years of experience in economic 8 

research and consulting.  At Synapse, I have worked extensively on issues 9 

related to utility regulatory models, performance incentive mechanisms, and 10 

policies to address distributed energy resources. 11 

Recently, I authored a report for the Western Interstate Energy Board 12 

titled “Utility Performance Incentive Mechanisms:  A Handbook for Regulators,” 13 

and I have presented on performance incentive mechanisms to the National 14 

Association of Regulatory Utility Commissioners, National Governor’s 15 

Association Learning Lab on New Utility Business Models, Midwest Governors’ 16 

Association, and the Minnesota e21 Initiative working group. 17 

I hold a Master of Arts in Agricultural and Applied Economics and a 18 

Master of Science in Environment and Resources, both from the University of 19 

Wisconsin-Madison.  Prior to rejoining Synapse, I published in the Journal of 20 

Regional Analysis and Policy regarding the economic impacts of water 21 

transfers, analyzed state water efficiency policies while at the Wisconsin Public 22 
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Service Commission, and conducted econometric analyses of energy efficiency 1 

cost-effectiveness.  I also testified before the Wisconsin Senate Committee on 2 

Clean Energy regarding the economic impacts of clean transportation options 3 

and presented to the Wisconsin Public Service Commission regarding the 4 

state's electricity demand response programs and potential.  5 

 6 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 7 

A. The purpose of my testimony is to evaluate Hawaiian Electric Light 8 

Company, Inc.’s (“HELCO” or “the Company”) proposed performance incentive 9 

mechanisms ("PIMs") in this docket.  These proposed PIMs address reliability, 10 

customer satisfaction and service, and distributed energy resource (“DER”) 11 

interconnection communication.  12 

In addition, my testimony will also provide comments on the Company’s 13 

contemporaneous ratemaking (“CR”) proposal.  I understand that the Company 14 

is only seeking comments on the CR proposal in this docket and that the 15 

Company may ask for formal approval of the proposed CR plan in a future 16 

proceeding.  17 

 18 

Q. PLEASE SUMMARIZE YOUR TESTIMONY. 19 

A. My testimony is organized in five sections.  First, I address the Company’s 20 

proposed PIMs.  These proposed PIMs include conventional PIMs for reliability 21 

and customer service (as introduced in HELCO T-25), as well as an energy 22 
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policy PIM regarding DER interconnections (as introduced in HELCO T-26). 1 

Second, I address my concerns regarding how the proposed PIMs do not 2 

address the Commission’s concerns about high rates.  Third, I address my 3 

concerns regarding cost controls that are not incorporated in the proposed PIMs. 4 

Fourth, I detail my concerns that the proposed conventional PIMs are not 5 

currently needed to address reliability, service quality, and interconnection 6 

concerns.  I then provide comments on HELCO’s witness Mr. Gale’s CR 7 

proposal detailed in HELCO T-26. 8 

 9 

II. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS. 10 

Q. PLEASE SUMMARIZE YOUR OVERARCHING CONCLUSIONS. 11 

A. The Company is proposing to implement several performance incentive 12 

mechanisms and has put forth its proposed CR process for resource 13 

procurement.  14 

 15 

Q.  PLEASE SUMMARIZE YOUR SPECIFIC CONCLUSIONS REGARDING THE 16 

COMPANY’S PROPOSALS. 17 

A. My conclusions are as follows: 18 

 The proposed conventional PIMs do little to address the key objectives of 19 

reducing costs and accelerating the clean energy transformation. 20 
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 Without additional cost containment incentives, the proposed PIMs risk 1 

encouraging over-investment in the utility’s system.  Such PIMs would be 2 

more appropriate for implementation in a full performance based ratemaking 3 

(“PBR”) framework.  Alternatively, PIMs could be introduced that reward the 4 

Company for reducing costs (such as through non-wires alternatives). 5 

 The proposed PIMs address areas of performance that are already the focus 6 

of current utility investments and improvements.  Additional incentives in 7 

these areas do not appear necessary at this time. 8 

 The PIM targets, as currently defined, will likely result in financial rewards for 9 

investments that the Company has already undertaken and that customers 10 

are already paying for. 11 

 The utility’s proposed CR process would reduce customer protections and 12 

potentially dissuade IPPs from participating in the IRP process.  13 

Any changes to the resource procurement and approval process should first 14 

consider modifications to the existing processes.  This should be done in a 15 

separate proceeding to provide adequate input opportunity from 16 

stakeholders. 17 
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Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS. 1 

A. I offer the following recommendations: 2 

1) The Commission should reject the Company’s PIMs as proposed. 3 

2) The Commission should open a separate proceeding to investigate 4 

movement to a comprehensive PBR framework. 5 

3) If PIMs are to be considered in the current regulatory framework, the 6 

Commission should require that the PIMs contain explicit cost 7 

containment incentives (such as basing reward levels on net benefits to 8 

customers) and are explicitly accelerating HELCO’s clean energy 9 

transformation.  10 

4) The Commission should open a separate proceeding to investigate 11 

modifications to the resource procurement and approval process. 12 

 13 

III. OVERVIEW OF PROPOSED PERFORMANCE INCENTIVE MECHANISMS. 14 

Q. WHY IS THE COMPANY PROPOSING PERFORMANCE INCENTIVE 15 

MECHANISMS (PIMS) IN THIS PROCEEDING?  16 

A. On November 19, 2015, the Commission filed Order No. 33342, Granting Hawaii 17 

Electric Light Company, Inc.’s Motion to Extend Date to File Rate Case and for 18 

Approval of Test Period Waiver and Dissent of Randall Y. Iwase, Commission 19 

Chair (“Order No. 33342”), wherein the Commission directed the Company to 20 

“propose for the Commission’s consideration a set of economic incentive and 21 

cost recovery mechanisms, as appropriate, consistent with the provisions of 22 
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Act 37 of 2013 Hawaii Session Laws in order to further encourage reductions in 1 

its electric rates and accelerate its clean energy transformation.”1 (emphasis 2 

added)  The Company explains that “the primary purpose” of proposing PIMs in 3 

this proceeding is to respond to the Commission’s ordering paragraph 3c of 4 

Order No. 33342.2  5 

Q.  WHAT TYPES OF PIMS IS THE COMPANY PROPOSING? 6 

A. The Company is proposing PIMs that cover three different categories: 7 

1. Reliability (SAIDI and SAIFI) 8 

2. Customer Satisfaction and Service (Transaction Satisfaction and Service 9 

Level) 10 

3. DER Interconnection Communication  11 

 12 

Q. PLEASE DESCRIBE THE COMPANY’S PROPOSED RELIABILITY PIMS. 13 

A. The Company’s proposed reliability PIMs are based on two industry standard 14 

reliability metrics:  System Average Interruption Duration Index (“SAIDI”) and 15 

System Average Interruption Frequency Index (“SAIFI”).  SAIDI is the duration 16 

of outages experienced by HELCO customers over a specific time-period, 17 

generally over a year.3  SAIFI is the frequency of interruptions experienced by 18 

                                            
1  Order No. 33342, at 14. 
 
2  Response to CA-IR-406(b). 
 
3  Mathematically, SAIDI is the sum of outage durations divided by the total number of customers 

served. 
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HELCO customers over a specific time-period.4  The Company normalizes its 1 

SAIDI and SAIFI values to remove the impacts of storms and other atypical 2 

events.5  In this docket, the Company proposes to implement SAIDI and SAIFI 3 

PIMs based on 2010-2016 data using the Institute of Electrical and Electronics 4 

Engineers (“IEEE”) standard 1366 methodology.6 5 

 6 

Q. PLEASE DESCRIBE THE COMPANY’S PROPOSED PIMS FOR CUSTOMER 7 

SATISFACTION AND CUSTOMER SERVICE. 8 

A.  HELCO is proposing two PIMs related to customer satisfaction and service:  9 

1. A “transaction satisfaction” PIM that measures customer satisfaction 10 

based on recent interactions (transactions) that customers have had with 11 

the Company concerning requests to change their service, trouble 12 

reports (e.g., power outages), and/or inquiries about their bills.7  13 

2. A “service level” PIM that measures the percentage of calls answered 14 

within 30 seconds by the Customer Service Department.  15 

                                            
4  Mathematically, SAIFI is the sum of outage incidents divided by the total number of customers 

served. 
 
