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I, INTRODUCTION AND SUMMARY 

The Commission, by Order No. 21698 filed March 16, 2005, opened the instant docket, 

referred to hereafter as the "DSMn docket. The Commission, by Order No. 21749 filed on 

April 14, 2005, granted the April 4, 2005 motion of Hawaii Renewable Energy Alliance 

(HREA) to intervene in the DSM docket. Included herein is HREA's response to lnformation 

Requests (IRs) from various Parties on HREA's Final Statements of Position (FSOP) on the 

DSM docket, in accordance with the Schedule of Proceedings in Docket No. 05-0069 as 

amended by the Commission in its letter to William Bonnet dated April 13, 2006. 

II. HREA's Res~onse to Information Reauests from Varlous Parties on HREA's Final 

Statement of Position 

HREA's response to the various Parties is included in the following Exhibits to this 

document: 

A. Hawaiian Electric Company ("HECO") 

B. Kauai Island Utility Cooperative ('KIUC") 

C. The Gas Company ("TGC" 

D. Life of the Land ("LOL") 



<End of HREA Response to IRs from the Various> 

DATED: July 14, Honolulu, Hawaii 

V 

President, HREA 
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HECO/HREA-FSOP-IR-101 Ref: HREA FSOP, page 3. ". . . a DSM portfolio standard could 
be develotxd to encourage and incentivize customer investments in 
energv efficiency, renewable displacement, and renewable 
electriciv technologies," 

Is HREA's inclusion of renewable displacement and renewable 
electricity technologies consistent with the IRP Framework 
definition of demand-side measures? 

HREA's Res~onse. Yes. 

The definition of demand-side measures from the IRP ~ramework' is as 

follows: 

"Demand-side management programs" means programs designed to 
influence customer uses of energy to produce desired changes in 
demand. It includes conservation, load management and efnciency 
resource programs. 

Clearly, installation of renewable displacement technologies (RDTs) is an 

approach '"designed to influence customer uses of energy to produce desired 

changes in demand." Specifically, RDTs am conservation measures, l.e., 

measures which reduce the customers need for electricity. 

Installation of renewable electricity technologies (RETs) is another approach 

"designed to influence customer uses of energy to produce desired changes In 

demand," i.e., the RETs serve to reduce customer demand from the utility. 

HECO/HREA-FSOP-IR- 102 Ref: HREA FSOP, Dage 3. "HREA sumorts a DSM goal of 1 % 
per year of overall electric demand (utilitv sales)." 

What is the basis for the choice of 1 % per year as a DSM goal? 
Please provide workpapers to support the proposal from a market 
potential basis. 

I "A Framework for Integrated Resource Planning," Public Utility Commission, Honolulu, HI. Revised May 
22, 1992, p.1. 

1 
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HREA's Res~onse. 

Referring to HREA's response to HECOIHREA-FSOP-IR-101, HREA believes a 

goal of 1% a year could readily be met, at least for the next 30 years, with 

aggressive implementation of RDTs and RETs. For example, HREA understands 

that approximately one-third of the electricity demand in our islands is residential. 

HREA believes it is feasible, with aggressive implementation of RDTs and RETs, 

to off-set the entire residential demand over a 30-year period. HREA 

acknowledges that not all residential load can be off-set with the combination of 

RDTs and RETs, but could be met with Combined Heat Power (CHP), fuel cells or 

other customer-sited systems hat will become cost-effective during the next 30 

years. 

Moreover, as seawater air conditioning (SWAC) and solar air conditioning 

(SAC) systems, along with traditional energy-efficiency measures, are deployed in 

the commercial and industrial segments of the electrical sector, the 1% goal can 

be readily exceeded. In fact, HREA believes the 1% goal will become viewed as 

conservative. Note: a recent York and Kutscher studf summarizing five years of 

energy efficiency programs indicate an average savings of 0.4Or61year. However, 

since the programs to date have been focusing on traditional energy efficiency 

measures. 

HECO/HREA-FSOP-IR- 1 03 Ref: HREA FSOP. page 4. 
a. Please provide the analytical support that HREA utilized to 

state "HREA believes a third party's administrative costs 
are likely to be lower than HECO." 

* Kushler, York and Witte, Five Years In: An Examination of the first Half-Decade of Public 
Benefits Energy Efficiency Policies, ACEEE, Washington, DC, April, 2004, p.vi. For a copy to 
to ACCEE web-site at: htt~://www,aceee.orsl/~ubs/uO41. htm. 
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HREA's Resnonse. 

HREA's does not need a lot of analytical support to respond to this question. 

A significant portion of HECO's administrative costs has been recovery of its "lost 

margins." Since a third party administrator will not receive "lost margins," it is 

highly unlikely in our opinion that HECO could be the low cost provider, if It 

continues to receive lost margins. 

b. Has HREA compiled my information comparing HECO's 
DSM administrative costs to that of other utilities or third 
party DSM administrators? If the answer is yes, please 
provide a copy of any supporting documents. If  the answer 
is no, why has HREA not undertaken such a study to 
support its market structure proposal? 

HREA's Response. Yes and no. 

From our review of the York and Kushler scorecards on energy efficiency in 

the U. 5.3, it is clear that Hawaii's consumers are not getting as much from their 

investment in energy efficiency as consumers in other states. (Note: see our 

response to HECOIHREA-FSOP-IR-I14 for details of our analysis of the York and 

Kushler reports). 

