Hawaiian Electric Company, Inc. - PO Box 2750 - Honolulu, HI 96840-0001

December 5, 2005

William A. Bonnet
Vice President
Government & Cornmunity Affairs

The Honorable Chairman and Members of ﬁ 7]
the Hawaii Public Utilities Commission =L 0 —

465 South King Street : 4 K —

Kekuanaoa Building, 1st Floor e

Honolulu, Hawaii 96813 — T

Dear Commissioners: o

Subject: Docket No. 05-0069
Energy Efficiency Docket

This is to request Commission approval of modifications to HECO’s existing energy
efficiency demand-side management (“DSM™) programs, and also approval of a new interim
DSM program, collectively referred to as HECO’s “Interim DSM Proposals”.

The proposed program modifications, described below, are to HECO’s Commercial and
Industrial Energy Efficiency Program (“CIEE”), Docket No. 94-0012, Commercial and Industrial
Customized Rebate Program (“CICR”), Docket No. 94-0011 and Commercial and Industrial
New Construction Program (“CINC”), Docket No. 94-0010. The proposed new DSM program is
the Interim Energy $olutions for the Home Program (“Interim E$H”), described below.

The Interim DSM Proposals are necessary in order to provide HECO with additional
megawatts (“MW?) of peak demand savings in order to help address its current reserve capacity
situation.! HECO is requesting approval of its Interim DSM Proposals in order to help address
the reserve capacity shortfall cited in its 2005 Adequacy of Supply report, thereby achieving
additional peak load reductions pending the completion of the Energy Efficiency Docket.
Implementation of accelerated DSM initiatives can help mitigate the shortfall by lowering the
peak demand that HECO’s units and independent power producer generators need to serve and
by increasing the reserve margin. The Interim DSM Proposals also offer enhanced energy
savings opportunities to HECO’s residential and commercial and industrial customers, and are a
natural transition to the expanded portfolio of DSM programs that HECO is proposing in the
subject proceeding.

' HECO’s current reserve capacity situation is addressed in Exhibit C.
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Background on
HECO’s DSM Programs

HECO’s five existing energy efficiency DSM programs ( CIEE, CICR, CINC, Residential
Efficient Water Heating (“REWH”) Program, Docket No. 94-0206, and Residential New
Construction (“RNC”) Program, Docket No. 94-0216, were approved by the Commission in
1996 for an initial five-year program implementation period .

In May 2000, HECO filed an application for a five-year Commercial and Industrial
Demand-Side Management Program, Docket No. 00-0169 (“C&I DSM Program”). The C&I
DSM Program proposed to consolidate the measures of HECO’s then existing three commercial
and industrial DSM programs (CIEE, CICR and CINC).

In June 2000, HECO filed an application for a five-year Residential Demand-Side
Management Program, Docket No. 00-0209 (“Residential DSM Program™). The Residential
DSM Program proposed to consolidate the measures of HECO’s then existing two residential
DSM programs (REWH and RNC).

Following the filing of Statements of Position in June 2001 in Docket Nos. 00-0169 and
00-0209, the parties to the proceedings entered into stipulations in October 2001. In Order Nos.
19019 and 19020, filed November 15, 2001 in Docket Nos. 00-0169 and 00-0209, respectively,
the Commission approved the parties’ stipulations, subject to certain conditions and
modifications.

Order Nos. 19019 and 19020 stated, in relevant part, that:

e HECO may temporarily continue its three existing commercial and industrial DSM programs
and its two existing residential DSM programs until HECO’s next rate case (which HECO
commits to file within three years using a 2003 or 2004 test year),

e  HECO may continue to recover through its existing surcharge mechanism the DSM program
costs, lost margins and shareholder incentives for its three existing commercial and industrial
DSM programs and its two existing residential DSM programs accrued through the date that
interim rates are established in HECQO’s next rate case, and

e HECO’s three existing commercial and industrial DSM programs and its two existing
residential DSM programs will end as part of HECO’s next rate case, and any new DSM
programs to be in place after HECO’s next rate case will be determined as part of that case.

In August 2003, the parties to HECO’s DSM Programs entered into stipulations to delay
the filing of HECO’s rate case by approximately 12 months such that HECO would utilize a
2005 test year, Docket Nos. 00-0169 and 00-0209, respectively. In Order Nos. 20391 and 20392,
filed August 26, 2003 in Docket Nos. 00-0169 and 00-0209, respectively, the Commission
approved the parties’ stipulations.

On November 12, 2004, HECO filed its 2005 test year rate case application, Docket No.
04-0113. Included in its rate case application, HECO requested Commission approval and
inclusion in base rates for its five existing energy efficiency DSM programs, in modified and/or
enhanced form, two new energy efficiency programs (Energy $olutions for the Home and
p%' esidential Low Income), and two existing load management programs (the Residential Direct
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Load Control (“RDLC”) Program and the Commercial and Industrial Direct Load Control
(“CIDLC”) Program).?

On March 16, 2005 the Commission issued Order No. 21698, bifurcating the rate case
and separating the DSM programs into the subject Energy Efficiency Docket, Docket No. 05-
0069. In Order No. 21698, which opened the Energy Efficiency Docket, the Commission
allowed “HECO to temporarily continue, in the manner currently employed, its existing two (2)
residential DSM programs, approved in Docket Nos. 94-0206 and 94-0216 and continued in
Docket No. 00-0209, and three (3) C&I DSM programs, approved in Docket Nos. 94-0010, 94-
0011, and 94-0012 and continued in Docket No. 00-0169, until further order by the commission.”

Under the Commission’s Integrated Resource Planning Framework (the “IRP
Framework™), approval of DSM programs in general, and the energy efficiency and load
management DSM programs in particular, includes approval of the mechanism(s) to be used in
recovering program costs (as well as any lost margins and shareholder incentives that are allowed
to be recovered).” Therefore, an order providing for continuation of the energy efficiency DSM
programs, “in the manner currently employed”, includes continued recovery of costs using the
current mechanisms (i.e., the surcharge for incremental costs, lost margins and shareholder
icentives, and base rates for costs currently recovered through base rates). Accordingly, HECO
is continuing to recover the DSM program costs, lost margins and shareholder incentives for its
currently implemented DSM programs.*

In the interest of compromise, HECO is not seeking lost margins and shareholder
incentives for its proposed Interim ESH Program. The Interim E$H Program is a new interim
program, and is a subcomponent of HECO’s proposed full scale Energy $olutions for the Home
(“ESH”) Program, which is being proposed as part of the portfolio of DSM energy efficiency
programs in the Energy Efficiency Docket. In the Energy Efficiency Docket, HECO is proposing

2 The RDLC Program, Docket No. 03-0166, was approved by the Commission by Decision and Order No. 21415,
filed October 14, 2004, and the CIDLC Program, Docket No. 03-0415, was approved by the Cornrmssmn by
Decision and Order No. 21421, filed October 19, 2004.

? See, for example, Decision and Order No. 14638, issued April 22, 1996, in Docket Nos. 94-0010, 94-0011 and
94-0012 (Consolidated).

* However, effective September 28, 2005 (the date interim rates became effective in Docket No. 04-01 13), HECO
will terminate recovery through the DSM surcharge of lost margins embedded in the 2005 test year. The sales
estimate for the 2005 rate case reflects the full load and sales reduction impacts from DSM measures installed under
the existing energy efficiency programs from 1996 through 2004, and one-half the impact of measures estimated to
be installed in 2005. Thus, the Company will recover this lost margin amount through the DSM surcharge for
approximately nine out of the twelve months of 2005. The DSM surcharge will remain unchanged until the
Company’s 2006 reconciliation of lost margin amounts collected for 2005. The reconciliation will true-up the lost
margin amount collected from customers against the actual program results, the amount embedded in the 2005 test
year and any other impacts.