5  HELCO currently normalizes its reliability data based on a methodology filed in PUC Docket 

No. 6432, Methodology for Determining Reliability Indices for HECO Utilities dated 
December 1990. 

 
6  Response to CA-IR-410(d) and (e). 
 
7  Response to CA-IR-407. 
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Q. PLEASE DESCRIBE THE COMPANY’S PROPOSED PIM FOR DER 1 

INTERCONNECTION COMMUNICATION. 2 

A. The Company’s proposed DER PIM is focused on improving communication 3 

with customers throughout the interconnection process.  The specific metrics 4 

can be summarized from HELCO-2603 as follows: 5 

1) Within 2 business days of application receipt:  Acknowledgement 6 

notification sent to DER customer that the interconnection application is 7 

being reviewed for completeness.  Provision of a contact number or email 8 

address for inquiries. 9 

2) Within 10 business days of application receipt:  Notification to DER 10 

customer that the interconnection application (A) is complete and 11 

identifying any issues or (B) is not complete and identifying missing 12 

information.  13 

3) Each 150 days while application is pending:  Notification of the status of 14 

the application for a DER customer whose interconnection application 15 

has been pre-approved and is pending for at least 150 days. 16 

4) At least 2 business days:  Advance notification to a DER customer when 17 

a witness verification test will be performed. 18 

5) Within 3 business days:  An initial response (not necessarily resolution) 19 

to each DER customer inquiry for customers whose interconnection 20 

application has been received and acknowledged. 21 
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Q. WHAT TARGETS, DEADBANDS, AND PENALTIES/REWARDS ARE THE 1 

COMPANY PROPOSING? 2 

A. The Company is proposing PIMs with symmetrical penalties/rewards, as well as 3 

deadbands and a cap on the maximum reward or penalty.  The proposal is 4 

based on those put forward by the Company in Docket 2013-0141, but updated 5 

with the most recent data.8  These values are shown in the table below, as 6 

provided by the Company in response to CA-IR-410: 7 

Table 1. HELCO Proposed PIMs 8 

  
  
PIM 

  
  
Units 

  
Low End of 
Deadband 

  
  

Target 

  
Standard 
Deviation 

  
High End of 
Deadband 

Maximum 
Penalty/Reward 

(millions) 

         [1]  [2]      []      [3]  [4] 

               
DER Cust. 
Communication 

Days   93%  95%     97%  $0.21 

SAIDI  Minutes  113.79  137.05  23.26  160.31  $0.49 

SAIFI  Occurrences  1.15  1.43  0.27  1.7  $0.49 

Transaction 
Satisfaction 

% survey 
scores 

        $0.21 

10 Yr Average 
Target 

  88.1  89.4  1.4  90.8    

Service Level  % calls 
answered 

77.5  80.0  2.5  82.5  $0.21 

Total Max. 
Penalty/Reward 

          $1.61 

                                            
8  The DER Communication PIM is new since the Company’s original proposal in Docket 

No. 2013-0141. 
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Q. PLEASE EXPLAIN HOW THE PIM REWARDS AND PENALTIES WOULD BE 1 

CALCULATED. 2 

A. If HELCO’s performance were to fall within the deadband range, then there 3 

would be no penalty or incentive.  Outside the range, the penalty or incentive is 4 

based on the difference between the reported metric and target divided by 5 

variance to arrive at a percentage adjustment.  The percentage adjustment is 6 

multiplied by the maximum penalty or reward to determine the specific penalty 7 

or incentive amount. 8 

For example, if HELCO reported a T&D SAIDI of 190 minutes, the 9 

calculation of the penalty is detailed as follows.  The HELCO reported 10 

T&D SAIDI of 190 minutes is more than the benchmark of 137.05 minutes 11 

by 52.95.  52.95 exceeds the standard deviation of 23.26 by 2.27; therefore, 12 

HELCO would be assessed a penalty.  The penalty would be 2.27/23.26 times 13 

$490,000 or $47,820. 14 

 15 

Q. WHAT IS YOUR OVERALL ASSESSMENT OF THE COMPANY’S 16 

PROPOSED PIMS? 17 

A. I have four primary concerns regarding the Company’s proposed PIMs: 18 

1) First, the conventional PIMs of reliability and customer 19 

satisfaction/customer service do not directly address the two objectives 20 

outlined by the Commission for PIMs of reducing costs and accelerating 21 
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the clean energy transformation, nor do they address customers’ 1 

concerns regarding high electricity rates. 2 

2) Second, without additional cost control incentives there is a risk of utility 3 

over-investment or gold-plating in distribution related expenditures in the 4 

name of service quality improvements. 5 

3) Third, the evidence does not indicate that stronger incentives are needed 6 

for reliability, customer service, and DER interconnection communication 7 

at this time.  The Company has been investing in all of these areas, and 8 

the benefits of even higher levels of investment may not outweigh the 9 

costs.  I conclude that the proposed PIMs appear to be a solution in 10 

search of a problem. 11 

4) Fourth, I have concerns with how several of the PIMs’ targets are set. 12 

I discuss each of these concerns in the sections below. 13 

 14 

IV. THE CONVENTIONAL PIMS DO NOT DIRECTLY ADDRESS THE 15 

COMMISSION’S OBJECTIVES OR CUSTOMER CONCERNS REGARDING 16 

HIGH RATES. 17 

Q. WHAT ARE THE COMMISSION’S STATED OBJECTIVES FOR PIMS?  18 

A. As noted above, in Order No. 33342, the Commission directed HELCO to 19 

propose PIMs with the objectives of: 20 

1) Encouraging reductions in electric rates, and  21 

2) Accelerating the Company’s clean energy transformation. 22 
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 While it is important that the Company maintain reliability, assist customers with 1 

various transactions, and promptly answers customer phone calls, none of 2 

these conventional PIMs directly encourage the Company to reduce costs or 3 

transition away from fossil fuels.  Thus, despite the Company’s contention that 4 

the primary purpose of its proposed PIMs is to respond to the Commission’s 5 

directive in Order No. 33342, the proposed conventional PIMs fail to meet the 6 

Commission’s objectives. 7 

 8 

Q. DO THE PROPOSED PIMS ADDRESS THE MOST IMPORTANT ISSUES TO 9 

CUSTOMERS? 10 

A.  No.  The Company’s conventional PIMs do not address a primary contributor to 11 

customer dissatisfaction:  high electricity rates.  Customer satisfaction scores 12 

are inversely correlated with the size of customers’ electric bills.  The graph 13 

below shows that, since 2010, customer satisfaction across the HECO 14 

Companies generally declined when bills increased, and vice-versa. 15 

Confidential Information  
Deleted Pursuant To  

Protective Order No. 34203. 
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Figure 1.  Confidential Results of MSI Customer Satisfaction Surveys and Typical Customer Bills for the 1 
Consolidated HECO Companies  2 

 3 

For HELCO in particular, the results of customer surveys9 show that the high 4 

cost of electricity is by far the most commonly cited reason for customer 5 

dissatisfaction.  Over the last seven quarters, the high cost of electricity was 6 

cited five times more frequently than poor customer service, outages, or 7 

difficulties hooking up solar PV as the reason why customers were dissatisfied.10 8 

                                            
9   Confidential Response to CA-IR-56, Attachment 1, page 40. 
 
10  Confidential Response to CA-IR-56, Attachment 1, page 40.  Other, less frequently cited 

responses included “It’s a monopoly, no options,” “Should use more alternative, renewable 
sources,” “maintenance not done,” “difficulties encountered by existing PV customers,” “poor 
service (general),” “payment issues/power was cut off,” and “concerned about profits, dividends, 
shareholders.” 