Having said that, HREA is certain that a competitive bidding process for DSM 

programs and services will answer many more questions about administrative 

costs than all the studies that we could rustle up. 

c. Please provide the names and internet addresses, if 
available, of third party DSM providers that implement 
DSM programs in other jurisdictions. 

(i) York and Kushler, State Scorecard on Utility and Public Benefits Energy Efficiency Programs: An 
Update, Report U023, ACEEE, December, 2002. For copy: htt~:llwww,aceee.ora/~ubs/u023.htm; and 
(ii) York and Kushler, 3nl National Scorecard on Utility and Public Benefits Energy Efficiency Programs: 
A National Review and Update of State-Level Activity, Report U054, ACEEE, Washington, DC, October, 
2005. For copy: 
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HREA's Res~onse. 

HREA's understanding is that are at least three third-party DSM providers that 

implement DSM programs in other jurisdictions. These are: 

(1) Illinois Community at: htt~:l/www.illinoiscleanenernv.oral; 

(2) the Oregon Energy Trust at: htt~://www.enernvtrust.org!; and 

(3) Efficiency Vermont at: htt~://www.efficiencwermont.coml. 

In addition, Wisconsin's Department of Administration has been collectfng 

public benefits charges and bids out administration, efficiency and renewables 

programs to nonprofits. See www.renewwisconsin.orglpubbenI~ubbenIhtml. 

Furthermore, York and Kushler', in their review of over 20 energy efficiency 

programs in the U. S. state that the ratio of the programs administered by utilities 

has decreased from two-thirds to one-half from 1999 to 2004, indicating a Wnd 

towards non-utility administered programs. 

WECO/HREA-FSOP-IR-104 Ref: HREA FSOP, Page 6. "In ow orozrosal for ~om~petitive 
bidding of DSM. all bidders (including HECO) should be allowed 

fit for administering and managing to Drowse their costs plus a oro 
Commission-amroved DSMs." 

a. Based on the above, does HREA support utility profit for 
administering and managing Commission-approved DSMs? 

HREA's Response. Yes, with the following caveat HREA can support 

all bidders proposing a profit for administering and managing Commission- 

approved DSMs in response to a Commission RFP. As such, HECO could 

propose a profit. 

b. What is HREA's recommended profit level and 
methodology for calculating the profit level "for 
administering and managing Commission-approved 
DSMs"? 

4 Kushler, York and Witte, Five Years In: An Examination of the first Half-Decade of Public Benefits 
Energy Efficiency Policies, ACEEE, Washington, DC, April, 2004. 
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HREA has no recommendations regarding profit levels, and leaves that up to 

bidders in their response to a Commission-administered RFP. 

HECOIHREA-FSOP-IR-105 Ref: HREA FSOP. pwe 6. "In our proposal for competitive 
biddim of DSM. all bidders (including HECO) should be allowed 
to Drowse their costs plus a vrofit for administering and managing 
Commission-approved DSMs." 

If the Commission determines that a competitive bidding process is 
the best way to administer and implement DSM, would the 
winning bidder be subject to the stme criteria as HECO regarding 
the cost-effectiveness of the programs it implements? Ifthe 
answer is no, why wouldn't the same criteria apply? Also, what 
criteria would apply, and who would determine the criteria? 

HREA believes a winning bidder's objective will be to provide DSM programs 

and services to consumers at the lowest cost. As such, the implementation 

criteria could be different than those placed on HECO. Perhaps the basic criteria 

could be spelled out by the Commission in the RFP, with the proviso that bidders 

could offer modifications to the criteria. 

In any case, given the overall requirements of the Commissionadministered 

RFP, HREA believes the winning bidder will propose DSM programs based on the 

bidder's assessment of their cost-effectiveness, in terms of the figures of merits 

as specified in the RFP. Such figures of merit could include the cost/kWh/yr 

savings per proposed program. 

HECO/HREA-FSOP-IR- 106 Ref: HREA FSOP, w e  7, "HREA observes that the benefits 
provided by and success of the REWH and RNC vromams have 
been well-established. We do have concerns about the 
commerciaVindustrial DSM vrogams (CIEE, CINC and CICR). 
Svecificallv. we do not believe all potential DSM technologies arq 
b e i i  treated equitably ." 
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Please provide examples of other utilities involved in energy 
efficiency programs where those programs do not target measures 
and technologies that cover a broad and equitable range of 
customer classes. 

HREA's Response. 

HREA can think of none. Our point was simply that all potential DSM 

technologies should be identified and evaluated in an equitable manner based on 

the system benefits provided,. We do not believe HECO has done that to date, 

and has allocated money customer classes by pro-rating amounts based on the 

total amount of electricity sales per class. 

HECO/HREA-FSOP-IR- 107 Ref: HREA FSOP. Exhibit A. Dage 1 
Under HREA's Competitive Bidding Model, what kind of 
standards would the winning bidder be held to so that the electric 
utility is assured that the energy efficiency DSM goals are met and 
can be relied upon? 

The winning bidder could be regulated as a utility by the Commission, 

but we believe it would be more efficient, and possibly more effective, for a 

third party winner to be accountable to the Commission through a contract 

We also believe and prefer a DSM Portfolio Standard (DPS). Given the DPS 

(or an energy efficiency standard, if that is the final result), the winning 

bidder (DSM utility) could be provided with incentives for meeting its 

contractual goals (which could embody a DPS) and bonus for exceeding its 

goals, and disincentives for failure to meet a specified threshold. 