Once HECO concludes recovery of lost margins for the period from January 1, 2005 through September 27, 2005,
then HECO's continued recovery of lost margins under the existing surcharge will no longer include the impact of
measures installed from 1996 through 2005 to the extent the impact is reflected in the test year sales estimate (that
is, except for the one-half of the impact of 2005 measures that is not reflected in the sales estimate). The recovery
period for the period from January 1 through September 27, 2005 runs from June 1, 2005 following filing of the
Annual Program Accomplishment and Surcharge Report through May 31, 2006.
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alternative incentive mechanisms (i.e., shortfall in fixed cost contribution and return on program
costs). The issue of DSM program cost recovery and incentive mechanisms was bifurcated from
HECO’s rate case and is to be decided in the subject Energy Efficiency Docket. In the interest of
simplifying any potential issues and obtaining the other parties/participants’ support for HECO’s
Interim DSM Proposals, HECO will forego requesting lost margins and shareholder incentives
for its proposed Interim E$SH Program.’

HECO’s Interim DSM Proposals

HECO is requesting interim approval for the following Interim DSM Proposals:

um—y

Modifications to the existing CIEE, CINC, and CICR Programs, and
2. New Interim E$H Program.

The modifications to the existing C&I programs include increasing CIEE Program
customer incentive levels to provide approximately 25% of the incremental cost of the more
efficient alternative measures. Since the same customer incentives also apply to the installation
of these measures under the CINC Program, the CINC Program will also be modified as a result.
The modification to the existing CICR Program consists of eliminating the 2-year payback
requirement. In total, these C&I Program modifications are expected to reduce HECO’s peak by
an additional 1.4 MW beyond the reductions expected without these modifications. See Exhibit
A for details on the CIEE, CINC and CICR Program modifications.

The Interim ESH Program will distribute approximately 180,000 compact fluorescent
lamps (“CFLs”) to residential customers per year and reduce HECO’s peak by 2.47 MW. The
Interim ESH Program is a subcomponent of HECO’s proposed full scale Energy $olutions for the
Home (“ESH”) Program, which is being proposed as part of the portfolio of DSM energy
efficiency programs in the Energy Efficiency Docket. See Exhibit B for details on the Interim
E$H Program.

The elements of the C&I Programs modifications and the Interim ESH Program are
components of HECO’s DSM Program portfolio that were originally included in HECO’s 2005
test year rate case, which was subsequently bifurcated and separated into the Energy Efficiency
Docket. Thus, the Interim DSM Proposals represent a stepwise transition to the full-scale and
complete DSM program portfolio envisioned in the Energy Efficiency Docket. Rather than wait
for the resolution of the Energy Efficiency Docket, which encompasses statewide issues as well
as HECO’s proposed DSM Programs, and which is tentatively scheduled for hearing before the
Commission during the summer of 2006 (according to the parties’ proposed prehearing orders
pending before the Commission), HECO is requesting expedited interim approval of its Interim
DSM Proposals. HECO is making this request because expeditious implementation of these

* In addition, HECO is receptive to engaging in discussions with the other parties/participants’ to the Energy
Efficiency Docket for their ideas on alternative DSM incentive mechanisms so that investments in suitable and
effective DSM programs are at least as attractive to the utility as investments in supply-side options. (See the IRP

Framework, Section I1.B.7.)
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modifications can quickly help address its current reserve capacity shortfall by reducing peak
demand.

Rationale for HECO’s
Interim DSM Proposals

HECO’s Interim DSM Proposals can be easily implemented and help achieve peak load
reductions quickly, which helps to reduce HECO’s current reserve capacity shortfall situation.
Furthermore, the implementation of the Interim DSM Proposals to help mitigate the reserve
capacity shortfall has the added benefit of reducing the consumption of oil when compared to
other fossil-fuel generation alternatives. Increased energy savings from the implementation of
energy efficiency DSM programs also contributes to the achievement of the State’s Renewable
Portfolio Standards, Act 95.

The proposed C&I Program modifications can be implemented quickly. The increased
incentives do not require significant process changes, can be communicated rapidly to potential
customers, and should increase program participation leading to additional load reductions.

The Interim ESH Program can also be easily implemented because HECO is currently
involved in a pilot CFL program that is similar to the proposed program. In executing the pilot
program HECO has worked with manufacturers, distributors, and retailers of CFLs, and with
coupon redemption centers. HECO can build upon these established relationships to quickly
implement the proposed Interim E$H Program. It has also developed advertising and marketing
themes and materials, which can be used or improved upon for the new program. In addition, the
installation of CFLs in the home has the potential to result in significant load reductions (at 0.012
kw reduced per lamp).

HECO is currently implementing its load management programs for both the commercial
and industrial and residential customer classes. Those load management programs directly
reduce peak load through the interruption of customer loads. To increase participation in these
programs, HECO requested an increase in resources to fund additional load management
advertising and marketing in its 2005 test year rate case, and this request is pending with the
filing of HECO’s Annual Program Modifications and Evaluation Report on December 2, 2005.
The requested funds will be used to increase customer awareness of the programs and overcome
customer reluctance to participate. Those additional resources, if approved by the Commission,
should provide sufficient funding to meet the forecasted load management program peak
reductions. In addition, by the end of 2005, HECO intends to file modifications to the CIDLC
Program to add voluntary load control and small business direct load control elements to the
program, and to add direct control of residential central air-conditioning systems to the RDLC
Program. These modifications are intended to broaden the potential market for these programs,
increase customer participation, and increase the amount of load reductions.

The Interim DSM Proposals are significantly less involved and complex than 1) the other
energy efficiency DSM program enhancements that will be addressed in the Energy Efficiency
Docket, and 2) the load management program modifications currently being evaluated by HECO

for planned filing later this year.
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HECO is not proposing any modifications to its existing REWH and RNC Programs at
this time. A 30% federal tax credit for solar systems goes into effect January 1, 2006, and this is
expected to increase participation in HECO’s two existing residential energy efficiency
prograins, although HECO has not attempted to quantify the impact. HECO will monitor the
effect of the federal tax credit on the programs’ participation levels in 2006, and plans to take this
into account while evaluating if other program modifications are warranted, including evaluating
through sensitivity analyses the impacts of an increase in the customer incentive on the
programs’ projected energy and demand savings and cost-effectiveness.

Thus, HECO is hopeful that Commission approval of its Interim DSM Proposals will be
forthcoming on an expedited basis.

HECO Reserve Capacity Situation

As addressed in HECO’s Adequacy of Supply (“AOS”) Report dated March 10, 2005, the
Company’s projected reserve capacity shortfall in 2006 is 70 MW. The reserve capacity shortfall
continues at least until 2009, which is the estimated in-service date for HECO’s next generating
unit. The magnitude of the shortfall assumed, among other things, that HECO’s entire portfolio
of ten DSM Programs proposed in its 2005 test year rate case, and now the subject of the Energy
Efficiency Docket, was implemented in July 2005. HECO is currently implementing its five
approved energy efficiency DSM programs (CIEE, CINC, CICR, REWH, and RNC) and its two
approved load management DSM programs (RDLC and CIDLC). However, the five energy
efficiency DSM programs currently being implemented do not include the enhanced and

expanded features that are included in the programs being proposed in the Energy Efficiency
Docket.

HECO is requesting approval of its Interim DSM Proposals in order to help address the
reserve capacity shortfall cited in its AOS Report, thereby achieving additional peak load
reductions pending the completion of the Energy Efficiency Docket. Implementation of
accelerated DSM initiatives can help mitigate the shortfall by lowering the peak demand that
HECO’s units and independent power producer generators need to serve and by increasing the
reserve margin. Exhibit C provides additional discussion and details of HECO’s reserve capacity
shortfall situation.