Confidential Information  
Deleted Pursuant To  

Protective Order No. 34203. 
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Figure 2 below shows how frequently each of these reasons were cited by 1 

customers as the reason(s) for their dissatisfaction. 2 

Figure 2. Confidential -  Frequency of Reasons Given for Customer Dissatisfaction 3 

  4 

 5 

Q. WHAT DO YOU CONCLUDE FROM THESE SURVEY RESULTS? 6 

A. The survey data suggest that while reliability and customer service are important 7 

to customers, customers are consistently more concerned about the high cost 8 

of electricity.  Given these results, it is clear that, consistent with the 9 

Commission’s directives in Order No. 33342, the Company should be required 10 

to target cost containment.  Furthermore, absent sufficient justification, it does 11 

not appear appropriate to encourage additional investments in reliability and 12 

customer service until cost control incentives are also strengthened.  I address 13 

cost control incentives below.  14 

Confidential Information  
Deleted Pursuant To  

Protective Order No. 34203. 
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V. CONVENTIONAL PIMS WARRANT CONSIDERATION OF STRONGER 1 

COST CONTROL INCENTIVES. 2 

Q. WHY ARE PERFORMANCE INCENTIVE MECHANISMS IMPLEMENTED? 3 

A. Conventional performance incentive mechanisms, such as those related to 4 

reliability and customer service, have historically been implemented in 5 

conjunction with performance-based regulation (PBR) to ensure that service 6 

quality does not deteriorate due to utility efforts to control costs.11  In addition, 7 

jurisdictions are increasingly considering PIMs to achieve state energy policy 8 

goals, such as clean energy investments and integration of distributed energy 9 

resources.  While the Commission has expressed its interest in PIMs to 10 

accelerate the Company’s clean energy transition and reduce rates, to date the 11 

Commission has declined to implement a comprehensive PBR framework. 12 

 13 

Q. IS IT APPROPRIATE TO IMPLEMENT CONVENTIONAL PIMS WITHOUT A 14 

COMPREHENSIVE PBR FRAMEWORK? 15 

A. Yes, it can be appropriate to implement conventional PIMs without a 16 

comprehensive PBR framework.  However, the Company’s proposal represents 17 

an unacceptable proposal.  Without adequate cost control incentives, PIMs may 18 

encourage utilities to over-invest in certain areas in order to ensure that they 19 

meet the targets.  Thus, the Company’s proposal could result in the Company 20 

                                            
11  This is also noted by the Company in HELCO-2503, page 12. 
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earning incentives even though customer rates and bills may be unreasonably 1 

increasing.  2 

 3 

Q. DOES THE COMPANY CURRENTLY FACE COST CONTAINMENT 4 

INCENTIVES THAT WOULD BALANCE THE PROPOSED PIMS? 5 

A. The Company’s current decoupling and revenue adjustment mechanism 6 

(“RAM”) do contain some incentives to control costs, and these incentives were 7 

recently strengthened by the Commission’s Order No. 32735, Modifying 8 

Decoupling Mechanisms and Establishing Briefing Schedule, filed on 9 

March 31, 2015, in Docket No. 2013-0141.  However, these cost containment 10 

incentives are not as extensive as those imposed by many PBR frameworks.  11 

 12 

Q. IN WHAT WAYS DOES THE COMPANY’S CURRENT RATEMAKING 13 

FRAMEWORK DIFFER FROM A COMPREHENSIVE PBR FRAMEWORK? 14 

A. A PBR mechanism typically takes the form of a multi-year rate plan.  A key 15 

component of such plans is a rate case moratorium that frequently lasts two to 16 

four years.  In addition, an attrition relief mechanism (“ARM”) can be 17 

implemented that automatically adjusts the revenue requirement according to 18 

an external index (such as inflation) without linking the relief to the utility’s own 19 

cost growth.  If the utility’s costs grow more slowly than the ARM, the utility 20 

retains all or a portion of the savings.  Both of these components provide strong 21 

cost control incentives.  22 
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In contrast, the Company’s current ratemaking framework consists of a complex 1 

array of cost recovery mechanisms that do not represent a comprehensive PBR 2 

framework with strong incentives for cost control.  The current RAM bears some 3 

similarities to a multi-year rate plan, in that revenues related to O&M are 4 

escalated to account for general inflation (GDPPI).  Capital costs under a 5 

specific threshold are recovered through the RAM, subject to a cap.  However, 6 

cost recovery is tied to the cost of the projects, rather than an external index.  7 

Thus, the Company is not rewarded for avoiding or deferring investments where 8 

possible, and If any projects come in under budget, the Company does not retain 9 

the savings.  Further, the cap is not a “hard” cap, as utility investments above 10 

the RAM cap may be allowed with Commission approval.  11 

In addition, it is not clear that the Company currently faces an explicit rate 12 

case moratorium.  While the August 8, 2010, order in Docket No. 2008-0274 13 

sets forth a mandatory three-year staggered rate case schedule for the 14 

Hawaiian Electric Companies,12 the language in the order does not appear to 15 

prevent the Company from filing a rate case sooner should the Company 16 

determine the need to file a rate case.  This means that if costs grow more 17 

quickly than anticipated, the Company does not have to wait to file for a rate 18 

increase, thereby reducing the incentive for the Company to operate as 19 

efficiently as possible. 20 

                                            
12  Decision and Order dated August 8, 2010, Docket No. 2008-0274, page 124. 
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Q. SHOULD THE COMMISSION CONSIDER IMPLEMENTING A PBR 1 

FRAMEWORK IN THIS PROCEEDING? 2 

A. It would be worthwhile for the Commission to investigate a comprehensive PBR 3 

framework that contains both PIMs and clear cost containment incentives.  4 

The Company states that “a separate investigatory docket on PBR is the optimal 5 

venue for the Commission to develop a full record on a broader framework or 6 

plan for PBR for all three Hawaiian Electric Companies.”13  I concur with the 7 

Company's recommendation.  8 

 9 

Q. ARE THERE EXAMPLES OF PIMS OUTSIDE A PBR FRAMEWORK? 10 

A. Yes, PIMs are sometimes implemented outside of a PBR framework.  However, 11 

in such cases, PIMs may be penalty-only or base financial rewards on net 12 

benefits to customers. Some examples of PIMs implemented outside of a PBR 13 

framework include: 14 

 Demand-side management PIMs.  Incentives for utilities to implement 15 

energy efficiency programs are very common.  However, the costs of 16 

implementing such programs are not ignored.  Program costs are 17 

generally scrutinized through regulatory proceedings and subjected to 18 

cost-effectiveness tests, and rewards may also be based on net benefits 19 

(i.e., savings) to customers. 20 

                                            
13  HELCO T-25, pages 13-14 
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 Penalties for service quality.  According to a 2012 survey of service 1 

quality standards in the United States, 17 jurisdictions impose penalties 2 

for failure to meet standards.14  3 

 Non-wires alternative PIMs.  Consolidated Edison’s Brooklyn Queens 4 

Demand Management program contains an incentive that is based in 5 

part on savings to customers relative to the traditional investment.  For 6 

every one percent reduction in costs (measured as net present value of 7 

dollars per megawatt), the utility may earn one basis point (up to 30 basis 8 

points.) 9 

 10 

VI. STRONGER INCENTIVES ARE NOT NEEDED FOR RELIABILITY, 11 

CUSTOMER SERVICE, AND DER INTERCONNECTION. 12 

Q.  ARE THE PROPOSED PIMS NEEDED TO ENSURE THAT THE COMPANY 13 

DOES NOT NEGLECT RELIABILITY, SERVICE QUALITY, OR DER 14 

INTERCONNECTION? 15 

A. No, PIMs are not needed to ensure those objectives.  Financial incentives can 16 

provide a very strong signal to a utility to improve performance in certain areas. 17 

                                            
14  See: O’Neill Management Consulting, LLC, “Recommendations for Strengthening the 

Massachusetts Department of Public Utilities’ Service Quality Standards,” Prepared for the 
Massachusetts Office of the Attorney General, December 13, 2012. 