If the winning bidder is the host futility, HREA would support a similar 

treatment of incentives/incentiveslpenaltDes for the DPS as for the RPS. 

However, structure of utility incentives on RPS is currently under 
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Investigation (via the Act 95 Initiative), along with penalties. Given that, we 

suggest the approaches regarding incentives and penalties for a DPS and 

our state's RPS be harmonized. 

HECO/HREA-FSOP-IR- 108 Ref: HREA FSOP. Exhibit A, page 1. 

Is it HREA" position that the DSM programs administrator will 
also install DSM measures on customers' premises? 

HREA's Res~onse. No. 

The DSM programs administrator (host utjlity or third party) would 

facilitate the installation of DSM programs and services by independent 

contractors, 

As a caveat, however, the DSM programs administrator could be the 

DSM provider of last resort, in the case that no independent contractors 

were available for a desired DSM program (s). 

HECO/WREA-FSOP-IR- 1 09 Ref: HREA Exhibit A, oage 1. "Near-Term Ap~roach. Item 3: 
Detailed Approach, Reauirements and Evaluation and Selection 
Criteria" 

a. Who does HREA propose to develop technical 
requirements and evaluation and selection criteria for a 
RFP to solicit competitive bids? 

HREA's Reswnse. 

HREA proposes that the Parties, within the current schedule or as amended, 

provide input to the Commission on the technical requirements and evaluation 

and selection crlteria for a RFP to solicit competitive bida The goal would be to 

achieve consensus In the recommendations, but, short of that, any party or 

groups of Partles could collaborate to provide individual inputs. 

b. What is HREA's tirnefrrune in months for the RFP to be 
developed and evaluated? 
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HREA's Response. 

HREA believes the timeframe for a collaborative should be limited to three 

months, unless the Parties agree that more time is necessary. We believe this 

collaboration would be the best use of our remaining time on this docket, and, if 

successful, could be very valuable to the Commission. 

HECO/HREA-FSOP-IR- 1 10 Ref: HREA FSOP, Exhibit A. Dage 2. "Cost Pronosal" 
a. Please explain what cost elements are included in the 

overall category of "administrative costs"? 

HREA's Reswnse. 

Administrative costs would include, but wouldn't be limited to, the following: 

(I) labor and materials for program planning and coordination with the 

Commission and the host utility, program design and outreach, facilitation and 

monitoring of independent contractor DSM program implementation, and 

reporting to the Commission; (2) office expenses, (3) travel, and (4) miscellaneous 

expenses. 

b. What empirical support did HREA utilize to support its 
proposed administrative costs with profits capped at lo%? 

HREA's Resoonse. 

It has been reported that the administrative costs for Energy Efficiency 

Vermont has operated with a cap of 10%. We see that as a goal, but realize that 

may not be realistic in Hawaii. Therefore, we suggest that the proposed level of 

administrative costs be one of the evaluation criteria for the RFP. Specifically, the 

Commission would evaluate the types of DSM programs proposed, level of 

administrative costs compared to amount of incentives provided to consumers, 

and the overall energy savings to consumers. 

c. Please provide copies of all reports, studies and/or d y s e s  
that HREA utilized in the development of its proposal. 
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HREA's Reswnse. 

Basically, HREA has proposed its competitive bidding approach based on the 

rationale that the market will respond with the lowest cost approach to meet the 

Commission's requirements, and hopefully with an optimum use of the Public 

Benefits Fund. 

As references, HREA has reviewed the: (1) RAP Paper by Harrington and 

Murray,' and (2) and the reference papers by York and ~ushlep. For copies of 

these reports, see the web-site references in the footnotes. 

d. Has HREA done any analyses of the administrative cost 
structure of utilities or third party DSM providers in other 
jurisdictions? If the answer is yes, please provide copies of 
this documentation. If the answer is no, why has HREA 
not conducted such analyses to support its market structure 
proposal? 

HREA's Res~onse. No. 

We believe there is ample information in the papers referenced in our response 

to HECOIHREA-FSOP-IR-I 10.d above. 

HECO/HREA-FSOP-IR-111 Ref: HREA Exhibit A. aage 2. "Harmonization. Item 2. HECO's 
Role. It is anticivated that HECO will maintain close coordination 
with the DSM utility. For examvle. HECO will need to monitor 
the progress and performance of the imulementation of the DSMs." 

If there is a third party administrator, shouldn't the third party 
administrator be responsible to monitor the progress and 
performance of the DSM implementation? If not, why not? 

HREA's Response. Yes. 

We are not suggesting that the host utility needs to monitor the progress and 

performance of the DSM Implementation, as If the DSM utility was under contract 

5 Hamngton and Murray, Who Should Deliver Ratepayer Funded Energy Efficiency? A Survey and 
Discussion Paper, Regulatory Assistance Project, May, 2003, Montpelier, VT and Gardiner, ME. For a 
copy got to: htt~:Nwww,ra~online.ornlPubslRatePaverFundedEE/RatePa~erFundedEEFul.~df . 
lbid -footnotes 2 and 3. 
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to the utility. That would be the job of the Commission. The point HREA is 

making is that the host utility and the DSM utility would need to coordinate by 

sharlng appropriate details of their planning processes, as discussed on page 2 of 

Exhibit A, paragraphs 1 and 2 under the heading "Harmonization." 

