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Docket No. 05-0069 
Department of Defense ("DODn) Responses to 

Hawaiian Electric Company, Inc.'s Information Requests 

Question No. HECO/DOD-FSOP-IR-101: 

Ref: DOD FSOP, page 4. "Regulated electric utilities have an obligation to provide safe, 
reliable and adequate service at the lowest reasonable overall cost." 

a. Would the DOD agree that utilities also have obligations beyond providing services at the 
lowest reasonable cost, such as advancing RPS and Energy Efficiency? 

b. Does the DOD agree that under current rate mahng practices, a future plan which promotes 
aggressive energy efficiency programs and other demand-side alternatives without the 
existence of a shareholder incentive could be less profitable to pursue to the utility than a 
future plan that only promotes traditional supply-side options? 

c. If answer to part "b." above is yes, how should a utility be compensated for pursuing these 
other objectives, which under current rate making policies may not be the most profitable 
for the utility? 

Response: 

a. DOD would agree that utilities have, as part of their overall public service obligation, the 
obligation to consider appropriate amounts of RPS and energy efficiency programs, 
consistent with the planning process. For example, increasing the diversity of resources 
available for supply may be an explicit component of prudent resource planning and 
consistent with the goal of providing safe, reliable and adequate service at the lowest 
reasonable overall cost. To the extent that there are imposed requirements above and 
beyond what a utility would undertake consistent with this obligation (i.e., mandates), then 
the utility also has an obligation to consider those mandates. 

b. DOD would agree that this could be an outcome. However, it is also important to recognize 
that if DSM activities replace supply-side expansions, the utility's need to raise capital in 
large quantities will be reduced, the risk it places on shareholders with earnings pressure 
will be decreased and the utility also will have, under DSM programs, a more timely way to 
recover the DSM program costs than would be the case for typical supply-side alternatives. 

c. As expressed in DOD's FSOP, utilities should be compensated for undertaking these 
reasonable and prudent courses of action in the same way that the utility is compensated for 
undertaking other activities. There is no basis to single out DSM programs and provide 
special "incentives" to the utility. 
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Question No. HECO/DOD-FSOP-IR-102: 

Ref: DOD FSOP, page 6. 

a. For a market structure whereby a third party administers DSM programs, what level of 
compensation (i.e., profits) does the DOD maintain is the appropriate level in order to 
encourage the pursuit of the successful implementation of cost-effective DSM programs? 

b. What mechanism would the DOD propose for the compensation of the third party 
administrator of DSM programs (e.g., shared saving mechanism or a mark-up on program 
costs)? 

Response: 

a. DOD believes that the appropriate level of compensation would depend upon the nature of 
the third-party entity. To the extent that a third-party is involved, DOD would recommend 
that the third-party present evidence to the Commission in a hearing context, setting forth 
its perceived cost of capital and other elements of cost. The Commission would then make 
the decision as to the appropriate level of compensation for the third-party. 

b. DOD would not support a "mark-up" approach, but could support some form of shared 
savings mechanism if appropriately structured. 

Question No. HECOIDOD-FSOP-IR-103: 

Ref: DOD FSOP, Dage 9, Footnote 6. Please provide a copy of the referenced Docket Nos. 
UE-950618. 

Response: 

A copy of the decision is attached. 

Question No. HECO/DOD-FSOP-IR-104: 

Ref: Decouvling. In RMI's FSOP (see pages 24-35 and Exhibit B), RMI is proposing a 
decoupling mechanism to decouple utility earnings from fluctuations in utility sales volumes. 

a. Does the DOD support M I ' S  proposed decoupling mechanism? 

b. If the answer to part "a." above is yes, does the DOD believe that M I ' S  decoupling 
mechanism proposal has been presented in sufficient detail to provide the Commission with 
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adequate information to approve RMI's proposed decoupling mechanism in the subject 
Energy Efficiency Docket? 

c. If the answer to part "a." above is no, does the DOD believe that decoupling should be 
further investigated by the Commission, and if so does the DOD have a recommended 
venue to conduct such an investigation (e.g., in the Act 95 proceeding, in HECO's next 
general rate case, or in a generic proceeding)? 

Response: 

a. No, the DOD does not support decoupling. 

b. Not applicable. 

c. As more fully explained beginning at page 7 in our FSOP, DOD does not find merit to the 
decoupling approach and would not support continued investigations. 

Disassociating revenues from sales volumes effectively shifts the risk of changes in 
economic conditions, variations in weather patterns and all other factors that affect sales 
away from the electric utility to the customer. With these risks being borne by the 
customer, the motivation for the utility to accommodate the needs of the customer is 
diminished because there is no impact of reduced sales on the utility's bottom line. 

It also should be noted that experience with decoupling has been limited and, for the most 
part, bad. The state of Maine adopted a decoupling mechanism in 1991, focused on 
C< revenue per customer." Shortly after the mechanism was implemented, there was an 
economic downturn which significantly reduced sales, caused significant deferrals of costs 
and ultimately higher rates. The program was cancelled after two years. The Washington 
Utilities and Transportation Commission adopted a mechanism for Puget Power in October 
of 1991. This program was called the PRAM, a combination of decoupling and a cost 
adjustment mechanism. The experience here was also bad. It resulted in significant 
deferrals and rate increases for customers, and was cancelled in 1995. The Commission 
terminated the mechanism, noting the conclusion of the collaborative that was established 
to study the mechanism, that this mechanism did not provide clear incentives for the utility 
to manage power costs or to acquire conservation and other resources at the lowest cost. 

Ouestion No. HECOIDOD-FSOP-IR-105: 

Ref: Load Management Programs. Does the DOD support utility administration of load 
management programs? 
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Response: 

At the present time, DOD maintains that the utility should continue to administer load 
management programs. DOD would be willing to consider third-party load management 
programs, but is not asserting a position in favor of such a structure at this time. 
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