 
The Company reports that there is also one jurisdiction in the United States – California 

– that implements both penalties and rewards for service quality PIMs outside of a full PBR 
mechanism.  This is the only U.S. jurisdiction that we are aware of that implements service 
quality rewards without PBR. 
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However, financial incentives may not be needed, particularly if service quality 1 

is generally acceptable.  For this reason, I recommend first using performance 2 

metrics (without financial incentives) to monitor performance and determine 3 

whether there are areas that need improvement.  If such areas are identified, 4 

then it may be appropriate to address them through the use of financial 5 

incentives. 6 

 7 

Q. DOES THE COMPANY CURRENTLY REPORT PERFORMANCE METRICS? 8 

A. Yes.  Pursuant to the Commission’s Decision and Order No. 31908,15 the 9 

Company reports a variety of performance metrics on its website.  These metrics 10 

include the areas of reliability, customer transaction satisfaction, call center 11 

service, and net metering customers.16  Reliability metrics are also published by 12 

the Commission each year in its fiscal year annual reports.17  13 

While these reporting metrics do not provide a direct financial incentive 14 

to the utility, they do enable the Commission and other stakeholders to monitor 15 

the Company’s performance and encourage the Company to devote sufficient 16 

attention to these areas. 17 

                                            
15  Decision and Order No. 31908, filed on February 7, 2014, Docket No. 2013-0141. 
 
16  https://www.hawaiielectriclight.com/about-us/key-performance-metrics/service-reliability 
 
17  http://puc.hawaii.gov/reports/annual-reports/ 
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Q. IS THE COMPANY PROPOSING RELIABILITY AND CUSTOMER SERVICE 1 

PIMS TO ADDRESS SPECIFIC AREAS OF INADEQUATE PERFORMANCE? 2 

A. No, in response to discovery, the Company stated that it was not proposing the 3 

reliability or customer service PIMs to address any specific problems or 4 

customer concerns.18 5 

 6 

Q. HOW WOULD YOU CHARACTERIZE THE COMPANY’S RELIABILITY 7 

PERFORMANCE? 8 

A. The Company’s reliability performance over the past seven years has been 9 

mixed, but has improved since 2014, as shown in the figure below.19 10 

Figure 3. SAIDI and SAIFI (IEEE Std. 1366 Method). Preliminary data for 2016 11 

 12 

                                            
18  CA-IR-406. 
 
19  CA-IR-410, Attachment 3. 
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Q. WHAT HAS CAUSED THE IMPROVEMENTS IN RELIABILITY? 1 

A. It appears that vegetation control may be part of the reason that reliability has 2 

improved.  Vegetation, in the form of trees and branches, is responsible for a 3 

large proportion of outages on HELCO’s system.  Since 2010, tree-related 4 

outages have been ranked number one in causes of outage durations, being 5 

responsible for between 33 to 40 percent of customer outage hours.20  6 

In recent years, the Company has increased its vegetation management 7 

spending. This is shown in the figure below, together with tree- and branch- 8 

related outage duration hours.  Distribution vegetation management spending 9 

for the Company has increased from $2.2 million in 2010 to $7.0 million in 2016. 10 

Figure 4 HELCO Historical Vegetation Management Spending 2010-2016 11 

  12 

                                            
20  CA-IR-303, Attachment 1. 
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 The large increase in distribution-related vegetation management spending 1 

began in 2013, and by 2016 was more than 3 times 2010 levels.  Although 2 

reliability did not immediately improve, preliminary data from 2016 suggests that 3 

the increased vegetation management spending is starting to take effect.  4 

In particular, tree- and branch-related outages have declined dramatically in 5 

2016 relative to previous years, as shown in the figure below.21 6 

 7 

Figure 5. HELCO Normalized Tree and Branch Related SAIDI and SAIFI (2011-2016) 8 

 9 

                                            
21  It is difficult to precisely determine the extent to which increased vegetation management 

spending affects reliability.  In response to CA-IR-416, the Company indicated that it has not 
analyzed the impact that increased vegetation management spending would have on reliability.  
In addition, the Company claims that it does not know of a reliable methodology to quantify 
reliability improvements. 
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I understand that the Company, in this rate case, has requested vegetation 1 

management spending increases to address albizia control.22  While I do not 2 

comment on the prudency or reasonableness of the requested amount, there 3 

does appear to be a linkage between appropriate vegetation management 4 

spending and reliability performance. 5 

 6 

Q. WHAT DO THESE TRENDS SUGGEST REGARDING THE PROPOSED PIMS 7 

FOR RELIABILITY? 8 

The data suggest that the Company is placing greater emphasis on vegetation 9 

management and is investing significantly more resources in reducing 10 

tree-related outages.  As a result, tree-related outages are declining, which 11 

impacts overall reliability for the Company.  While improvements in reliability 12 

benefit customers, the costs of such improvements are also passed on to 13 

customers.  Thus, it is necessary to balance the benefits of improved reliability 14 

with the additional costs to ensure that the costs do not outweigh the benefits.23  15 

At this time, it does not appear that additional incentives for reliability (which will 16 

also be recovered from customers) are warranted.  Thus, the proposal to 17 

                                            
22  These spending levels appear to be consistent with the proposed approach outlined in the 

2012 consultant’s report provided in HELCO-813. 
 
23  It is also reasonable to expect that there are diminishing returns to continued reliability 

investments.  While initial investments may have large impacts on reliability, the marginal 
benefits are likely to decline with each additional investment.  The theoretically optimum 
investment level would be where the marginal benefits of an additional increment of reliability 
are equal to the marginal cost.  
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prioritize the deployment of a PIM for this operating characteristic appears 1 

unnecessary. 2 

 3 

Q.  HAS THE COMPANY EVALUATED THE BENEFITS OF REDUCED OUTAGES 4 

TO CUSTOMERS? 5 

A.  No, but it is clear from the survey results discussed above that reliability is 6 

less of a concern to customers than high customer bills. 7 

 8 

Q. PLEASE DESCRIBE THE COMPANY’S SERVICE LEVEL AND 9 

TRANSACTION SATISFACTION PERFORMANCE. 10 

A. Service levels (calls answered within 30 seconds) have significantly improved 11 

in recent years, increasing from 33% in 2010 to 94% in 2015.  Customer 12 

satisfaction (as measured through transaction surveys) has also improved 13 

recently, although the scores have generally remained in a narrow range 14 

between 88 and 91. 15 

Confidential Information  
Deleted Pursuant To  

Protective Order No. 34203. 
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Figure 6. Customer Transaction Satisfaction and Call Center Service Level  1 

 2 

 3 

Q. WHAT FACTORS HAVE CONTRIBUTED TO THE IMPROVEMENT IN 4 

SERVICE LEVELS? 5 

A. Several factors have affected call center service levels over time.  6 

Witness Epenesa testifies that the improvements can be largely attributed to an 7 

increase of Customer Service Representatives within the Customer Care 8 

Center, and the implementation of an Interactive Voice Response system in 9 

late 2014, which reduced the number of calls that are handled by agents.24  10 

In addition, the Company attributes the reductions in time required to 11 

answer calls in 2015 and 2016 to the reorganization that took place in 12 

January 2015, which enabled management to “focus on each functional area 13 

                                            
24  T-9, page 7, and response to CA-IR-56. 
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provided the opportunity to find efficiencies, review and implement best 1 

practices and to improve service.”25  As a result of the reorganization, some 2 

functions previously handled by call center agents were transferred to Revenue 3 

Management and/or Field Service personnel, and customer service department 4 

staffing was reduced.26  Further, the HECO Companies began implementation 5 

of a “virtual call center,” which enables representatives to answer calls 6 

regardless of the location or utility in which the call originated.27  This has also 7 

allowed the Company to eliminate the services of an outside vendor for some 8 

types of calls, which has consequently increased call volume and reduced 9 

service levels from 2015. 10 

 11 

Q. WHAT DO THESE TRENDS SUGGEST REGARDING THE PROPOSED PIMS 12 

FOR SERVICE LEVELS AND TRANSACTION SATISFACTION? 13 

A.  These trends lend support to conclusion that the Company’s efforts to create a 14 

process to allow additional financial incentives for the proposed metrics do not 15 

appear to be necessary at this time.  I acknowledge the increased efficiencies 16 

that have enabled the Company to significantly improve service levels and 17 

maintain transaction satisfaction while simultaneously reducing outside 18 

contracts and staffing levels.  However, additional financial incentives for these 19 