HECO/HREA-FSOP-IR- 1 12 Ref: HREA FSOP, Exhibit A. vage 3. 
Does HREA have a draft RFP or examples of RFP provisions with 
'"the best features of RFPs for DSM from other jurisdictions"? I f  
the answer is yes, please provide copies for the parties to review. 

HREA's Resnonse. No. 

HREA does not have a draft RFP at this time, but have suggested in our 

proposed Plan B an outline for some of the elements we believe should be 

included in the RFP. 

HECOIHREA-FSOP-IR- 1 13 Ref: HREA FSOP. Exhibit A, mge 4. 
Please explain how the optimization process outlined in d. DSM 
Design Principles would be conducted. 

HREA's Resnonse. 

Reference Exhibft A, page 4, par. d, HREA has proposed an outline (by no 

means all-inclusive) of eight potential design principles that the Commission 

could specify as requirements that bidders address in describing how they would 

design DSM programs. HREA anticipates that bidders would be evaluated and 

scored on the details and depth of their expertise on the design of DSM programs 

and their specific approach. For example, a winning bidder would illustrate in 

their approach to optimize the benefits to ratepayers, e.g., in terms of 

cenWkWhlyr savings per DSM program and anticipated total annual kwh savings 

and total implementation costs, based on the funds available from a future Public 

Beneflts Charge. 

HECO/HREA-FSOP-IR- 1 14 Ref: Exhibit B. 
a Do the savings in kwh per capita include free-riders? 
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HREA's Res~onsg. No. 

b. At what generation level (gross generation, net-to-system, 
or customer level) are the savings expressed? 

HREA's Res~onse. 

The savings are expressed two ways - as a percentage of total utility revenues, 

and as a percentage of retail electricity sales - with no indication as to generation 

level. 

c. Are the costs per kwh saved available in dollars? As 
expressed in the table, the cost per kwh per capita per % of 
revenues is difficult to use since one percent of electric 
revenues can be very different if the utility's electric 
revenues are $10 billion rather than $1 billion. 

HREA's Resmnse. Yes. 

The costs per kwh saved were not provided in dollars. See the table below for 

HREA1s analysis of the costslkWh saved, using York and Kushler reports7, for 

energy efficiency expenditures for the yean 2000 and 2003 for the following: 

As noted in the table, data are available for the years 2000 and 2003 for 

selected states. Please note following: 

1. The nation-wide average cost grew sllghtly from $.l9lkWh to S.2OlkWh. 

Hawaii 
Massachusetts 
New York 
Texas 
Vermont 
U. S, Total 

' /bid - footnote 3. 

10,996,000 
99,193,000 

162,800,000 
23,298,000 
6,282,000 

1,095,178,000 

0.200 
0.048 
0.051 
0.006 
0.036 
0.019 

10,885,000 
138,000,000 
143,404,000 
81,368,000 
17,500,000 

1,353,537,000 

0.140 
0.044- 
0.034 
0.016 
0.069 
0.020 
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2. The best pewforming state was Texas at S.006Mh in 2000 to $.016IkWh 

in 2003, and 

3. The worst performing state was Hawaii at $.2OlkWh in 2000, but 

improving to $O.lrUkWh in 2003, but still 7 times more than the average. 

HECO/HREA-FSOP-IR-115 Ref: HREA FSOP. Exhibit B, w e  1. footnote 3. 
Please provide a copy of the cited report. 

HREA's Res~onsg. 

In order to reduce the amount of paper required to respond to this question, 

HREA provides the following link for accessing the requested report: 
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KIUCISOP-IRA Ref: HREA Final SOP. naae 4, footnote 1 
In its Final SOP, HREA states, in relevant part: 

HREA does not believe this inherent conflict exists for KIUC. 
Given that and Parties' discussions on May 1 1, 2006, it was 
agreed that "Alternate market structures will not apply to KIUC 
provided that KlUC hire a DSM consultant and/or consult with a 
third party DSM administrator (or fund administrator) if and when 
formed," per meeting notes by C. Freedman. 

In connection with the above, the following summarizes KIUC's understanding of 
the consensus reached by the partieslparticipants present at the May 11, 2006 
settlement meeting on four of the five issues established for this proceeding as 
they pertain to KIUC, together with some background on each issue: 

Docket Issue No. 2: What market structure(s) is the most appropriate for 
providing these or other DSM programs (e.g., utility-only, utility in competition 
with non-utility providers, non-utility providers)? 

Consensus: As it pertains to KIUC, an electric cooperative essentially owned by 
its customers, there should be no change to the market structure by which KlUC 
currently develops and administers its DSM programs, provided that, as 
recommended by HREA and agreed upon by KIUC, KIUC hire a DSM consultant 
and/or consult with a third party or fund administrator if and when appropriate. 