Schedule for HECO’s
Interim DSM Proposals

HECO and the parties/participants to the docket submitted for Commission review
alternative proposed prehearing orders, which differed mainly in the characterization of the
issues in the docket. With respect to HECO’s Interim DSM Proposals®, however, both proposed

® In accordance with the schedule included in the proposed prehearing orders, HECO informally provided its Interim

DSM Proposals to the parties/participants on October 11, 2005, and received comments from certain parties on
ovember 18, 2005. HECO took these informal comments into consideration in its subject Interim DSM Proposals.
W
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prehearing orders included the following procedural steps:

HECO’s Interim DSM Proposals filed December 5, 2005
with the Commission for interim approval

Parties/Participants’ Responses to January 10, 2006
HECO’s Interim DSM Proposals filed
with the Commission

HECO’s Reply to the Parties/Participants’ January 31, 2006
Responses on HECO’s Interim DSM Proposals filed
with the Commission

Commission decision on HECO’s Interim DSM To be determined by
Proposals the Commission

Following the submission of HECO’s Reply to the Parties/Participants’ Responses on
HECO’s Interim DSM Proposals on January 31, 2006, HECO requests that the Commission
approve HECO’s requested Interim DSM Proposals on an expedited basis. This will allow
HECO to expeditiously implement the Interim DSM Proposals in order to help address its
reserve capacity shortfall cited in its AOS Report, thereby achieving additional peak load
reductions pending the completion of the Energy Efficiency Docket. Implementation of
accelerated DSM initiatives can help mitigate the shortfall by lowering the peak demand that
HECO's units and independent power producer generators need to serve and by increasing the
reserve margin.

Sincerely,

Attachments

cc: Division of Consumer Advocacy
K. Davoodi
R. Young, Esq.
B. Moto, Esq.
H. Curtis
K. Datta
C. Freedman
R. Reed
W. Bollmeier Il
H. A. Dutch Achenbach
G. T. Aoki, Esq.

, L. D. H. Nakazawa, Esq.
Ce)
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Interim DSM Proposals

Commercial and Industrial Energy Efficiency, New Construction,
and Customized Rebate Programs

December 5, 2005

HECO’s Interim DSM Proposals request the following modifications to
HECO’s existing commercial and industrial energy efficiency programs:

1. Increasing customer incentives for prescriptive measures in the
Commercial and Industrial Energy Efficiency (CIEE) Program and the
Commercial and Industrial New Construction (CINC) Program.

2. Eliminating the 2-year payback minimum requirement for energy
efficiency projects under the Commercial and Industrial Customized

‘Rebate (CICR) Program.

The requested modifications to the CIEE, CINC and CICR Programs are
included as part of HECO’s DSM Program proposals that are the subject of the
Energy Efficiency Docket.

These modifications are necessary to

1. Increase DSM load reduction to mitigate the reserve capacity shortfall.

2. Respond to market conditions that have resulted in slowing growth in
program participation.

3. Capitalize on current efforts that have created a positive environment
in certain customer segments regarding energy efficiency.

4. Increase breadth of customer participation and make bill savings
available to more customers.

A summary of program budgets, impacts, and cost benefit ratios are
shown on page 4.

HECO is requesting that the Commission approve the implementation of
the program modifications described below on an interim basis pending the
resolution of the Energy Efficiency Docket. Recovery of program costs, lost
margins, and shareholders incentives, will continue under the current IRP Clause
mechanism until the effective date of the Energy Efficiency Docket Decision and
Order.

CIEE Program
HECO proposes to increase incentives for certain prescriptive measures,

specifically air conditioning equipment (excluding chillers), and T8 lighting and
delamping as shown on page 5. The increased incentives are designed to

CIEECICRCINC Modifications 2Dec05.docl
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provide 25% of the incremental.cost of the more efficient alternative. These
higher incentives are necessary to:

e Address a slowing of growth in program participation as more difficult
projects need to be addressed. Recent trends show applications of
technology at customer sites that have longer paybacks under the
existing program customer incentive levels. Higher incentives will also
address customers that are subject to more stringent implementation
criteria who need shorter payback periods to implement.

e Demonstrate to trade allies that HECO has the ability to impact the
energy efficiency market and so motivate them to stock and sell energy
efficient technologies.

e Meet and then exceed program goals.

e Be consistent with industry practice.

The requested increase is allocated to program incentives, reducing the
proportion of administration costs to total program costs, and effectively
increasing the efficiency of impact delivery.

Other CIEE Program changes have been proposed in the Energy
Efficiency Docket to achieve higher impacts. However, these other changes,
such as vendor incentives, financing options, and additional outreach, take more
time to develop and are not being proposed for interim approval.

The revised CIEE Program budget and anticipated energy and peak
savings impacts are shown on page 6, and supported by page 7. The derivation
of the revised CIEE Program cost/benefit ratios is shown on page 8.

CINC Program

As the result of proposed changes to the prescriptive measure incentive
levels for the CIEE Program, the CINC Program is also affected. Both the
budget and impacts increased as the result of the proposed program
modifications to customer incentive levels.

The requested increase is allocated to program incentives, reducing the
proportion of administration costs to total program costs, effectively increasing
the efficiency of impact delivery.

Other CINC Program changes have been proposed in the Energy
Efficiency Docket to achieve higher impacts. However, these other changes,
such as commissioning, take more time to develop and are not being proposed
for interim approval.

The revised CINC Program budget and anticipated energy and peak

savings impacts are shown on page 9, and supported by page 10. The
derivation of the revised CINC Program cost/benefit ratios is shown on page 11.

CIEECICRCINC Modifications 2Dec05.doc2



Exhibit A
Page 3 of 14

CICR Program

HECO proposes to eliminate the 2-year payback restriction on project
eligibility. The restriction was originally intended to reduce free-ridership, since it
was commonly accepted when the program was initially designed that customers
did not need incentives to implement projects with paybacks of two years or less.
However, program experience indicates that many projects with less than 2-year
paybacks are not being installed despite the seemingly obvious financial benefits.
Customer reasons include reluctance to invest in energy efficiency and the lack
of capital to fund even projects with high potential returns. Making these projects
eligible will increase cost effectiveness to the customer, encourage program
participation and help load reductions.

In addition, the existence of the 2-year payback requirement has interfered
with the customer’s planning process, including the pro forma analysis often
conducted when evaluating potential energy efficient projects. The customer’s
effective energy costs are volatile due to fluctuations in the world oil market. As
a result, the paybacks are not fixed and can float above or below the 2 year
threshold based on external fuel factors. The uncertainty of whether an incentive
can be included in a project’'s economic evaluation can discourage a customer’s
consideration of a particular technology that would otherwise be considered.

The revised CICR Program budget and anticipated energy and peak

savings impacts are shown on page 12 and supported by page 13. The
derivation of the revised CICR Program cost/benefit ratios is shown on page 14.

CIEECICRCINC Modifications 2Dec05.doc3
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HECO Commercial and Industrial
Enerqy Efficiency Program

2006 Interim Budget

2005 2006
M&E* Interim
Participation
New Participants
MW Enrolled/Reduced (Gross System) 1.95 1.79
MWH Reduced (Gross System) 15,164 13,358
Incentives 875,501 1,217,721
Direct Labor
Base 174,836 104,220
Incremental 0 0
Total Labor 174,836 104,220
Outside Sevices
Implementation 404,309 387,010
Tracking 4,244 18,932
Evaluation 0 81,178
Engineering Studies 109,273 112,500
Advertising 125,664 117,484
Admin/Misc 92,882 115,651
Total $1,786,709 $2,154,696

* Annual Program Modification and Evaluation Report filed November 30, 2004
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Exhibit A

Page 9 of 14
HECO Commercial and Industrial
New Construction Program
2006 Interim Budget
2005 2006
M&E* Interim

Participation

New Participants

MW Enrolled/Reduced (Gross System) 1.02 1.62

MWH Reduced (Gross System) 7,226 12,657
Incentives 511,119 890,709
Direct Labor

Base 39,150 114,573

Incremental 0 0

Total Labor 39,150 114,573
Outside Sevices

Implementation 136,832 260,286

Tracking 4,017 15,628

Evaluation 0 38,864

Engineering studies 49,333 100,000

Advertising 48,272 57,986

Admin/Misc 26,016 50,384
Total $814,739 $1,528,430

* Annual Program Modification and Evaluation Report filed November 30, 2004

12/5/2005Interim CINC Budget 2Dec05.xls
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HECO Commercial and Industrial