                                            
25  CA-IR-56, page 2. 
 
26  CA-IR-56, CA-IR-59. 
 
27  CA-IR-411. 
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operating metrics are neither necessary nor responsive to the Commission’s 1 

directive to establish PIMs for cost containment and clean energy transition.  2 

Further, it is my understanding that the Consumer Advocate supports the clean 3 

energy transition but that it should not be at any cost.  Thus, consistent with the 4 

earlier discussion, service quality metrics and PIMs should be coupled with cost 5 

containment incentives, to ensure that service quality does not suffer when a 6 

company seeks to reduce costs.  Further, clean energy transition PIMs should 7 

also contain a cost containment component or be coupled with other 8 

cost-containment to ensure that the transition does not come with an exorbitant 9 

price tag. 10 

 11 

Q. PLEASE DESCRIBE THE COMPANY’S PERFORMANCE IN TERMS OF DER 12 

CUSTOMER COMMUNICATION. 13 

A. Very little data are currently available regarding communication with DER 14 

customers.  In response to CA-IR-418, the Company stated that data prior to 15 

January 2017 “are not readily available.”  However, the Company did provide 16 

data regarding whether or not customers were notified within 10 business days 17 

regarding their application completeness (and identifying any missing 18 

information).  Of the 101 applications received between January and 19 

March 2017, only two did not meet the target of notification within 10 days of 20 

application receipt.  21 
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In addition, the Company notes that for customer inquiries, the Company 1 

typically is able to “acknowledge receipt of a customer inquiry, and often provide 2 

a response, within three business days of receipt.”28 3 

 4 

Q. IS PERFORMANCE IN THE AREA OF DER CUSTOMER COMMUNICATION 5 

EXPECTED TO CHANGE? 6 

A. There are several factors which will likely lead to improvements in 7 

communication with DER customers.  Most importantly, the Company is 8 

planning to implement a customer interconnection portal software application 9 

(the “IIP Project”).  Phase I of the project is under development and scheduled 10 

to be deployed in the “mid to third quarter 2017 timeframe.”29  The Company 11 

states that Phase I implementation of the portal will impact four of the five DER 12 

interconnection metrics, and Phase II will impact all of the DER interconnection 13 

metrics.30  The Company states that it expects “to do even better on 14 

performance targets” with the implementation of the portal.   15 

  Another factor impacting Company performance is the number of DER 16 

customers submitting applications.  Now that the Customer Grid Supply cap has 17 

been reached, it is likely that the number of customers interconnecting will fall. 18 

                                            
28  CA-IR-418. 
 
29  CA-IR-420 
 
30  CA-IR-420 
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A reduction in customer applications should help the Company meet the 1 

proposed DER targets more easily. 2 

 3 

Q. WHAT DO THESE TRENDS SUGGEST REGARDING THE PROPOSED PIM 4 

FOR DER COMMUNICATION? 5 

A. While increasing communication with DER customers is a worthwhile goal, the 6 

Company appears to be well on its way to achieving that goal.  In particular, the 7 

IIP Project is expected to automate much of the process, which should have 8 

very beneficial impacts on communication with DER customers, but would also 9 

significantly increase the likelihood that the Company would earn a financial 10 

reward.  11 

These improvements in DER communication that are underway do not 12 

come without a cost to customers.  As evidenced in the Company’s revenue 13 

requirements, the Company will recover approximately $170,000 from 14 

customers for these investments.31  Implementing a PIM for customer 15 

communication would likely result in customers paying even more for this 16 

investment.  17 

                                            
31  CA-IR-404. 
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VII. CONCERNS WITH PIM TARGETS. 1 

Q. DO YOU HAVE ANY CONCERNS WITH HOW THE TARGETS WERE SET? 2 

A. Yes.  For several of the proposed PIMs, I am concerned that the Company has 3 

already made the investments needed to meet the targets, and is now seeking 4 

to recover those investments through revenue requirements while also earning 5 

a reward for such investments.  This is contrary to the intent of PIMs.  6 

I am also concerned that the proposed PIM targets are static, and would 7 

not be adjusted until the next rate case.  Thus, the Company would be likely to 8 

receive rewards from investments that are already largely incorporated into 9 

revenue requirements, while the improved performance would not be reflected 10 

in PIM targets for several more years.  11 

 12 

Q. PLEASE EXPLAIN WHY THIS IS CONTRARY TO THE INTENT OF PIMS 13 

A. The intent of PIMs is to ensure that performance does not worsen due to the 14 

strengthening of cost containment incentives.  Financial rewards may be 15 

justified where the Company improves performance while also being subject to 16 

strong cost-containment incentives.  For example, under a PBR plan, a utility 17 

would be expected to improve performance while also being subject to revenue 18 

caps.  These revenue caps ensure that performance improvements do not 19 

impose additional costs on customers – at least not until the next rate case when 20 

any prudent costs above the cap would be put into the base revenue 21 

requirement. 22 
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In contrast, HELCO has already undertaken the investments necessary 1 

to allow it to achieve the proposed PIM targets, and the Company is seeking to 2 

incorporate these costs into its revenue requirements in this rate case.  Thus, 3 

the Company does not have to seek any additional cost efficiencies to cover the 4 

cost of meeting the targets, and the targets do not require the Company to 5 

improve its performance over current levels.  As stated by the Company’s own 6 

consultant in Docket No. 2013-0141, incentive regulation (including targeted 7 

PIMs) should “only provide increased returns if performance is better than a fair 8 

and reasonable estimate of what the performance would have been under a 9 

traditional approach.”32 10 

For these reasons, the proposed PIM targets appear unreasonable and 11 

inconsistent with the fundamental purpose of PIMs. 12 

 13 

Q. IS IT TRUE THAT PIM TARGETS ARE OFTEN SET BASED ON HISTORICAL 14 

PERFORMANCE?  15 

A. Yes, it is often the case that historical performance is used to set PIM targets. 16 

However, historical performance does not always represent a reasonable basis 17 

for PIM targets.  18 

                                            
32  Brattle Report, Exhibit D, HECO Initial SOP – Sch. B, Docket No. 2013-0141, page 16.  Note 

that page 23 of the report states that the design of service quality incentives should follow the 
principles for incentive-based regulation plans as well. 
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Q. WHEN DOES HISTORICAL PERFORMANCE NOT OFFER A REASONABLE 1 

BASIS FOR PIM TARGETS? 2 

A. It is generally not reasonable to rely only on historical performance when there 3 

has been a fundamental change in the key factors influencing utility 4 

performance.  For example, in the case of the DER performance incentive 5 

mechanism, HELCO argues that it is dependent upon the net metering cap 6 

remaining in place.  If the cap were to be removed, it would fundamentally alter 7 

the ability of HELCO to meet the PIM target.  However, this logic cuts both ways.  8 

If HELCO has undertaken significant investments that change its ability to meet 9 

targets, these should be taken into consideration when setting PIM targets.  For 10 

example, implementing an automated interconnection portal software 11 

application or significantly increasing and recovering vegetation management 12 

costs alters the Company’s ability to meet various PIM targets  13 

 14 

Q. WHAT ALTERNATIVES EXIST FOR SETTING PIM TARGETS? 15 

A. As discussed in Utility Performance Incentive Mechanisms: A Handbook for 16 

Regulators, there are at least three other methods for setting PIM targets.  17 

These methods are (1) peer utility performance, (2) frontier analysis for 18 

determining technical efficiency, and (3) utility-specific studies.  Given Hawaii’s 19 

uniqueness and the specific PIMs proposed, it might be most reasonable to use 20 

utility-specific studies (perhaps in combination with historical performance) to 21 

determine the Company’s proposed PIM targets. 22 
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Q. PLEASE DESCRIBE WHAT INVESTMENTS IN RELIABILITY THE COMPANY 1 