Under the current structure, KIUC, at its discretion, either conducts its own 
DSMlenergy services programs or contracts it out to a third party as 
appropriate. During the meeting, KlUC stated that this structure best 
supports the cooperative model, whereby DSM could be integrated with other 
energy services offerings. 
KIUC also noted that it strives to provide a level of service to its members 
even higher than that allowed or established by the current DSM evaluation 
criteria, and as such, KIUC is currently implementing programs that go 
beyond simple cost effectiveness. Examples given were: (1) KIUC's current 
appliance rebate program, whereby KIUC pays a rebate to any member that 
purchases a qualifying energy efficient appliance, and (2) KIUC's current 
solar rebate and loan program whereby KlUC either pays rebates or provides 
(through third-party lending institutions) no-interest loans for the installation of 
solar water heating systems. In both examples, KIUC does not screen for 
cost effectiveness and the programs are funded by the program budget 
approved by KIUC's Board of Directors (who are elected directly by KIUC's 
customer/members to represent their interests). 
KIUC also noted that the direct install DSM programs offered by KlUC during 
the past 7 years have significantly penetrated the residential markets. As a 
result, the current remaining markets may be too small to overcome the fixed 
cost associated with a full-scale DSM-type program. KlUC stated that they 
believe that these small markets can best be served with energy efficiency 
programs that combine DSM programs with other energy service programs. 
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KIUC also stated that the commercial programs are an integral part of its 
Commercial Enhanced Energy Services offering and Key Accounts program, 
through which solutions to commercial customer's high-energy costs are 
achieved through a mix of DSM-type measures with other energy service- 
type measures, such as power factor correction. 

HREA Response: 

HREA supports KIUC's overall approach to DSMs. Regarding 

penetration of the residential DSM market, including solar hot water (SHW) 

systems, HREA would like to iterate that KIUC consult with DSM experts 

andlor a third party DSM admlnistrator (if established). For example, HREA 

recommends that KlUC keep abreast with emerging DSM technologies, 

such as solar air conditioning. Also, as existing SHW systems reach their 

useful lifetime, HREA recommends that KIUC consider offering rebates for 

replacement of these systems. 

Docket Issue No. 3: For utility-incurred costs, what cost recovery mechanism@) 
is appropriate (e.g., base rates, fuel clause, IRP Clause)? 

Consensus: As it pertains to KIUC, KIUC should be able to recover its utility- 
incurred costs from its members and customers via cost recovery mechanisms 
that are deemed most appropriate for KIUC's situation and cooperative structure. 

Backaround: As a not-for-profit, member-owned cooperative for which the 
traditional rate base method of ratemaking is not applicabie, KlUC anticipates 
working with the Commission and the Consumer Advocate at some point in the 
future to determine the most appropriate cost recovery mechanism that should apply 
not only to energy efficiency casts, but to all of its costs of operation in general. This 
is a matter that should be decided at the time of KIUC's first rate case or 
deregulation proceeding, and is outside of the context of the subject proceeding. 

HREA Response: 

HREA concurs with KIUC's discussion of the consensus and 

background discussion on this Issue, and is neutral with respect to which 

cost recovery mechanism is appropriate for KIUC. 

Docket lssue No. 4: For utility-incurred costs, what types of costs are 
appropriate for recovery? 

-: As it pertains to KIUC, KIUC should be able to recover all of its 
incurred costs associated with energy efficiency programs. 
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Backaround: During the meeting, KlUC explained that this cost recovery issue 
seems to involve whether DSM program costs should be recovered from the u t i l i s  
ratepayers or instead paid for by the utility's shareholders. KIUC explained that this 
is not applicable to KIUC (i.e., a not-for-profit, member-owned cooperative with the 
ratepayers and the shareholders essentially being one and the same). In the end, it 
is our understanding that all patiis present agreed that KIUC should be allowed to 
recover its costs associated with energy efficiency programs. 

As a side note, during the meeting, we also understand that the parties 
considered whether there should be a revenue erosion mechanism and if so, 
what should this mechanism be. For the same reasons as Docket lssue No. 3, it 
is our understanding that the parties present agreed that this issue does not 
apply to a not-for-proffi, member-owned cooperative such as KIUC. 

HREA Response: 

HREA concurs with KIUCPs discussion of the consensus and 

background discussion on this issue. 

Docket lssue No. 5: Whether DSM incentive mechanisms are appropriate to 
encourage the implementation of DSM programs, and, if so, what is the 
appropriate mechanism(s) for such DSM incentives? 

Consensus: As it pertains to KIUC, the use of financial incentives to facilitate the 
pursuit of DSM programs are not applicable to KIUC. KIUC's ratepayers and 
shareholders are essentially one and the same, and as such, any financial 
incentive charged to the ratepayers to beneffi the shareholders is essentially a 
charge that will be returned to the ratepayers (aka shareholders). 

In addition, with respect to Docket lssue No. 1 (Whether energy efficiency goals 
should be established and if so, what the goals should be for the State), it is also 
KIUC's understanding that, during prior discussions amongst the parties, an 
agreement was also reached that energy efficiency goals should not be 
established, as it pertains specifically to KIUC. 

Please confirm whether KIUC's understanding of the above consensus is correct, as 
they apply to KIUC. If not, please explain why KIUC's understanding is incorrect. 

HREA Response: 

HREA concurs with KlUC's discussion of the consensus and 

background discussion on issue 5, but disagrees with KIUC on issue 1. 

Specifically, we do not recall a consensus that KlUC should not be required 

to meet energy efficiency goals, if established by the Commission andlor 
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TGC-All-IR-1 Ref.: Issue 1 Whether enerav eficiencv aoals should be established and 
if so, what the goals should be for the State. 

The various types of energy sources each have their own set of 
attributes, usually both positive and negative, in contributing to the state's 
overall energy picture. 

a. Should increasing the diversity of energy sources/altematives be 
included as part of any energy efficiency goals? Please explain 
why or why not. 