Customized Rebate Program

2006 Interim Budget

2005 2006
M&E* Interim
Participation
New Participants
MW Enrolled/Reduced (Gross System) 1.28 2.57
MWH Reduced (Gross System) 9,165 18,141
Incentives 729,886 1,090,568
Direct Labor
Base 21,855 145,807
Incremental 0 109,003
Total Labor 21,855 254,810
Outside Sevices
Implementation 366,064 262,609
Tracking 3,183 18,774
Evaluation 0 44,890
Engineering studies 54,636 100,000
Advertising 38,245 76,030
Admin/Misc 60,100 62,087
Total $1,273,969 $1,909,768

* Annual Program Modification and Evaluation Report filed November 30, 2004

Interim CICR Budget 2Dec05.x1s12/5/2005
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Interim Energy $olutions for the Home Program
(“Interim E$H”)

December 5, 2005

PROGRAM OBJECTIVE

A. Program Obijectives

This program will distribute approximately 180,000 compact fluorescent
lamps (“CFLs") to residential customers in 2006. The objectives of the Interim

E$H Program are to:

e Reduce demand from HECO'’s peak by 2.47 MW (gross system level)
e Reduce annual energy consumption by 13,245 MWh (gross system level)
e Save customers $35.87 annually on their electric bills @ $0.183/kWh

The Interim E$H Program is designed to place CFL lamps in the highest
usage areas of the home to maximize their impact on system demand and
customer bills. HECO is currently in a generation reserve capacity shortfall
situation. Although HECO has sufficient generation capacity to meet current and
projected customer needs, reserve capacity is eroding and HECO may not be
able to meet system demands if generation unit goes off-line. As a result, HECO
is requesting program modifications and a new interim program that will impact
system peak and avoid reserve capacity related outages. The Interim E$H
Program is the new interim program.

The proposed interim program will reduce annual consumption by 13,245
MWh further contributing to HECO’s DSM goals. Since much of the residential
lighting load occurs at system peak, reducing energy consumption will have the
impact of reducing HECO’s overall system kWh cost. These energy reductions
further reduce environmental impacts and accomplish DSM goals.

The average residential customer will reduce consumption by 196 kWh
annually as a result of this program. This translates into a savings of $35.87

annually.

B. Fit with HECO DSM Initiatives

The Interim E$H Program is a component of HECO'’s proposed Energy
$olutions for the Home Program (“E$H”). The E$H Program is being proposed
as part of the portfolio of DSM energy efficiency programs in the Energy
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Efficiency Docket. HECO is requesting approval of this interim program at this
time for the following reasons:

e The program can be implemented quickly with little HECO infrastructure
development in order to realize the benefits immediately,

e It quickly contributes to the improvement of HECO’s reserve capacity
shortfall,

e It provides residential customers a means to mitigate the increasing cost
of energy,

e |t capitalizes on current events which have drawn attention to energy
conservation,

e |t saves energy and contributes to HECO’s DSM goals,

e |t continues the momentum established with HECO’s 2005 CFL campaign,
(See Section II.A. below).

C. Background

Annual residential consumption of energy per customer has steadily
increased over the last several years, see graph. At the same time, HECO'’s
generation resources have remained constant. Concurrently, the cost of fuel has
increased substantially, placing additional stress on customer financial
resources. HECO is responding to these trends by introducing new and modified
programs to address residential end uses. Lighting has been selected as one of
the first targets. Lighting accounts for about 13% of the average home’s
electrical use. Lighting is the third largest single user of electricity in the average
home. HECO’s current residential program already addresses the largest
consumer of electricity in the average home without air conditioning -- water
heating. Anecdotal feedback from a lighting manufacturer’s representative and
distributors indicates that over 1 million A-type incandescent light bulbs are sold
through retail establishments from just one manufacturer. These sales are not
declining. Sales of CFLs are about 60,000 lamps annually from the same single
manufacturer and are increasing slowly.

In addition, HECO’s experience with new home construction indicates that an
average household can have as many as 27 light sockets. This means that the
potential for CFLs is in the millions. This evidence supports the anecdotal
information indicating that over one million incandescent bulbs are sold on Oahu
annually. Not all these applications are optimal for CFLs reinforcing the need for
education and promotion. However, there is clearly enough potential to place
180,000 CFLs in households in 2006. The 60,000 number is the number of times
three bulbs are purchased using the HECO incentive. Some of these may be the
standard CFL and some may be for different applications within the home such
as dimming or enclosed fixtures. As a result, some consumers may purchase
CFLs multiple times.
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Estimates of residential lighting energy usage can vary from 13% to 19%, based
on operational experience of HECO’s program managers, customer surveys, and
end-use forecasting. The 13% stated is based on HECO'’s residential appliance
saturation surveys. In HECO’s Phase Il report supporting the IRP-3 assessment
(see page 23 of 169 of Exhibit HECO-1102 in Gregory Wikler's direct testimony,
HECO T-11, in Docket No. 04-0113), lighting was estimated to represent an even
higher amount of total energy usage (at 19%). This figure was based on the
Consultant’s review of HECO's saturation surveys and end-use forecasting
model results. It was equivalent to refrigeration and represented a higher
amount than water heating (at 17%).

PROGRAM SCOPE

A. QOverview

The Interim E$H Program will use the existing Oahu distribution channels for
retail lighting products. These preexisting channels are well established and use
multiple manufacturers, distributors, and retailers. The program will consist of

the following:
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e Customer incentive in the form of a coupon.
¢ Marketing and advertising:
o Educational radio campaigns
o Educational newspaper print ads
o Educational collateral material with the coupon
o Promotional events.
e Trade ally (manufacturers, distributors, retailers) outreach

The estimated budget for the Interim E$H Program is shown on page 10.

HECO is testing one delivery mechanism in the fourth quarter of 2005. This
method provides consumers a rebate via a coupon redeemable from participating
local retailers. HECO is providing a coupon worth $1 off the price of two CFLs at
participating retailers. The consumer gives the coupon to the retailer upon
purchase and the retailer deducts the $1 from the consumers purchase price.
Retailers present coupons and proof of purchase information to their distributor
(WEBCo) who submits information for reimbursement from General Electric, Inc.
(“GE”") and HECO. This campaign is jointly sponsored and funded by HECO,
GE, and WEBCo, a local distributor. HECO capitalized on an unique opportunity
to partner with these entities for the last quarter of 2005.

This mechanism was selected to test consumer and retailer acceptance to
this type of program. The theme for the campaign is “See the Light, Make the
Change.” Thus far, response from retailers has far exceeded expectations. It is
too early to determine response from consumers. As a result, the marketing
methodology (coupon, rebate, retailer discount) for the interim program has not
been fully determined.

B. Customer incentive

The cost of CFLs has declined substantially from their original market price
when they were introduced in the 1980’s. However, their cost is still substantially
higher than an incandescent lamp. Also, consumers have little knowledge of the
benefits of CF’s compared to incandescent lamps and some have even fallen
victim to inconsistent product quality or mis-application. As a result, some
incentive and education is required in order to motivate the market and overcome
existing market inertia. HECO has researched programs in other jurisdictions
and obtained feedback from distributors, manufacturers, and retailers. This input
indicates that, initially, an average customer incentive of $2.50 per lamp should
be adequate to accomplish goals when combined with an effective marketing
campaign. This assumes an average cost of $5.75 per lamp. The table below
indicates typical sizes and potential incentives for CFLs. In general, lamps with
the Energy Star label will qualify for the incentive. These lamps are stocked at
many retailers such as Longs Drugs, WalMart, Foodland, City Mill, etc.
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Table 1 — CFL Prices and Suggested Incentives
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6.29 -
Longs Drugs 8.99 | 10,15,20,26 NS NS NS NS NS NS NS | NS | NS
Times
Supermarket 5.89 10,15,20,26 NS NS NS NS NS NS NS NS NS
Foodland 5.89 | 10,15,20,26 NS NS NS NS NS NS NS | NS | NS
499 =
City Mill 7.99 | 10,15,20,26 NS NS NS | NS NS NS NS | NS | Ns
Daiei 6.29 | 10,15,20,26 NS NS NS NS NS NS NS | NS | NS
7-Eleven 6.29 | 10,15,20,26 NS NS NS | NS NS NS NS | NS | NS
495-
Lowes 9.85 | 10,15,20,26 NS NS NS NS NS NS 11189 ] NS | NS
7.99 -
Home Depot 11.99 10-28 NS NS | 10.89 | Ns NS NS | 1679 | NS | 7.97
5.20 - 19.95 -
Light Bulb Source | 8.89 4-36 24.99 19.99 | NS | 10.99 | 10.99 | 12.99 | 11.99 | 9.99 | 12.99
Suggested
incentives 1.00 5.00 3.00 | 3.00 | 3.00 | 3.00 | 3.00 | 3.00 | 3.00| 2.50
NS = not sold