HAS ALREADY MADE, AND HOW THESE MIGHT BE EXPECTED TO 2 

IMPACT PERFORMANCE. 3 

A. As described above, the Company has increased vegetation management 4 

spending from $2.2 million in 2010 to $7.0 million in 2016.  Based on a 2012 5 

report commissioned by the Company, an increase in annual vegetation 6 

management spending of this magnitude would be expected to reduce outages 7 

significantly.33  Specifically, the study suggests an annual vegetation 8 

management budget of $5 to $7.8 million and consultant-recommended 9 

priorities would result in a reduction in customer interruptions of 10 

18,935 incidences per year.  This is equivalent to a reduction in the tree-related 11 

SAIFI of 25 to 42 percent (relative to 2011-2015 performance years).34  12 

 13 

Q. HAVE YOU QUANTIFIED HOW IMPROVED RELIABILITLY WOULD AFFECT 14 

THE COMPANY’S ABILITY TO MEET THE PERFORMANCE TARGETS? 15 

A. It is difficult to determine exactly how the increased vegetation management 16 

spending will translate into future reliability improvements.  In response to 17 

CA-IR-416, the Company indicated that it has not analyzed the impact of 18 

increased vegetation management spending would have on reliability.  19 

                                            
33  Response to CA-IR-302. 
 
34  Percentage vary year-to-year based on reported customers interrupted.  The 25 percent 

reduction is based on 2012 customers interrupted of 76,913.  The 42 percent is from 2011 and 
2015 that reported 45,142 and 45,086 tree-related customers interrupted.  
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In addition, the Company claims that it does not know of a reliable methodology 1 

to quantify reliability improvements.35  2 

   However, it is possible to determine the financial impacts if the 3 

Company’s performance were to improve.  Currently, the Company’s 4 

performance is better than the targets, but within the deadband.  If the 5 

Company’s performance were to continue to improve by 10% over its 2016 6 

performance,36 then the Company would far outperform (be lower than) the 7 

reliability targets, and outside the deadband.  For SAIFI, the Company would 8 

then earn a reward.  This is shown in the figures below. 9 

Figure 7. Proposed SAIFI PIM and 10% Performance Improvement 10 

 11 

                                            
35  CA-IR-416. 
 
36  It is not unreasonable to expect that the Company’s performance will improve by 10%, as SAIDI 

improved by 12% in 2015 and 8% in 2016, while SAIFI improved by 23% in 2015 and 4% 
in 2016. 
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Figure 8. Proposed SAIDI PIM and 10% Performance Improvement 1 

 2 

 3 

Q. WHAT IS YOUR CONCLUSION REGARDING THE RELIABILITY PIM 4 

TARGETS? 5 

A. The Company’s current and proposed spending on vegetation management, if 6 

enacted appropriately and prudently, should help improve reliability independent 7 

of the proposed reliability performance incentives.  In fact, the Company’s 2016 8 

tree and branch related outage duration has decreased by 40 percent from 9 

2015 to 2016.  10 

If the proposed PIMs for reliability are adopted, it will likely result in the 11 

Company frequently earning rewards for investments that have already been 12 

undertaken and that are being recovered through rates.  While improved 13 

reliability is not necessarily a bad outcome for HELCO ratepayers, the improved 14 

reliability should not result in burdensome rates and bills. 15 
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Q. DO YOU HAVE ANY CONCERNS WITH OTHER PIM TARGETS? 1 

A. Yes, I have similar concerns to those described above for reliability, particularly 2 

for call center service levels and DER customer communication.  As shown in 3 

Figure 9, the Company has made significant investments in its call center (such 4 

as implementing an Interactive Voice Response system in 2014) that have 5 

enabled it to achieve reductions in call center answer time.  Thus, a historical 6 

average encompassing more than two years does not provide a good 7 

benchmark for future performance, and would allow the Company to earn 8 

financial rewards for performance levels that are well below what it is capable 9 

of achieving with current technology and operating budgets.  10 

Figure 9. Service Level PIM 11 
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VIII. CONTEMPORANEOUS RATEMAKING MECHANISM. 1 

Q. PLEASE SUMMARIZE YOUR FINDINGS REGARDING THE COMPANY’S 2 

PROPOSED CONTEMPORANEOUS RATEMAKING MECHANISM. 3 

A. I appreciate the Company’s effort to elicit comments regarding their proposed 4 

contemporaneous rate (“CR”) proposal.  At a high level, I agree with the 5 

Company’s concerns about the need to address issues of renewable resource 6 

procurement in the context of Hawaii’s renewable energy targets.  However, I 7 

am concerned that the Company’s vision of the CR process, if enacted as 8 

proposed, would reduce or eliminate the General Order 7 (“GO7”) process and 9 

the competitive bidding framework (“CBF”) process.  This could be problematic 10 

for customers, as the proposed CR process does not appear to contain all of 11 

the customer protections included in the current processes. 12 

Because the CR process would represent a significant change in how 13 

resources are procured and could leave customers vulnerable, I recommend 14 

that the Commission move the CR proposal to a separate proceeding to 15 

strategize mechanisms for the Company to integrate additional renewables onto 16 

its system in a manner that protects ratepayers.  17 

 18 

Q. PLEASE SUMMARIZE THE COMPANY’S MOTIVATION FOR ITS PROPOSED 19 

CONTEMPORANEOUS RATEMAKING PROCESS. 20 

A. At a high level, the Company would like to introduce a mechanism that it claims 21 

will incentivize and accelerate the introduction of new renewables in a manner 22 
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that reduces regulatory uncertainty.37  The Company claims that the goal of the 1 

CR proposal would be to serve as an adjunct to supply side requests for 2 

proposals (“RFP”) approved by the Commission.38  Ostensibly, the Company 3 

claims that the goals of the CR proposal to address the Commission’s concerns 4 

“that Companies lack incentives to aggressively pursue long-term renewable 5 

energy contracts with independent power producers.”39  In addition, the 6 

Company claims:  “if the objective is to incentivize and accelerate, rather than 7 

simply satisfy, achievement of a state’s objective, removal of regulatory 8 

uncertainty and implementation of regulatory structures that allow the utility and 9 

its customers to share benefits can result not only in accelerated achievement 10 

of the objective, but also in outperformance of the objective.”40  11 

 12 

Q. PLEASE SUMMARIZE THE COMPANY’S PROPOSED 13 

CONTEMPORANEOUS RATEMAKING PROPOSAL. 14 

A. The Company’s CR proposal would require the utility to “submit a good-faith 15 

benchmark option in every RFP” unless an exception is granted, and would 16 

provide the Company with financial incentives if the Company’s proposal is 17 

selected. 18 

                                            
37  HELCO T-26, 10:6-11. 
 
38  HELCO T-26, 14:12-13. 
 
39  HELCO T-25 13:7-10. 
 
40  HELCO T-25 24:5-10. 
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Q. WHAT FINANCIAL INCENTIVES DOES THE COMPANY PROPOSE? 1 

