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Hawaiian Electric Company, Inc.

Docket No. 2006-0386
Application for Approval of Rate Increases and
Revised Rate Schedules and Rules

DIRECT TESTIMONIES AND EXHIBIT SPONSORSHIP LIST

HECO T-1 R. A. Alm
TESTIMONY Introductory Statement
HECO-100 Educational Background and Experience |
HECO-101 Application v
HECO-102 Balance Sheet (Unaudited) As of September 30, 2006
Statement of Income (Unaudited) For the Nine Months Ended
September 30, 2006
Statement of Retained Earnings (Unaudited) For the Nine Months Ended
September 30, 2006
HECO-103 Details of Outstanding Issues of Preferred Stock, Hybrid Securities
and Other Long-term Debt for Incorporation by Reference as of
September 30, 2006
HECO-104 Notice of Annual Meeting to be held May 2, 2006 and Proxy Statement
HECO-105 Rate Schedules — Present
HECO-106 Rate Schedules — Proposed
HECO-107 Table of Contents, Revised Sheet No. 2 and HECO Present Rule No. 4
HECO-108 Table of Contents, Proposed Revised Sheet No. 2 and HECO Proposed
Rule No. 4
HECO-109 HECO Present Rule No. 7
HECO-110 HECO Proposed Rule No. 7
HECO-111 Test Year 2007, Summary of Revenues at Present and Proposed Rates
HECO-112 Test Year 2007, Summary of Revenues at Current Effective and Proposed
Rates
HECO-113 Base Case Test Year 2007, Results of Operations at Present Rates
HECO-114 With IRP Cost Recovery Provision, Test Year 2007, Results of Operations

at Current Effective Rates
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HECO T-2 G. A. Willoughby

TESTIMONY Electricity Sales and Customer Forecasts

HECO-200 Educational Background and Experience

HECO-201 Test Year 2007 Sales and Customers

HECO-202 Forecast Assumptions

HECO-203 Residential Use Per Customer Forecast Model

HECO-204 Schedule R - Residential Service

HECO-205 Total Commercial

HECO-206 Commercial Sales Forecast Model

HECO-207 Schedule G — General Service

HECO-208 Schedule J — General Service Demand

HECO-209 Schedule H — Commercial Cooking, Air Conditioning, Heating, and
Refrigeration Service

HECO-210 Schedule P — Large Power Service

HECO-211 Schedule F — Street Lighting

HECO-212 Comparison of 2006 vs. 2005 November Y ear-To-Date - Recorded GWh
Sales

HECO-213 Comparison of 2005 Sales to Forecast

HECO T-3 P. C. Young

TESTIMONY Electric Revenues

HECO-300 Educational Background and Experience

HECO-301 Summary of Revenues at Present and Proposed Rates, Test Year 2007

Summary of Revenues at Current Effective and Proposed Rates, Test Year

2007

HECO-302 Total Operating Revenue Summary, Test Year 2007

HECO-303 Derivation of Rate Adjustment for Calculation of Electric Revenues at

Present Rates, Test Year 2007
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HECO T-4 R. H. Sakuda !
TESTIMONY Capacity Situation, Fuel Expense, Fuel-Related Expense, Generation
Efficiency, Fuel Inventory
HECO-400 Educational Background and Experience
HECO-401 Test Year 2007 Fuel Expenses
Test Year 2007 Fuel Expenses, Total Fuel Oil Expenses
HECO-402 Fuel Prices For 2007 Test Year — Weighted Average Fuel Prices
, (Confidential)
HECO-403 Test Year 2007 Generation
HECO-404 Derivation of Fuel Expense (Contract Fuel Prices)
Derivation of Fuel Expense (Including Trucking and Petrospect Costs)
HECO-405 Test Year Fuel Related Expenses
Derivation of Fuel Expense (Trucking Costs) !
Derivation of Fuel Expense (Petrospect Costs)
HECO-406 Test Year Fuel Efficiency
HECO-407 Historical Fuel Efficiency, 2001-2007
HECO-408 Test Year Fuel Oil Inventory
HECO-409 Derivation of Residual Fuel Oil Inventory
2007 Production Simulation — Mbtu Consumption, Net MWh
Generation
2007 Production Simulation — AES Hawaii, Inc.
2007 Production Simulation — Kalaeloa Partners
2007 Production Simulation — H-Power
2007 Production Simulation — Substation Distributed Generation
HECO-410 Low Sulfur Inventory — 2001-2005
HECO-411 Diesel Oil Inventory — 2001-2005
HECO-412 Derivation of Diesel Fuel QOil Inventory, Derived on Daily Consumption
Basis
HECO-413 Days of Full Load Consumption
HECO-414 Historical Fuel Inventory Compared With Test Year - Average

Monthly Inventory
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HECO T-5 D. S. W. Ching