The customer incentive will be in the form of a coupon:

e A directly mailed coupon offering an instant incentive when redeemed at a
participating Oahu retailer.

e A downloadable coupon offering an instant incentive when redeemed at a
participating Oahu retailer.

e Special printings of coupons for large association of apartment owners
accounts with one HECO account offering an instant incentive when
redeemed at a participating Oahu retailer, e.g., Nauru Tower, Marco Polo
and Hawaiki Tower.

e Special printings of coupons for military bases offering an instant incentive
when redeemed at participating military commissaries.

C. Marketing and Education

HECO will use the normal marketing methods to promote this program.
These include radio, print advertising, e-mail, and limited television commercials.
Marketing is a crucial element of the program to increase consumer awareness
of the program and how customers can benefit by participation. Spending on
marketing is inversely proportional to incentive spending. If incentives decrease,
marketing expenses increase as the appeal to intrinsic values and education
needs to increase. The proposed Interim E$H Program has a rough balance
between marketing and incentive expenses.
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Another key component of the Interim E$H Program is consumer
education. HECO is planning a vigorous education initiative to avoid problems
other utilities have incurred with CFL programs. Some of these issues have
been due to sub-standard products. Most of this can be avoided by qualifying
only Energy Star products as eligible for the incentive. More significant may be
mis-application of the CFL technology. Many CFLs cannot be used in enclosed
fixtures without reducing lamp life. In order to minimize consumer dissatisfaction
with the technology, HECO will include a significant education component with its
marketing and outreach efforts.

D. Trade Ally Outreach

Trade allies are a significant element in a CFL program as they enhance and
support the efforts of the utility program as well as play a pivotal role in the
distribution channel. The Interim E$H Program will inciude a significant effort to
involve retailers, distributors, and manufacturers. Following are the goals of this

component:

e Coordinated marketing and advertising to maximize the impact of the
dollars spent in the area.

e Increased incentives as trade allies add their specials and incentives to
HECOQ'’s program incentives.

o HECO may capitalize on trade ally infrastructure to administratively
support the program through fulfillment or redemption activities.

e Past HECO experience confirms that better community participation and
support are realized if local establishments help promote a conservation
technology. By including the local establishments the Interim E$H
Program will accomplish:

= More Retailers stocking CFLs.
= More Retailers stocking higher first cost CFLs for:
e Enclosed or limited airflow fixtures

Damp locations

Wet locations

Three-way fixtures

Dimmable circuits

Specialty shapes

e Reflectors

e Increase the understanding of the Retailers and their staff to help promote
CFLs.

e Attracting good quality CFLs by letting our local Distributors select CFL
manufactures with low warranty claims issues and good warranty
replacement processes.
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ELIGIBILITY REQUIRMENTS

The Interim E$H Program will be available to all residential consumers
through local retail establishments. Since all consumers use electricity for
lighting and geography practically limits purchases from anyone outside the
service territory, there is no need to limit participation. HECO is proposing this
interim program to initiate the transition from residential REWH and RNC DSM
programs that target water heating to a more comprehensive portfolio of
programs that address all major end uses within the home. The more
comprehensive program is the Energy $olutions for the Home Program which is
be part of the Energy Efficiency Docket. The proposed interim program will be
incorporated into the ESH Program assuming the E$H Program is approved by
the Commission. The Interim E$H Program proposed will be used to target the
best applications for CFLs within the home—those applications currently using
the most energy and operating during the system peak. Upon incorporation into
the E$H Program, other applications will be added.

Iv.

PROGRAM IMPACTS

HECO projects this program will place 180,000 CFLs into homes during
the first full year. Assuming a full year implementation, this results in 2.47 MW
reduction in demand at the gross system level and 13,245 MWh of energy saved
annually at the gross system level. The basis for savings is presented on page
11. The demand reduction is represented at the time of system peak and
accounts for lamps not being used. The annual hours of operation are assumed
to be 1,460 hours based on assumptions used by the US EPA for the EnergyStar
program. This program passes the Total Resource Cost (“TRC") test at 2.72, as

shown on page 12.

V.

PROGRAM EVALUATION

HECO will provide an evaluation plan for the Interim E$H Program in its
next Accomplishments and Surcharge Report. The evaluation plan will address
issues such as the program’s performance, targeting, delivery mechanisms, and

technology.
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VI.

PROGRAM ANALYSIS

A. Program Cost

Program costs include consumer incentives, labor, marketing, evaluation,
and administration support for the program budget is provided on pages 13 to 15.
The incentives are consistent with those provided by other utilities and have met
with favorable acceptance in HECO'’s test campaign.

B. Program Benefits

The program reduces demand at system peak by 2.47 MW and saves
13,245 MWh of energy annually. This system peak reduction will help HECO to
manage its reserve capacity shortfall situation.

C. Cost-Effectiveness Analysis

The benefits and costs of the program were analyzed using the Strategist
modeling program. The proposed Interim E$H Program has a TRC of 2.72. The
avoided capacity and energy costs are based on IRP-2 and the 2003 forecast of

fuel prices, as shown on page 12.
VIl.

RECOVERY MECHANISM

A. Cost Recovery

The Interim E$H Program will require HECO to incur expenses for customer
incentives, Direct Labor and Outside Services.

HECO requests the Commission to allow the use of the currently
implemented and Commission approved DSM adjustment component of the IRP
Cost Recovery Provision to recover program costs. In order to continue the
reduction of administrative burdens, HECO requests that the Commission
continue to allow contemporaneous expense recovery.

B. Lost Margins

HECO is not requesting lost margins for this interim program.
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C. Shareholder Incentives

HECO is not requesting approval of shareholder incentives for this interim
program.

D. Rate Impacts

The estimated impact of the recovery of costs for the Interim E$H Program
on HECO’s Schedule R residential rates is $0.0005 per kWh. The bill impact to a
typical residential bill using 600 kWh per month is $0.30. This estimate uses
HECO'’s May, 2005 sales forecast for 2006 Schedule R sales.

VIIL.

PROGRAM REPORTING

Since this is an interim program and may not endure through the normal
reporting period, HECO proposes to include updated information about the
Interim E$H Program in its annual Program Modification and Evaluation Report.
In addition, HECO will report on progress during the Energy Efficiency Docket as
support for the E$H Program.

IX.