A. If the Company’s benchmark option is selected, the Company proposes the 2 

following financial incentives: 3 

1. Differential authorized rates of return on common equity, which would be 4 

determined by the Commission based on the investment.  The Company 5 

provides the example of Iowa where the utility can earn an ROE roughly 6 

100 basis points higher than the remainder of rate base.41 7 

2. Retention of 50% of any savings between the actual completed cost and 8 

the benchmark budget.42 9 

3. Accelerated rate treatment if the benchmark option is completed on time 10 

and on budget.43 11 

 12 

Q. PLEASE DESCRIBE HOW THE CR PROCESS WOULD OPERATE. 13 

 A. As described in Witness Gale’s testimony, the process would unfold as 14 

follows:44 15 

 130 days prior to the issuance of an RFP, the Company would be 16 

required to file an application for a CR order and a proposed benchmark 17 

option (description and location, construction time, and budget) with 18 

                                            
41  HELCO 2604, page 11. 
 
42  HELCO 2604, page 9. 
 
43  HELCO 2604, page 7. 
 
44  HELCO 2604, pages 14-16. 
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supporting testimony regarding (A) the reasonableness of the targeted 1 

budget and schedule, (B) the ratemaking depreciation life proposed by 2 

the utility, and (C) the Company’s requested ROE for the benchmark 3 

option. 4 

 The Commission would have 10 days to determine and issue an order 5 

regarding the completeness of the filing.  The Company would have 6 

10 days to address any deficiencies in the filing. 7 

 30 days after the Commission’s finding of filing completeness, the 8 

Consumer Advocate and other intervenors would file testimony.  9 

The utility would file rebuttal 20 days thereafter, followed by hearings 10 

10 days later.  After 5 days of hearings, the parties would submit briefs 11 

and the Commission would have approximately 40 days to issue an order 12 

on the ratemaking principles plus the calculated incremental revenue 13 

requirement.45 14 

 The Commission and intervenors then have 120 days to review, 15 

intervene, and adjudicate the proposed benchmark option.  The hearing 16 

process would be 80 days of the 120 day process. 17 

 The Company would have 10 days to accept the Commission’s 18 

ratemaking decision if the Utility choses the benchmark option or if it is 19 

unwilling to accept the Commission’s ratemaking decision. 20 

                                            
45  HELCO 2604, page 16. 
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 If the Company’s benchmark option is chosen, then the Company would 1 

have the ability to file to place incremental rates in service should the 2 

Company complete the project either ahead of schedule or within budget.  3 

The Company would also be allowed to share the any positive annualized 4 

revenue requirements between the actual and targeted completed cost 5 

with ratepayers on a 50/50 split.  The Commission would have 10 days 6 

to approve the revised rates, at which point the new rates would become 7 

effective. 8 

 9 

Q. ARE THERE PROCESSES CURRENTLY IN PLACE THAT ADDRESS THE 10 

PROCUREMENT OF NEW RESOURCES IN HAWAII? 11 

A. Yes, Hawaii currently has two resource procurement processes available to the 12 

Commission.  The two procurement processes are the GO7 process and the 13 

competitive bidding framework.  I do not go into details of either the GO7 or the 14 

CBF processes, since challenges and opportunities to address the two 15 

processes and the proposed CR mechanism would be better served in its own 16 

docket.  17 
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Q. PLEASE SUMMARIZE THE ROLE OF THE GO7 PROCESS. 1 

A. As part of the Rule 2.3.g.1, the Company files a five-year capital improvement 2 

expenditure plan every year by January 1st.46  As part of the capital improvement 3 

plan report, Rule 2.3.g.2 enables the Commission to review the need for, 4 

alternatives to, and costs/benefits of major capital expenditures projects.47  5 

The Company notes that the Commission generally has made determinations 6 

of the prudence of the size and type of resource of projects in GO7 7 

proceedings.48  8 

 9 

Q. WOULD THE PROPOSED CR PROCESS IMPACT THE CURRENT GO7 10 

PROCESS? 11 

A. Potentially, yes.  The Company has indicated that one possible outcome of the 12 

CR process would be to circumvent the need for the GO7 process.49  13 

Specifically, the Company highlights that there may be administrative 14 

efficiencies by waiving the filing and approval under GO7.50  In addition, the 15 

Company also notes that its proposed CR mechanism should be allowed to 16 

                                            
46  Department of Regulatory Agencies State of Hawaii. General Order No. 7.  Available at 

https://puc.hawaii.gov/wp-content/uploads/2013/04/General-Order-7.pdf 
 
47  CA-IR-427. 
 
48  CA-IR-427. 
 
49  CA-IR-422. 
 
50  Ibid. 
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include the issue of prudence if the Commission has not made a determination 1 

in another proceeding (Power Supply Improvement Plan, Integrated Resource 2 

Plan, or Request for Proposal), rather than defer the issue of prudency in a later 3 

rate case.51  I do note that the Company is willing to extend the proposed 4 

120 day process, if the issue of prudency is determined.52 5 

 6 

Q. PLEASE SUMMARIZE THE ROLE OF THE COMPETITIVE BIDDING 7 

FRAMEWORK PROCESS. 8 

A. It is my understanding that the 2006 Competitive Bidding Framework was to 9 

enshrine competitive bidding into the IRP process through a four-part process.53 10 

The Company’s summary of the four parts is presented below:54 11 

a.  The electric utility conducts an IRP process, 12 
culminating in an IRP that identifies a preferred 13 
resource plan (including capacity, energy, timing, 14 
technologies, and other preferred attributes). 15 

b.  The Commission approves, modifies, or rejects the 16 
IRP, including any requests for waiver, under the IRP 17 
Framework and this Framework. 18 

c.  The electric utility conducts a competitive bidding 19 
process, consistent with the IRP; such process shall 20 
include the advance filing of a draft RFP with the 21 
Commission, which shall be consistent with the IRP. 22 

d.  The electric utility selects a winner from the bidders, 23 
unless there are no bidders worth choosing. 24 

                                            
51  CA-IR-422. 
 
52  HELCO T-26 17:9-14. 
 
53  CA-IR-427. 
 
54  CA-IR-427 
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 The Company also notes that the CBF contains provisions that ensure the 1 

fairness of the process: 2 

The Commission’s Competitive Bidding Framework contains 3 
extensive provisions to ensure the fairness of the process 4 
when the utility proposes a utility-owned project, or accepts 5 
bids from affiliates.  Many of the provisions were adopted from 6 
rules in other jurisdictions.  Among other provisions, the 7 
Competitive Bidding Framework provides that:  “The utility 8 
shall submit to the Commission for review and approval 9 
(subject to modification if necessary), a Code of Conduct 10 
described in Part IV.H.9.c . . . prior to the commencement of 11 
any competitive bid process under this Framework.” 12 
CBF Part III.A55 13 
 14 
Under the Competitive Bidding Framework, a utility is required 15 
to submit its utility owned option to the Commission one day 16 
in advance of receipt of other bids, and provide substantially 17 
the same information in its proposal as other bidders.  18 
CBF Part IV.H.9.b.56 19 

 20 

Q. HOW DOES THE COMPANY’S PROPOSAL DIFFER FROM THE GENERAL 21 

ORDER 7 PROCESS AND THE COMPETITIVE BIDDING FRAMEWORK 22 

PROCESS? 23 

A. The Company’s proposal appears to be based on elements of both the GO7 24 

and CBF processes.  For example, the process would involve the issuance of 25 

an RFP (as is done in the CBF process); and would request that the Commission 26 

approve the prudency of the project type and budget (as is done in the GO7 27 

                                            
55  CA-IR-428. 
 
56  CA-IR-428. 
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process).  However, the CR process implements some important changes to the 1 

existing processes: 2 

1. The CR process would operate on an abbreviated timeline of only 3 

120 days.57  4 

2. The CR process does not require separation of the utility employees who 5 

are responsible for developing the RFP and those who are responsible 6 

for developing the benchmark option.58  7 

3. The CR process does not appear to include a role for an independent 8 

observer, unlike the CBF.  9 

4. The CR process would potentially provide financial rewards to the 10 

Company. 11 

 12 

Q. DO YOU HAVE CONCERNS REGARDING THE PROPOSED SCHEDULE 13 

FROM A PROCEDURAL PERSPECTIVE? 14 

A. Yes.  I am concerned that the limited window and narrow scope of the 15 

procedural schedule will impact the Consumer Advocate’s ability to ensure that 16 

the proposed benchmark option represents the lowest cost renewable option 17 

under consideration.  The proposal notes that intervenors would only have 18 

                                            
57  I acknowledge that, pursuant to GO7 rules, if the Commission does not render a decision and 

order within 90 days, the project can be included in rate base without the Commission’s 
determination required by GO7. 