HREA's Res~onse: Yes 

Hawaii already has a state goal to reduce its dependency on imported 

energy and to increase Its use of indigenous tesources! Clearly, energy- 

efficiency measures specifically, and all DSM measures more generally, are 

indigenous resources which help us meet our state goals. 

However, HREA observes that the statement of the state goals in HRS 

226-18 is qualitative and it wasn't, in our opinion, until the state quantified a 

specific goal for renewables, i.e., our RPS law, have we seen more 

emphasis placed on actual implementation. Arguably, new renewable 

projects were being planned and solar hot water systems were being 

installed prior to RPS, but HREA believes quantifying the goals has helped 

to solidify the importance of the state goals and provided a path to actual 

implementation. 

Consequently, if we are to be serious about implementing energy- 

efficiency or the broader DSM measures, HREA believes establishing goals 

will help galvanize us into real action. 

8 Per HRS 226-18, see paragraph 2: "Increased energy self-sufficiency where the ratio of indigenous to 
imported energy use is increased;" 

1 
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A diversity of energy sourceslalternatives is critical. However, this 

diversity should not be weighted too heavily on a variety of fossil fuel 

resources (oil, SNG from oil, or coal). This is currently the case in Hawaii 

where more than 90% of our energy requirements come from imported 

fossil fuels. 

The use of fossil fuels is the largest contributor of greenhouse gas 

emlsslons and global climate change. There are also limited reserves of all 

fossil fuels. Therefore, substituting one form of fossil fuels, for another, is 

not the answer. 

A better approach is to develop a portfolio of Hawaii's abundant 

indigenous renewable resources to supplement, and ultimately replace, 

fossil fuels. And, by using any type of fuel more efficiently, less fuel will be 

required to meets our needs. 

b. Should the process of identifying energy efficiency goals take into 
consideration the different scenarios, e.g., natural disasters, 
shipping disruptions, local refinery problems, etc., under which 
energy is, and will be, needed? Please explain why or why not. 

HREA's Response: 

HREA thanks TGC for this interesting question. As we interpret the 

question, TGC is asking whether certain scenarios should be considered in 

identifying energy efficiency goals, and we assume also whether these 

scenarios might impact how an entity charged with implementing those 

goals would be monitored, evaluated and rewardedlpunlshed. 

With regards to establishing goals, we don't believe the different 

scenarios would or should affect that process. Specifically, in order to do 

so, we would have to have a "crystal ball" clear enough to see into the 

future, and be able to devise an appropriate reliability scheme to account 

for the risks, etc. 
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In any case, RPS goals were established independent of such 

considerations, and we don't see the need to do so with energy eMciency 

or DSM goals. 

With regards to implementation, goals can become a basis for 

evaluatlon of performance. For example, if penalties are to be applied for 

poor performance, certain scenarios including force majeure could be 

taken into account in an evaluation. 

c. For each energy goal to be identifiedladopted, should the 
definition of "efficienta and the methodology adopted to quantify 
such "efficiencya differ? If "yes", how doesSwill each goal account 
for such difference, and, if "non, what is the common definition of 
and methodology to be used to define and quantify each goal's 
efficiency? 

HREA" Response: 

HREA believes only one definition of "efFicientn or "efficiency" Is 

needed, if the goal is to compare the efficiency of one DSM measure to 

another. HREA also recommends that DSM measures be compared by how 

"effective" they are. Given that, HREA proposes the following definitions: 

"DSM Measure Efficiency is defined as the ratio of the energy savings 

brought about by the DSM measure compared to the energy required to 

perform a given task before application of the DSM measure." As an 

example, if a compact fluorescent light (CFL) bulb of 25 watts replaces an 

incandescent bulb of 100 watts, then the energy savings is 75 watb and the 

DSM Measure Efficiency ratio is 0.76 or 75%. Alternatively, we could 

express the efficiency as a ratio of 4:l implying that the DSM Measure is 

four times more efficient. Thus, a DSM measure with a DSM Measure 

Efficiency of 75% [4:1] would be more "efficient" that a DSM measure with 

a DSM Measure Efficiency of 50% [2:1] 
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"DSM Measure Effectiveness" is deflned as the incremental cost per 

kWh of energy savings brought about by the DSM measure over its 

expected lifetime. In the example above, the CFL (operating 4 hourslday or 

1,460 hrslyr over an expected lifetime of five years) would save 75 watts 

times 1460 hrslyr divided by 1000 for 109.5 kWh1year or 547.5 kwh over 5 

years. If the incremental costs, between a 25 watt CFL bulb and a 100 watt 

incandescent bulb were $5, then the DSM Measure Effectiveness would be 

$51547.5 or approximately 0.9 centslk~h~. 

Finally, assuming a $O.2OlkWh utility retall residential rate, the value of 

the energy saved by the CFL (i.e., 547.5 kWh) would be $109.50. Thus, the 

simple payback period would be about 83 days, i.e., less than 3 months. 

' Note: in fact the savings would be even more dramatic, since an incandescent bulb might have to be 
replaced 1 or more times during the same 5 year period. 
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LOL-HREA-IR- 1. The HREA Statement of Position states: "HREA supports a 
DSM goal of 1 % per year of overall electric demand (utility sales)." 

(a) What Carrots and Sticks (bonuses and penalties) do you support to 
achieve this 1%. 