PROGRAM FLEXIBILITY

A CFL program of the scope and depth of the proposed Interim E$H
Program has not been implemented before in Hawaii. Lamp applications are
likely to transition during program implementation to respond to customer needs
and incentive levels may need to reflect these changes. For example, the $2.50
per lamp incentive may motivate customers to install a non-dimming, non-three-
way, non-enclosed CFL fixture costing an average of $5.75, but a $5 per lamp
incentive may be necessary to motivate a customer to install an amalgam-based
CFL in an enclosed or limited airflow fixture costing $13 per lamp in a kitchen.
Therefore, HECO is requesting program flexibility to establish incentive levels
based on needs without prior approval by the Commission. In addition, some
flexibility will be necessary concerning the relationship between incentives and
marketing costs. This reflects customer motivation and awareness. Finally,
HECO requests flexibility to exceed the program budget by 25% if the program
exceeds expectations in order to maintain momentum and avoid customer
dissatisfaction due to program cessation.
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HECO Energy $olutions for the Home Program
(Interim E$H Program for CFLs)

2006 Interim Budget

2006
Interim

Participation
New Participants 60,000
Ave. Lamps per Participant 3
Total Lamps 180,000
MW Enrolled/Reduced (Gross System) 2.47
MWH Reduced (Gross System) 13,245
Incentives 450,000

Direct Labor
Base 30,468
Incremental 9,073
Total Labor 39,541

Outside Sevices

Implementation 120,000
Tracking 11,111
Evaluation 15,000
Advertising 330,000
Admin/Misc 25,000
Total $990,652

* Program begins in January.
* Incentive is based on an average of $2.50 per CFL

12/5/2005Interim E$H Budget 1Dec05.xls
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Interim ESH Work Papers

Section VII D—Rate Impacts

The basis for this calculation was simply the program cost divided by the annual
residential sales. The forecasted residential sales for 2006 are from the HECO rate case
reference Docket No. 04-0113, Page 18 of 49.

Program cost $990,652
Revenue Tax Factor x_1.0975
Total Program Cost $1,087,241
Residential Sales for 2006 2,218,400 MWh

Cost per kWh is $0.0005 per kWh

Appendix -- Budget

There is no standardized or prescriptive method for developing budgets for DSM
programs. HECO relies on its experience with existing programs and compares the
budgets to other company’s programs. This budget was developed as follows:

Incentives
The incentives were estimated based on an average of $2.50 per CFL.

Direct Labor

Direct labor is for a program manager required to manage the program. Based on similar
program experience at HECO, this is estimated to be less than 25% of the program
manager’s available time, uses HECO’s standard labor rate, and corresponding
overheads.

QOutside Services

Implementation

Based on past experience with a showerhead campaign a few years ago with
approximately 35,000 showerheads, HECO found that collecting coupons, updating
customer information and taking care of customer issues is very time consuming. The
process of entering the participating customers into its database system of record is a very
labor intensive process. It took three people, three weeks of man hours to update our
database for just 35,000 customers. Based on this, HECO is going to utilize more
electronic technology to process and track an estimated 60,000 customers purchasing an
average of three CFLs. In addition to this HECO will need to process payments for the
coupon redemption to a large number of redemption or clearing houses, which HECO is
forecasting to be very labor intensive as well.
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Tracking

Based on forecast provided by HECO’s consultant.

Evaluation
Based on estimates of similar activities.

Advertising
Advertising estimates are based on HECO’s experience with the 2005 “See the Light,

Make the Change” CFL campaign and previous experience. In general, when addressing
consumers, lower incentive dollars require greater funds for promotion as the need for
education and advertising is necessary to move the general public. The promotion budget
for this program reflects a balance between incentives and promotion. The promotion
plan also reflects the need to have visibility in many different forms and media.
Education is needed to inform customers concerning the reasons they should switch from
the cheaper incandescent lamps to the more energy efficient and longer lasting CFLs.
Then additional education is needed to teach the general public how to properly select the
appropriate CFL for optimum performance for fixtures that require 3-way bulbs,
dimmable, enclosed fixtures, damp location, wet location and specialty applications.

This campaign will include many channels of education resulting in higher participation:

1. Providing and creating materials for the retailers and their staff, and a promotional
purchase program for the retailer employees, so they can see the benefits from
personal use, and give the retailers an understanding of why this campaign is so
important.

2. TFor the general public HECO will consider the use of direct mailers, local
newspaper, mass transit, internet, point of purchase, local schools and radio to
educate the public on CFL applications. Once they understand the benefits they
can then go to a local retailer and purchase the CFLs.

3. HECO would also like to do special point of purchase materials for both retailers
and military retail operations, which may include a “shopping list”, special
stickers on the packaging showing dollar saving using Oahu rates, etc.

The costs of promotion for a year long program is derived from the experience gained
in the “See the Light, Make the Change” CFL campaign which was a three month
program:
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Cost for three months, $97,092.

$3,000 of radio production cost.

$65,000 of radio commercials.

$14,092 for printing the bill inserts for one month.

$10,000 for printing coupons in newspapers, flyers and newsletters.
$5,000 for printing tear pads or Instant Redeemable Coupons.

oo g P

Projected cost for a year of campaigning, $330,000

$6,000 for radio production

$200,000 for radio commercials.

$30,000 for printing bill inserts for two months.
$44,000 for newspaper, flyers and newsletters.
$20,000 for printing coupons.

$30,000 for point of purchase materials.

Mo e o

Admin/Misc
Based on similar program experience. This includes office space rental, office supplies
and other miscellaneous expenses.
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HECO Reserve Capacity Shortfall

In its March 10, 2005 Adequacy of Supply report (“2005 AOS report”), HECO informed
the Commussion that “HECO expects to have sufficient generation capacity to meet the
forecasted peak demands of electricity use.! However, HECO anticipates reserve capacity
shortfalls in 2005 and projects these shortfalls to continue at least until 2009, which is the earliest
that HECO expects to be able to permit, acquire, install and place into commercial operation its
next central station generating unit. (The planned generating unit addition is a simple cycle
combustion turbine, sized in the 100 MW range, to be located at a site in Campbell Industrial

Park.)”

Summary of the Reserve Capacity Shortfall

The extent to which generating system reliability would fall below HECO’s 4.5 years per
day generating system reliability guideline was quantified in Table 3, on page 17, of HECO’s
2005 AOS report, and is replicated below.

Table 3:

Generation System Reliability
(Base Load Management DSM, Enhanced Energy
Efficiency DSM, CHP, and EFOR)

Generation System Reliability
Year
(years/day)

2005 1.2
2006 1.0
2007 0.9
2008 1.6
2009 1.1

The magnitude of the reserve capacity shortfall was quantified in Table 4, on page 18, of
HECO’s 2005 AOS report, and is replicated below.

" HECO clarified this statement in response to CA-IR-560, part c., in Docket No. 04-0113 (HECO Test Year 2005

Rate Case).
? Pages 5 and 6 of the report
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Table 4:
Reserve Capacity Shortfall
(Base Load Management DSM, Enhanced Energy
Efficiency DSM, CHP, and EFOR)

Year Reserve Capacity Shortfall (MW)
2005 -60
2006 -70
2007 -70
2008 -50
2009 -60

It should be noted that HECO also indicated in its 2004 AOS report, filed with the PUC on
March 31, 2004, that “since firm capacity from the new central-station generating unit will not
be in place before 2009, HECO’s generating system reliability could fall below the 4.5 years per
day threshold in 2006 and beyond if other firm capacity is not installed by them, or if the peak
reduction benefits of additional or accelerated energy efficiency and load management DSM
programs and those of CHP or DG are not realized, beginning in 2005.”

Status of Action Plan and Mitigation Measures

In Section 5, on page 24, of the 2005 AOS report, HECO described its Action Plan and
Mitigation Measures. The elements of the Action Plan and Mitigation Measures included the

following:

Implement Enhanced Energy Efficiency DSM Program
Implement Utility CHP Program

Improve Availability of HECO Generating Units

Maintain or Improve Availability of Independent Power Producers
Accelerate the Installation of the Next Generating Unit

Additional Mitigation Measures Under Consideration

Installation of distributed generators (“DG”) at various HECO substations, and
evaluation other possible sites.

A demand load response program to seek additional interruptible loads for
customers unwilling or unable to participate in the CIDLC load management
program.

A Residential AC Load Control Program, which will add residential air-
conditioner load control to the existing residential direct load control program,
which currently focuses solely on water heating.

A public notification program.
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With respect to the Action Plan and Mitigation Measures, HECO stated “HECOQO’s action
plans and mitigation measures are not intended to be a single plan of action. Instead, HECO’s
action plans and mitigation measures are meant to be part of a process to continuously re-
evaluate, re-assess, and modify the appropriate actions and measures that should be planned for
in response to changing circumstances.”