TESTIMONY Purchased Power Expense

HECO-500 Educational Background and Experience

HECO-501 Total Purchased Power Expenses, Recorded 2005 and Test Year 2007
Estimate

HECO-502 Purchased Power Contracts with Independent Power Producers

HECO-503 Test Year 2007 Purchased Energy Forecast

HECO-504 Purchased Energy from Chevron and Tesoro from 2001 to 2005,
Annual kWh

HECO-505 Historical Purchased Power Production, Annual GWh

HECO-506 Test Year 2007 Firm Energy Expense

HECO-507 Test Year 2007 Firm Capacity Expense

HECO T-6 D. V. Giovanni

TESTIMONY Production O&M Expense, Production Inventory

HECO-600 Educational Background and Experience

HECO-601 Test Year 2007 Other Production O&M Expense

HECO-602 Test Year 2007 Other Production O&M Expense, Labor and Non-Labor

HECO-603 Test Year 2007 Production Material Inventory

HECO-604 Age of Generating Units as of 2006

HECO-605 Typical Daily Load Profile

HECO-606 Relationship of Spinning Reserve and Quick Load Pickup Capability to
Unit Capacity

HECO-607 HECO letter to the Commission dated October 20, 2006 regarding ‘“Report
on Review of HECO’s Power Supply Operations, Maintenance and
Outage Management Programs by EPRI Solutions, Inc.” (without the
attachments)

HECO-608 2007 Planned Maintenance Schedule, 02/14/06 rev.

HECO-609 2005 Planned vs. Actual Maintenance Schedule

HECO-610 2006 Planned vs. Actual Maintenance Schedule

HECO-611 2007 Planned Maintenance Schedule, 07/21/06 rev.

HECO-612 2007 Planned Maintenance Schedule, 11/21/06 rev.

HECO-613 VP-Power Supply Employee Count, 2004-2007

HECO-614 Power Supply Process Area, Filling of Vacancies in 2006 and 2007

HECO-615 HECO Splicer: Changes to the Power Supply Operations and Maintenance
organization, effective June 26, 2006

HECO-616 Production O&M - Operating Division, Overtime Hours, 2005-2007

HECO-617 O&M Department, Trades & Crafts Staffing, 1980-2007



INDEX
DOCKET NO. 2006-0386

PAGE 5 OF 17

HECO T-6 D. V. Giovanni (continued) '

HECO-618 Other Production Maintenance Non-Labor Expense, 2003 Actual vs. 2005
Test Year

HECO-619 Production O&M - Maintenance Division, Outside Services (Incl Others),
2005-2007 " ,

HECO-620 Production O&M - Maintenance Division, Overtime Hours, 2005-2007

HECO-621 Training Cost (O&M Direct and Clearing Costs) - ABM Activities
785-797 |

HECO-622 Other Production Operations Expense, 2001-2007

HECO-623 Other Production Maintenance Expense, 2001-2007

HECO-624 Other Production O&M Expense Budget Adjustments

HECO-625 Other Production O&M Expense Normalizations .

HECO-626 Other Production Operation Non-Labor Expense, 2005 Actual vs. Test
Year 2007 Estimate |

HECO-627 Other Production Operation Non-Labor Expense, Distribution Generation
& Dispatchable Standby Generator Expense, 2005 Actual vs. Test
Year 2007 Estimate

HECO-628 Other Production O&M Expense, DSG Regulatory Asset Amortization

HECO-629 Research and Development, Test Year 2007 Estimate

HECO-630 Other Production Maintenance Non-Labor Expense, 2005 Actual vs. Test
Year 2007 Estimate

HECO T-7 R.K.S. Y. Young

TESTIMONY Transmission and Distribution System, T&D Operation and

Maintenance Expense, T&D Materials Inventory

HECO-700 Educational Background and Experience

HECO-701 Total Transmission and Distribution O&M Expense, Test Year 2007

HECO-702 Transmission and Distribution O&M Expense, Test Year 2007

HECO-703 Transmission and Distribution Material Inventory, 2001-2007

HECO-704 HECO’s Power Delivery System

HECO-705 HECO’s 138kV Transmission System

HECO-706 HECO’s 46kV Sub-Transmission System

HECO-707 Transmission and Distribution O&M Expense, 2001-2007

HECO-708 Transmission O&M Expense, Test Year 2007

HECO-709 Transmission and Distribution O&M Expense, Labor and Non-Labor, Test
Year 2007