HREA Res~onse. 

HREA envisions that a third-party administrator ("TPA"), selected in a 

competitive bidding process by the Commission, would be responsible for 

implementing DSM programs ("DSMsW) under contract to the Commission. As 

such, we assume that the TPA would have proposed a rewardlpenalty approach In 

response to the Commission's RFP. An example of one type of proposal that 

HREA could support would be a "performance-based profit" for meeting the goals 

as proposed by the TPA and approved by the Commission. (Note: another 

approach might be for the Comm~ssion to establish the goals and the profit 

structure prior to release of the RFP). 

As an example, the TPA might propose full recovery of its costs to administer 

its proposed DSMs, plus a profit based on actual performance, such as 10% of the 

retall value of the electricity saved during a specific time period, such as a month 

(e.g., the TPA would likely request a monthly billing cycle). Finally, the TPA might 

have to exceed a certain percentage of its annual goal (say 80%), before the 10% 

profit reward would kick in, and perhaps there could be a bonus for exceeding 

100% of its goal. Given this type of contractual arrangement, HREA believes the 

lack of profit for not meeting the threshold would be a sufficient penalty, in 

combination with a provision in the contract for termination if the threshold is not 

met in two or three consecutive years. 

(b) If the utility gets 2% one year, to you believe that the goal should be 0% 
the next year? 
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HREA Res~onsg. 

No. As described above, there should be a financial incentive to exceed the 

DSM goal. Perhaps, as an option, the TPA could elect to carry forward the excess 

savings (without a profit), If the TPA felt that it might not make its goal the next 

year. 

(c) Doesn't tying DSM goals to utility sales rather than total sales tie DSM to 
maintaining central generation over DG? 

HREA thanks LOL for this interesting question. Tying DSM goals to utility 

sales has been the general approach to date, but we are not convinced this serves 

to bias the utilities towards maintaining central generation. In any case, with 

HREA's preference to establish goals for all DSNls, we believe the reverse would 

be true, i.e., installing DG on the customer-side of the meter would be encouraged 

as a DSM, and if there is competitive bidding for new generation, we believe DG 

would be more attractive than DO. 

However, HREA is open to other approaches. For example, perhaps DSM 

goals should be tied to sales of fossil-fired electricity? 

LOL-HREA-IR-2. The HREA Statement of Position states: "HREA supports a 
consistent treatment for rebates offered to encourage private investment. For 
example, the level of the rebate offered should be commensurate with the 
benefits provided, and, of course, with expectation of the market pull that the 
rebates would create. From our perspective, the rebates currently being offered 
by HECO, for example, for seawater air conditioning are not commensurate 
with their benefits. We anticipate this will also be an issue as solar air 
conditioning systems are introduced in to Hawaii. 

(a) What should the rebate be for SWAC systems; 

HREA Res~onse. 

Solar water heating has arguably been the most successful element of the 

State of Hawaii's renewable energy development program, and the Demand Side 
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Management (DSM) programs of the state's publlc utilities. Honolulu Seawater Air 

Conditioning LLC (HSWAC) has analyzed the value of solar water heating systems 

and seawater air conditioning (SWAC) district cooling systems, on a side-byside 

ba~is.'~ 

The value of solar water heating systems was determined and used as a base 

case for determining the value of SWAC. The total value of these renewable 

energy and energy efficiency systems to the utility system is the sum of ( I )  

avoided demand and (2) avoided energy. 

The results of this analysis are presented in the following table: 

HECO has determined that an average solar water heating system saves 2,486 

kWhlyr (2,797 kWhlyr when system transmission and distribution losses of 11.13% 

System 

Solar Water 
Heating 

Seawater Air 
Conditioning 

'O "Seawater Air Conditioning Value Analysis prepared by Honolulu Seawater Air Conditioning LLC. 
Contact David Rezachek @ (808) 2826594 or rezachekdOO1 @hawaii.n.com 

Avoided 
Energy (wl 
T&D Losses) 
Avoided 
Caprclty (wl 
T&D Losses) 

Avoided 
Energy (wl 
TBD Losses) 
Avoided 
Cap.clty 
T&D 

Parameter 
Value 

2,797 kWhlyr 

0.732 kW 

3,444 kWhlyr 

0.627 kW 

- 

on Value HEC. 
Formula 

$139.85 

$91 .!M 

$231.35 

$172.20 

$78.38 

$250.58 

Net Present 
value (NPV) 
Over System 
Life 

$691 

$3,507 

$4,I 98 

$593 

$4,112 

$4,704 

Rebate 

$750 - $1,000 

TBD 

1 
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are taken into account). This same system eliminates the need for 0.650 kW of 

demand (or, 0.732 kW wl T&D losses). 

HECO has established a generalized formula for rebates of $O.Ofi(kWh (of first 

year savings) and $125/kW of demand reduction. Based on this formula, solar 

water heating systems should receive a rebate of -$23llsystem. 

MECO and HELCO currently provide rebates of $1,0001system and HECO 

provides $75Olsystem. HECO has proposed raising this rebate to $l,0001system. 

HREA supports this request Note: current rebates are 3.2 - 4.3 times what 

HECO's formula would provide. 

A Net Present Value (NPV) analysis of the benefits of a solar water heatlng 

system over the system life is also shown in the table. The NPV for the solar water 

heating system is $4,198. This is more than 18 times the calculated rebate based 

on HECO's formula, and 4.2 - 5.6 times the actual rebate provided (or proposed). 