A status report on the Action Plan and Mitigation Measures was provided to the
Commission in HECO’s response to various Consumer Advocate Information Request submitted
in Docket No. 04-0113 (HECO Test Year 2005 Rate Case). In particular, HECO’s responses to
CA-IR-446, 448, 535, 558 and 574 provided updates as of June § and June 9, 2005 when these
responses were filed with the Commission.

On May 13, 2005, in Decision and Order No. 21820, in Docket No. 04-0320, the
Commission approved Amendments No. 5 and No. 6 to the Power Purchase Agreement between
HECO and Kalaeloa Partners, L.P. The actual amount of capacity that will be provided is 28
MW as determined by a capacity test performed in the combined cycle unit.

On October 28, 2005, HECO filed with the Commission its IRP-3 major integrated resource
plan evaluation. Section 6.3 provided a description of the existing and enhanced DSM programs
and a projection of their peak reduction benefits. Sections 11.8 and 11.9 provided an overview
of the risk mitigation measures to help prevent a reserve capacity shortfall. Section 15.4
provided details of the risk mitigation measures.

With respect to DG at HECO sites, three units of 1.64 MW (total of 4.92 MW) each went
into service at the Ewa Nui substation on October 26, 2005. Three units of 1.64 MW (total of
4.92 MW) each went into service at the Iwilei Tank Farm on November 9, 2005. Three
additional units of 1.64 MW (total of 4.92 MW) each are targeted for service at the Helemano
substation on December 16, 2005.

Current Reserve Capacity Situation
HECO continues to experience a reserve capacity shortfall. As an indication of the severity

of the situation, HECO experienced during the week of November 7, 2005 a period where its
reserve capacity was very low and HECO called for customers to conserve electricity. Please see
the attached New Release dated November 9, 2005, pages 9 to 12 of this Exhibit. Within the
shortfall period, service to electric water heaters of over 5,000 participants in HECO’s
Residential Direct Load Control Program was interrupted in order to mitigate the effects of the

shortfall.

HECO is currently in the process of updating its forecasts for energy efficiency DSM, load
management DSM and CHP impacts. HECO is also evaluating additional installations of DG.
HECO is also compiling information on the forced outage rates on its generating units for the

* Page 27 of the 2005 AOS report.



EXHIBIT C
Page 4 of 11

past year and will update its forecast of Equivalent Forced Outage Rates. Once all updated
inputs have been compiled, HECO will re-evaluate its reserve capacity shortfall. HECO will file
its 2006 AOS report in January 2006. The report will contain the results of its analysis using

updated information.

Reserve Capacity Shortfall Calculation
Not withstanding actual events that indicate a reserve capacity shortfall, HECO offers the

following additional information in order to further support its conclusion that it has a reserve
capacity shortfall:

General Calculation Methodology for Generating System Reliability and Reserve Capacity

Shortfall

As given in Section 4.2 on page 15 of HECO’s 2005 AOS report, HECO’s generating system
reliability guideline is 4.5 years per day. As noted in Appendix 3, page 7, and in Appendix 6,
page 1 of the report, the inputs used to determine generating system reliability for a given system
over a given period of time are:

daily peak forecast;

Normal Top Load Ratings and number of generating units;

planned maintenance schedule; and

Equivalent Forced Outage Rates (“EFOR”) of each generating unit.

These data are input into a computer model which then calculates the loss of load probability
(“LOLP”) in days per year using the algorithm described in Appendix 3 of the report.
Generating system reliability is the inverse of LOLP. Where generating system reliability is
determined to be less than 4.5 years per day (as shown in Table 3 above), a determination is
made as to how many more megawatts of capacity would be needed on the system in order to
increase generating system reliability to 4.5 years per day. That amount is the reserve capacity
shortfall as shown in Table 4 above.

Input Data ,
A forecast of daily peaks was used in the calculation of generating system reliability in the 2005

AOS report.

The Normal Top Load Ratings, as well as the type of unit and duty (peaking, cycling or
baseload) of the units, were provided in HECO’s response to CA-IR-446, 535 and 558 in Docket
No. 04-0113 (HECO Test Year 2005 Rate Case). Additional information on existing supply-side
resources can be found in Section 8.2 of HECO’s IRP Plan, filed on October 28, 2005 in Docket
No. 03-0253. Section 8.2.1 describes HECO’s resources; Section 8.2.2 describes IPP resources;
and Section 8.2.2.1 describes the 28 MW recently made available through Amendments Nos. 5
and 6 to the Kalaeloa Partners, L.P. power purchase agreement.
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The planned maintenance schedule used in the calculation of generating system reliability in the
2005 AOS report was the schedule dated February 5, 2005. This was provided in HECO’s
response to CA-IR-43 in Docket No. 04-0113.

The EFORSs for each HECO generating unit were provided in HECO’s response to CA-IR-446 in
Docket No. 04-0113. The EFOR for each non-utility generating unit is 1% for Kalaeloa, 1% for
AES and 10% for H-Power.

Detailed LOLP Calculation
The number of calculations that must be performed in an LOLP determination is 2N, where

N is the number of units on the system, for each increment of time in the period in question.
This is because each unit can have one of two states: on or off. For HECO’s LOLP calculation,
the period in question is one year and the increment of time is one day. (Hence, the resulting
reliability value is in terms of years per day.)

For the illustrative calculation shown in Appendix 3, pages 7 to 9, of HECO’s 2005 AOS
report, there are three hypothetical units, and the probability calculation is for one day.
Therefore, there are 2} , or 8 calculations (or states).

There are 19 units on the HECO system. Therefore, for each day, there will be 2'°, or
524,288 calculations. For the entire year, there will be 191 million calculations. As indicated
above, HECO uses a computer program to perform the calculations.

In order to better illustrate the calculation shown for the hypothetical example in Appendix
3 of the 2005 AOS report, the actual information for the HECO system can be entered into a
spreadsheet. HECO can make available to the Commission and Consumer Advocate the
spreadsheet template and input data.

Type of Capacity Needed
As indicated on pages 24 to 27 of the 2005 AOS report and in HECO’s responses to CA-IR-

446, 535 and 558 in Docket No. 04-0113, HECO is pursuing a portfolio of demand-side and
supply-side resources to mitigate the reserve capacity shortfall. No single measure by itself can
overcome the shortfall. As indicated in HECO’s response to CA-IR-448, the type of capacity
that would best meet system needs based on the system demand profile in the near-term would
be a simple cycle peaking unit.

Conclusion

HECO reported in its 2004 AOS report that it projected a reserve capacity shortfall
beginning in 2006 and will last until the next generating unit can be installed. In its 2005 AOS
report, HECO indicated that it has a reserve capacity shortfall and that it will persist until the
next generating unit can be installed. HECO has provided substantial documentation on its
assessment of generating system reliability. HECO actually experienced a period in November
2005 when it needed to interrupt service to participants in its Residential Direct Load Control
Program in order to mitigate the effects of the reserve capacity shortfall during that period.
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HECO is pursuing a number of measures to mitigate the reserve capacity shortfall. HECO is in
the process of re-evaluating the reserve capacity shortfall situation using updated information
and will submit its 2006 AOS report in January 2006.

The following provides a listing of relevant responses to the CA-IRs in Docket No. 04-0113.
The information contained therein may be useful in validating HECO’s conclusion that it has a

reserve capacity shortfall.

Information Request , Brief Description of Topic

CA-IR-271 Historical and projected Loss of Load Probability values.

CA-IR-272 Generating system reliability under different scenarios.

CA-IR-273 Measures to meet needs for additional capacity, including from
Kalaeloa and DSM.

CA-IR-274 Continued operation of all existing units.

CA-IR-275 Expected load reductions or additional capacity from DSM, CHP,
renewable energy and other measures.

CA-IR-277 Capacity and energy requirements for base, high and low scenarios.

CA-IR-278 Basis of projection of need for additional capacity.

CA-IR-279 Contingency analyses. ‘

CA-IR-404 Other options for capacity, including CHP and IPP options.