HECO-710 Transmission O&M Expense, 2001-2007

HECO-711 Distribution O&M Expense, Test Year 2007

HECO-712 Distribution O&M Expense, 2001-2007

HECO-713 Aging of 138kV Overhead Transmission Lines, 2000-2007

HECO-714 Aging of 138kV Underground Transmission Lines, 2000-2007
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HECO T-7 R. K. S. Y. Young (continued)
HECO-715 Aging of 138kV Transmission Transformers, 2000-2007
HECO-716 Aging of Distribution Substation Transformers, 2000-2007
HECO-717 Transmission and Distribution Utility Plant Year-End Totals, 2001-2007
HECO-718 System Average Interruption Frequency - SAIF, 1998-2005
HECO-719 Customer Average Interruption Duration - CAID, 1998-2005
HECO-720 System Average Interruption Duration - SAID, 1998-2005
HECO-721 Average Service Availability - ASA, 1998-2005
HECO-722 Transmission and Distribution System Reliability Industry Indices
HECO-723 SAIF and O&M Expenses, 1985-2005
HECO-724 Major Causes of Interruptions - SAIF, 1999-2006
HECO-725 Period Ending Staffing Levels, 2004-2007
HECO-726 Material Price Indices
HECO-727 2005 Correction of T&D O&M Expenses
HECO-728 Oahu Precipitation Data - Chart, 2000-2006
HECO-729 Oahu Precipitation Data - Map
HECO-730 HECO Vegetation Management Budget Increase Justification
HECO-731 Vegetation Management Program O&M Expense, 2000-2007
HECO-732 Vegetation Management Program O&M Expense- Outside Contractors vs.
In-House, 2000-2007
HECO-733 Transmission and Distribution O&M Expense, 2005-2007
HECO-734 2005 Transmission and Distribution O&M Expense
HECO-735 Transmission and Distribution O&M Expense, Labor and Non-Labor,
2005 Recorded vs. Test Year 2007
HECO-736 Transmission and Distribution O&M Programs, 2001-2007
HECO-737 Outage Management System (OMS) Project Costs
HECO-738 Description of C&M Programs
HECO T-8 D. S. Yamamoto
TESTIMONY Customer Accounts Expense, Customer Deposits, Interest on Customer
Deposits, Revenue Lag Days, Non-Sales Electric Utility Charges
HECO-800 Education Background and Experience
HECO-801 Customer Accounts Expense, 2001-2007
Customer Accounts Expense — Labor and Non-Labor, 2001-2007
HECO-802 Customer Deposits, Account 235.01
HECO-803 Interest on Customer Deposits, Account 431.05
HECO-804 Summary Recorded and Average Number of Employees, 2004-2007
HECO-805 Uncollectible Accounts Expense, Account 904, Test Year 2007
HECO-806 Bad Debt Percent Comparison
HECO-807 Non-Sales Electric Utility Charges
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HECO T-9 A. K. C. Hee !
TESTIMONY Customer Service Expense, Demand-Side Management Program Expense,
Integrated Resource Planning Expense, Energy Cost Adjustment
Clause

HECO-900 Educational Background and Experience

HECO-901 Customer Service Expense, 2007 Test Year ‘

HECO-902 Customer Service Expense, Test Year 2007, Forecast Adjustments

HECO-903 Test Year 2007 DSM Expenses

HECO-904 DSM Program Positions

HECO-905 DSM Program Expenses, 2007 Forecast Adjustment

HECO-906 Customer Assistance Expenses - Account 910, Incremental DSM Program
Expense by Expense Element

HECO-907 Customer Service Expense, PCEA Normalization \

HECO-908 Customer Service Expense, 2007 Test Year, Base DSM vs. Non-DSM
Expenses

HECO-909 Customer Service Expenses, 2001 to 2007

HECO-910 Non-DSM Customer Service Expenses, 2001 to 2007

HECO-911 Customer Assistance Expense - Account 910, Recorded 2005 and 2007
Expense Comparative

HECO-912 Customer Service Expenses - Account 910, Recorded 2005 and 2007
Expense Comparative

HECO-913 Test Year DSM Expense

HECO-914 Test Year DSM Program Expense

HECO-915 DSM Program Descriptions

HECO-916 Customer Assistance Expense - Account 910, Test Year DSM
Program Expense Variance with Actual 2005

HECO-917 Commercial & Industrial Direct Load Control Program - Base
Non-Labor Program Expenses - 2005 Actuals vs. 2007 Test Year
Budget

HECO-918 Residential Direct Load Control Program - Base Non-Labor Program
Expenses - 2005 Actuals vs. 2007 Test Year Budget

HECO-919 Cumulative DSM Program Impacts (Net of Free-riders) for DSM Measure
Implemented in 2006 and Thereafter

HECO-920 DSM Energy Impact - Test Year Sales vs. Program Year

HECO-921 Test Year 2007 DSM-Related Expense

HECO-922 Test Year DSM-Related Expenses, 2005 vs. 2007 Test Year

HECO-923 Act 240, Solar Water Heating Pay-as-You-Save

HECO-924 PAYS Program Cost Summary, 2007 Test Year Estimate

HECO-925 Total Base Integrated Resource Planning Costs, Test Year 2007

HECO-926 Base Integrated Resource Planning Costs — Labor/Overheads, Test Year
2007