Seawater Air Conditioninn Systems (SWAC) 

HSWAC has determined that each ton of SWAC saves 3,059 kWh/yr (3,444 

kWhlyr wl T&D losses). Each ton of SWAC also eliminates the need for 0.557 kW 

of demand (or, 0.627 kW wl T&D losses). Thus, annual energy savings of one ton 

of SWAC are 23% greater than for a solar water heating system and demand 

reduction is 14% less. 

Based on HECO's generalized formula, SWAC systems should receive a rebate 

of -$25l/ton (or about 9% more than a solar water heating system). The actual 

rebate that HECO will provide to SWAC systems is yet to be determined. 

A Net Present Value (NPV) analysis of the benefits of SWAC over the system 

life is also shown in the table. The MPV for a ton of SWAC Is $4,704. This is nearly 

19 times the calculated rebate based on HECO's formula. 
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SWAC also meets a number of HECO's IRP objectives (e.g., "Protect the 

Environment"). The use of SWAC eliminates the need for cooling towers and 

reduces the use of potable water and generation of sewage. The life-cycle NPV of 

these benefits Is more than $870. 

Conclusions and Recommendations 

The value of solar water heating and SWAC systems to the utility 

system is far greater than amount of rebate provided, or proposed, 

Solar water heating systems warrant a rebate of at least $1,00OIsystern, 

Each ton of SWAG provides utllity system (plus other benefits) that are 

equivalent to a solar water heating system, 

The rebate provided to each ton of SWAC should be similar to that 

provlded to solar water heating systms, on this basis, 

The rebate provided to each ton of SWAC should be $812 - $1,0831ton, 

based on system benefits provided, and 

An appropriate rebate would help to stimulate the market for SWAC 

developments in Hawaii. 

(b) What other electricity displacement systems should receive rebates and 
why? 

HREA Res~onse. 

In order to maximize DSMs, HREA supports rebates for all electricity 

displacement technologies for the following reasons: 

1. rebates will encourage private investment in DSMs. This will help defer 

new generation and mitigate against future utility rate increases, 

2. rebates send a strong message to consumers that these technologies 

are worth considering, and 
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3. rebates help consumers overcome the initial costs of DSM 

technologies. 

LOL-HREA-IR-3. How many barrels of oil does it take to make a solar water 
heater? 

HREA Resnonse. 

HREA thanks LOL for this interesting question, which we interpret to mean 

how much energy (in barrels of oil) does it take to manufacture a solar hot water 

(SHW) system. At the present time, HREA is not aware of a specific analysis of the 

cost to manufacture, install and operate a SHW system (collector, tank, 

installation, and operation and maintenance costs). 

However, an analysis1' was conducted by Peter Jolly (University of 

Queensland, St. Lucia, Australia) and Richard O'Sullivan (Royal Melbourne 

Institute for Technology, Melbourne, Australia) for SHW and PV systems in 

Australia, which we believe provides us with a good proxy for Hawaii. In 

comparing the results to Hawaii, we assume: (5) the average system in Australia is 

equivalent to the average system installed in Hawaii; (if) given that a number of 

locations within Australia were examined, Bn'sbane is the location in Australia that 

best approximates Hawaii, and (iii) while there are a number of variables that 

come in to play in this type of analysis, the amount of error introduced by these 

variables is nominal and therefore acceptable for providing an estimate as an 

answer to LOL's question. 

If possible, please answer in 

(a) barrels af oil equivalence used per system kW installed; and 

HREA Resoonsq. 

" Jolly, P. and O'Sullivan, R. The Energy Required to Manufacture Renewable Energy Technologies, 
presenwmn at Solar 89 Conference, Australian and New Zeaiand Solar Energy Society. 
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From the Jolly and O'SuIlivan, the energy required to manufacture, 

install and operate a SHW in Brisbane is 3,728 kWhs. To convert this level 

of energy to equivalent barrels of oil, we first have to assume how the 

energy would be created, e.g., by a utility generator. Given that, a large 

generator might require 9,000 BTUs to produce one kwh (i.e., its heat rate), 

and a barrel of oil contains approximately 6,000,000 BTUs. Doing the math, 

the energy required is approximately 5.6 barrels. If the generator's heat 

rate was 10,000, 6.2 barrels of oil would be required. We believe 6 barrels 

is a conservative answer for one SHW system, which in Hawaii displaces 

0.5 to 0.6 kW. Again to be conservative, assuming a capacity off-set of 0.5 

kW, the barrels of oil equivalence used per system kW installed would be 

12. 

(b) barrel of oil equivalence saved over the expected lifetime of the system. 

HREA Resoonse. 

First, we need to estimate the savings provided by the SHW system. In the 

example above, one average SHW system in Hawaii saves approximately 2,500 

kwh (based on reported data KlUC and HECO). Given a 25 year life, as 

experienced in Hawaii, the total energy saved over a 25 year life would be 62,500 

kWhs. Again, doing the math with the same assumptions as above, the number of 

barrels of oil saved would between 93.8 and 104.2 barrels. Assuming the lower 

number of 93.8 (whlch is for the generator heat rate of 9,000), the net savings 

would be 93.8 minus 5.6 or 88.2 barrels. For a heat rate of 10,000, the savings 

would be 98 barrels. 
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