 
58  HELCO-2604, page 13. 
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30 days to file prepared testimony. This timeline leaves very little time to draft, 1 

issue, and review discovery during this process. 2 

 3 

Q. IF THE TESTIMONY IS LIMITED IN SCOPE, SHOULD THAT BE SUFFICIENT 4 

TO ADDRESS INTERVENORS’ CONCERNS? 5 

A. Without knowing the details or specifics of the RFP or the benchmark option, I 6 

do not think that the Commission or intervenors should be constrained by an 7 

artificially imposed schedule.  There is a real possibility that a constrained 8 

schedule would limit the ability for the Commission and intervenors to explore 9 

the issues that may arise from a review of the application. 10 

 11 

Q. ARE YOU CONCERNED THAT THERE WILL NOT BE COMPLETE 12 

SEPARATION BETWEEN TEAMS THAT ISSUE THE RFP AND THE 13 

BENCHMARK DEVELOPMENT TEAM? 14 

A. The Company has indicated that, given its staff size, it will be unavoidable to 15 

keep the RFP development and the benchmark teams separate.  Specifically, 16 

Witness Gale advocates that limited communications between teams should be 17 

permitted.59  18 

I am concerned that this aspect of the CR mechanism will discourage 19 

Independent Power Producers (“IPPs”) from participating in RFPs if it is known 20 

                                            
59  HELCO 2604, page 3.  However, Witness Gale does acknowledge that the utility bids should be 

made public. 
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that the utility proposal, which establishes the benchmark, incorporates 1 

communication between utility personnel who are responsible for the RFP and 2 

utility personnel responsible for the utility option.  3 

 4 

Q. ARE YOU CONCERNED ABOUT THE FINANCIAL INCENTIVES THAT THE 5 

COMPANY IS PROPOSING?  6 

A. I am concerned that the Company is proposing symmetric performance 7 

incentive mechanisms elsewhere, but for the CR proposal, the Company only 8 

seeks to identify project incentives with no mentioning of symmetrical 9 

penalties.60  The Company has indicated that if its project is delayed or is over 10 

budget, rates would only be delayed until such time that the Commission 11 

determines if the delay or increase was reasonable.61  The proposed language 12 

allows for the Commission to determine the appropriate amount of revenue 13 

requirement associated with the benchmark option given the failure to meet 14 

schedule and/or budget, but does not explicitly state the Company would bear 15 

any cost overruns or schedule delays.62  The proposed language would enable 16 

a sympathetic Commission to approve future cost overruns and schedule delays 17 

if inclined.  18 

                                            
60  HELCO 2604, page 17. 
 
61  HELCO T-25 25:4-9. 
 
62  HELCO 2604, page 18. 
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Q. ARE THESE PROCEDURAL QUESTIONS INSURMOUNTABLE? 1 

A. No, the procedural questions that I raise are not insurmountable.  They do, 2 

however, point to the need for a separate process outside the instant rate case 3 

to consider the CR proposal in the context of other mechanisms already in place 4 

to encourage the accelerated development of renewables in Hawaii in a manner 5 

that minimizes costs for ratepayers.   6 

 7 

Q. PLEASE COMMENT ON THE COMPANY’S CONCERN THAT THE CR 8 

PROCESS WOULD ENABLE IT TO PROCURE RENEWABLE PROJECTS IN 9 

ADVANCE OF THE EXPIRATION OF FEDERAL INCENTIVES. 10 

A. The Company notes that the timing of the proposed CR process should not 11 

result in delays that could result in missing out on federal tax benefit deadlines.63 12 

In addition, the Company identified other examples to justify an expedited 13 

process that included the availability of equipment, the price of equipment, and 14 

the availability or price of contractors.64  While the availability of federal and state 15 

tax credits may not be a precisely known, there is some certainty with the current 16 

expiration schedule of the federal production tax credit (“PTC”) for wind facilities 17 

and the investment tax credit (“ITC”) for solar facilities.  The Company has 18 

                                            
63  HELCO T-26, 14:14-16. 
 
64  CA-IR-428. 
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provided its understanding of the expiration schedules for both the PTC and 1 

ITC.65  Key dates for the ITC and PTC expiration are summarized below: 2 

Figure 10 Summary or ITC and PTC Expiration Dates 3 

Production Tax Credit Investment Tax Credit 

Year PTC Phase-out Year ITC Phase Out 
2017 80% of 2016 PTC 2020 26% tax credit 
2018 60% of 2016 PTC 2021 22% tax credit 
2019 40% of 2016 PTC 2022 10% tax credit 
2020 0% of 2016 PTC   

Notes 
http://programs.dsireusa.org/system/program/detail/734 
https://energy.gov/savings/business-energy-investment-tax-
credit-itc 

 4 

 If appropriate, the Company can plan for procurements based on the ITC and 5 

PTC expiration schedule with these known expiration schedules.  While there 6 

are clear benefits to the federal tax credit, the cost trends in both solar and wind 7 

are declining such that there is a reason why the federal tax credits are expiring.  8 

 9 

Q. DOES THE COMPANY HAVE A RESOURCE RETIREMENT SCHEDULE? 10 

A. Yes.  The Company has provided a proposed retirement schedule.  11 

The Company contends that the dates associated with the retirement schedules 12 

are not fixed, nor is the need for new generation necessarily tied to the tentative 13 

schedule.66  While I do not disagree with the Company’s concern that the exact 14 

                                            
65  CA-IR-428. 
 
66  CA-IR-436. 



CA-T-6 
DOCKET NO. 2015-0170 
Page 52 
 

 
timing of retirements and new capacity resources is not defined, the information 1 

about the approximate timing would be useful to determine an approximate 2 

resource addition schedule known to all parties in advance.  This may provide 3 

some level of certainty to stakeholders as to when additional resources may be 4 

required to replace the retirement of existing resources. 5 

 6 

Q. IS THERE AN OPPORTUNITY TO IMPROVE THE GO7 AND THE 7 

COMPETITIVE BIDDING FRAMEWORK PROCESS? 8 

A. Yes, there is an opportunity to improve both processes in order to help 9 

accelerate the integration of new renewables on the Hawaiian Islands.  10 

I acknowledge that the Company has expressed concerns regarding the current 11 

competitive bidding framework, particularly with the slowness of the process.67  12 

I believe that a separate docket that addresses the opportunities and challenges 13 

of the CR proposal, the GO7 process, and Competitive Bidding Framework may 14 

be more comprehensive and more constructive than determining the proposed 15 

Contemporaneous Ratemaking in isolation from a review of the other processes 16 

currently in place.  17 

                                            
67  CA-IR-444. 
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IV. OVERALL CONCLUSIONS AND RECOMMENDATIONS. 1 

Q.  WHAT ARE YOUR OVERALL CONCLUSIONS? 2 

A. My conclusions are as follows: 3 

 The Company’s proposed conventional PIMs do little to address the key 4 

objectives of reducing costs and accelerating the clean energy 5 

transformation. 6 

 Without additional cost containment incentives, the proposed PIMs risk 7 

encouraging over-investment in the utility’s system.  Such PIMs would be 8 

more appropriate for implementation in a full PBR framework.  9 

Alternatively, PIMs could be introduced that reward the Company for 10 

reducing costs (such as through non-wires alternatives). 11 

 The proposed PIMs address areas of performance that are already the 12 

focus of current utility investments and improvements.  Additional 13 

incentives in these areas do not appear necessary at this time. 14 

 The PIM targets, as currently defined, will likely result in financial rewards 15 

for investments that the Company has already undertaken and that 16 

customers are already paying for. 17 

 The utility’s proposed CR process would reduce customer protections 18 

and potentially dissuade IPPs from participating in the IRP process.  Any 19 

changes to the resource procurement and approval process should first 20 

consider modifications to the existing processes.  This should be done in 21 
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a separate proceeding to provide adequate input opportunity from 1 

stakeholders. 2 

 3 

Q. WHAT ARE YOUR RECOMMENDATIONS? 4 

A. I offer the following recommendations: 5 

1) The Commission should reject the Company’s PIMs as proposed. 6 

2) The Commission should open a separate proceeding to investigate 7 

movement to a comprehensive PBR framework. 8 

3) If PIMs are to be considered in the current regulatory framework, the 9 

Commission should require that the PIMs contain explicit cost 10 

containment incentives (such as basing reward levels on net benefits to 11 

customers).  12 

4) The Commission should open a separate proceeding to investigate 13 

modifications to the resource procurement and approval process. 14 

 15 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 16 

A. Yes, it does. 17 
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