CA-IR-433 Table of HECO and IPP generating unit data, including rating, type of
unit, fuel used, commercial operation date, and other information.

CA-IR-434 Supporting documentation for sales and peak forecast.

CA-IR-435 Forecast of interruptible loads.

CA-IR-436 Capacity that can be accommodated by HECO’s Campbell Industrial
Park site.

CA-IR-437 Information on as-available energy producers.

CA-IR-439 Improving availabilities of HECO generating units.

CA-IR-444 Timing of communication of the reserve capacity shortfall to the
Commission.

CA-IR-445 Generating system reliability under different scenarios.

CA-IR-446 Mitigating the risk of a reserve capacity shortfall.

CA-IR-447 Extent to which renewable resources can mitigate the reserve capacity
shortfall.

CA-IR-448 Simple cycle combustion turbine is the type of capacity needed; options
explored.

CA-IR-449 Projection of Equivalent Forced Outage Rates.

CA-IR-453 Contingency analyses.

CA-IR-461 Projection of Equivalent Forced Outage Rates.

CA-IR-557 Chronology of generating system reliability analyses.

CA-IR-558 HECO’s 2004 Adequacy of Supply report filed in March 2004

identified a reserve capacity shortfall in the period 2006 until the next
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firm generating unit is added; mitigation measures identified at that
time.

CA-IR-559 Contingency analyses performed for 2004 report.

CA-IR-560 Meaning of generating system reliability values.

CA-IR-561 HECO generating system reliability guideline of 4.5 years per day has
been in effect since 1968.

CA-IR-562 HECO has not made any “commitments” to government leaders or
agencies to preserve generating system reliability at or above 4.5 years
per day.

CA-IR-563 Increase in reserve capacity shortfall from 2004 to 2005.

CA-IR-564 HECO has not increased its generating system reliability guideline to
7.0 years per day. ’

CA-IR-565 HECO has not made any “commitments” to government leaders or
agencies to preserve generating system reliability at or above 7.0 years
per day.

CA-IR-569 Impact of delays in DG and CHP proceedings.

CA-IR-571 Permitting lead times for new generating facilities; initiating of
permitting for HECO’s next generating unit.

CA-IR-572 Engineering lead times for new generating facilities; initiating of
engineering for HECO’s next generating unit.

CA-IR-573 Projection to re-attain the 4.5 years per day reliability; projection to
attain a 7.0 years per day reliability.

CA-IR-574 Status report on Action Plan and Mitigation Measures identified in
HECO’s 2005 Adequacy of Supply report.

CA-IR-576 HECO generating unit characteristics.

CA-IR-580 HECO generating unit outputs at the time of the system peak.
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NEWS'BELEASE

For more information contact: - For Immediate Release —
Jose Dizon: 543-7753, 223-9932 2:00 p.m. November 9, 2005

HECO continues to ask Oahu customers to conserve
Additional steps taken to boost power reserves

(Honolulu, HI) Hawaiian Electric Company (HECO) continues to ask Oahu residential
customers to conserve electricity to help avoid power outages due to problems with

several generating units.

For the past two days, HECO has issued a call for conservation to all customers,
including larger commercial customers, asking for a voluntary reduction in electricity use
to help avoid power outages due to lower than normal generation reserves.

Last night, to further increase those reserves during the evening peak, the company:

e Remotely turned off the water heaters of approximately 5,000 residents
participating in HECO’s EnergyScout program for a brief time, saving an
additional three megawatts during the demand peak.

e Putinto service over 9 MW from distributed generation units located at its Ewa
Nui and lwilei substations. These small diesel generators were recently added to

help provide additional peak power in such emergency conditions.

“‘We want to thank everyone — both business and residential customers — for pitching in,
and we want to get the word out that we need you to keep it up,” said Jose Dizon,
HECO spokesman. “Our reserve margin remains very tight and will stay that way until
we get more units back on line. Until then, the unexpected loss of a generating unit
could result in the loss of power to some of our customers.”

Two HECO generating units are operating at reduced power levels (approximately one-
half of their normal capacity) due to problems encountered over the weekend.
(HPOWER, an independent power producer which sells power to HECO, was at
reduced output earlier this week, but is now operating at its normal level.)

-- continued --

Hawaiian Electric Company, Inc. ¢« PO BOX 2750 » Honolulu, Hawaii 96840-0001 « Phone: (808) 543-5670
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HECO continues to ask Oahu customers to conserve
November 9, 2005
Page 2 of 2

Two other HECO units are also offline for repair work and scheduled maintenance. In
addition, another HECO generating unit was shutdown this weekend for emergency
maintenance. In summary, out of 19 units on the system, two are operating below
capacity and three are out of service entirely for various reasons.

“HECOQ is working to repair generating units as quickly as possible,” Dizon added. “We
would like to thank HPOWER for returning their unit to service as quickly as possible
and Hawaii businesses and residents for cutting back where they can. We’re not out of
the woods yet. The duration of this condition of tight reserve margins will depend on
how long the repairs take, which could be through the week or possibly longer.”

Residential customers can assist in conserving electricity. Turn off air conditioners,
other major appliances and lighting in unoccupied areas whenever possible. Minimize
cooking and delay hot showers, electric dishwashing and drying and use of washing
machines and electric dryers until after the peak demand period from 5 p.m. to 9 p.m.

on weekdays.
#HH

NOTE: Energy conservation tips from HECO's Live Energy Lite program are attached.



Exhibit C
Page 100of 11

HAWAIIAN ELECTRIC COMPANY’S TOP TEN ENERGY TIPS FOR OAHU

These Top Ten Tips include simple and low-cost ways that every consumer can use to
conserve energy and save money. Hawaiian Electric also strongly recommends solar
water heating for long-term conservation and savings. Please call 94-POWER for more
information on the HECO rebate and state tax credit for installing solar water heating.

Light with Compact Fluorescents
Changing just one 100-watt bulb to a CFL equivalent, based on four hours use per day,
can save 108 kilowatt hours (kWh) a year.

Use Fans instead of Air Conditioners
Two fans, rather than an 8,000 BTUH room air conditioner running four hours a day, will

save over 1,150 kWh.

Shorten Showers
Cutting just two minutes per shower could save up to 1,533 kWh per year.

Fix Leaky Faucets
A faucet leaking just one hot water drop per second uses 400 kWh per year.

Wash Clothes in Cold Water
Switching from Hot Wash/Warm Rinse to the Cold/Cold cycle on a standard, top-loading

washing machine for just two loads a week can save 225 kWh per year.

Eliminate Energy Sneakers (Phantom Load)

Use a power strip to conveniently turn off computers (after properly logging off),
monitors and printers as well as cellular phone, PDA and camera battery chargers when
not in use can save 50 kWh per year.

Air Dry Dishes
Letting dishes air dry instead of using heated drying on the average dishwasher saves
110 kWh per year.

No Peeking
Limiting how often and how long you open the refrigerator will save electricity and

protect the appliance. Also limit opening the oven while cooking or baking to save
electricity, protect the appliance and speed up cooking times too.

Install Motion/Occupancy Detectors indoors and out

Using a motion sensor for outdoor (and bathroom) lighting can save, for example,
reducing a single 150-watt outdoor flood light from six hours to one hour per night with
saves up to 270 kWh.

Use Energy Star Appliances

When replacing or adding appliances, look for the Energy Star symbol on refrigerators,
ovens and dishwashers, as well as DVD and VCR players, televisions and home office
equipment. Visit www.EnergyStar.org to learn more.

Hawaiian Electric Company, Inc. « PO BOX 2750 « Honolulu, Hawaii 96840-0001 ¢ Phone: (808) 543-5670
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Save $3 on your electric bill with EnergyScout program

To assist in controlling the peak demand for electricity on Oahu, consider allowing
HECO to install a free EnergyScout device on your electric water heater. This allows
HECO to briefly turn off your water heater in case of a system emergency, though most
people will not even notice it. In return for your participation in the program, HECO will
take a $3 per month off your electric bill, even if we do not have to turn off your water
heater.