HECO-927 Base Integrated Resource Planning Costs — Non-Labor Costs Only, Test

Year 2007
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HECO T-9 A. K. C. Hee (continued)
HECO-928 Integrated Resource Planning Non-Labor Cost Normalization
’ Adjustment

HECO-929 Total Base Integrated Resource Planning Costs — 2005 Actuals vs. 2007
Test Year

HECO-930 Customer Solutions Employee Count

HECO-931 2007 Test Year Energy Cost Adjustment Factors

HECO-932 Current Base Fuel Energy Charge and Fixed Efficiency Factor (or

' Sales Heat Rate)

HECO-933 Energy Cost Adjustment Revenue

HECO-934 Energy Cost Adjustment Filing — Present Rates

HECO-935 Comparison of Present Rates and Proposed Rates - Composite Cost of
Generation - Central Station, 2007 Test Year

HECO-936 Energy Cost Adjustment Filing — Proposed Rates

HECO-937 Weighted Composite Generation Cost Calculations - Central Station and
Other, 2007 Test Year

HECO-938 Illustration of Proposed Weighted Composite Generation Cost in the
ECAC Calculations Mechanism, 2007 Test Year

Illustration of a Month with the Proposed Weighted Generation Efficiency

Factor & DG Component

HECO T-10 P. H. Nanbu

TESTIMONY Administrative & General Expense, Budget Process, Accounting for
Computer Software Development Costs, Abandoned Capital Project
Costs, Unamortized Gain on Sale of Land, Iolani Court Plaza Lease
Premium, Accounting for Pensions and Postretirement Benefits Other
than Pensions, General Accounting Department Staffing

HECO-1000 Education Background and Experience

HECO-1001 Administrative & General O&M Expense, 2007 Test Year

HECO-1002 Administrative and General Expenses, Recorded 2001-2005, Budget
2006-2007, Test Year 2007

HECO-1003 Brief Description of Administrative Activities by Organization

HECO-1004 Performance Incentive Compensation, Recorded 2001-2005, Budget 2006-
2007

HECO-1005 Effect of General Pay Increase, Relative Wage Rates

HECO-1006 A/C 920 - A&G Salaries

HECO-1007 HEI Billings to HECO, Test Year 2007

HECO-1008 HEI/HECO Service Agreements

HECO-1009 HECO Billings to HEI, Test Year 2007

HECO-1010 Administrative Expenses Transferred Calculation (Account 922), Test

Year 2007
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HECO T-10 P. H. Nanbu (continued) |
HECO-1011 Non-Labor On-Cost Report, Test Year 2007
HECO-1012 Employee Benefits Transfer Calculation (Account 926020), Test Year
2007
HECO-1013 Standard Labor Rates + True-up Illustration
HECO-1014 True-up By Account Group, by NARUC, 2001-2005 Recorded
HECO-1015 Operations & Maintenance Non-Labor Costs, Use of General Inflator,
Test Year 2007 ' |
HECO-1016 Accounting for the Costs of Computer Software Developed or Obtained
for Internal Use, Updated as of April 1, 2006
HECO-1017 Unamortized System Development Costs
HECO-1018 Accounting for Capital Project Costs, As of October 1, 2000
HECO-1019 Abandoned Projects Cost, 2001-2005 Recorded
HECO-1020 Unamortized Gain on Sales of Land |
HECO-1021 Pension Regulatory Asset and Pension Liability Balances, 2006-2007
Prepaid Pension Asset Balances, 1987-2007
HECO-1022 SFAFS 106 and SFAS 158 OPEB Regulatory Asset Balances, OPEB
Liability Balances, 2006-2007
SFAS 106 OPEB Regulatory Asset, 1994-2007
OPEB Liability Balances, 1994-2007
HECO T-11 R. R. Harris
TESTIMONY Insurance as included in Administrative and General Expenses
HECO-1100 Educational Background and Experience
HECO-1101 Combined Insurance Premium, Absorbed Losses, Non-Labor Expenses
and Labor and Related Expenses
Non-Labor Insurance Premiums and Related Expenses
Non-Labor Absorbed Losses and Expenses
Other Non-Labor Expenses
Labor and Related Expenses
Safety Program Expenses
HECO-1102 Property/Boiler Machinery Insurance — Absorbed Losses, Budget
Forecast for 2007-2008, as of June 2, 2006
HECO-1103 Account 925, Workers’ Compensation Claims Estimate
HECO-1104 Liability Insurance — Absorbed Losses, Budget Forecast for
\ 2007-2008
HECO-1105 Workers” Compensation Special Fund Assessment
HECO-1106 Insurance Broker Letter to HECO dated August 30, 2006
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HECO T-12 J. K. Price
TESTIMONY A&G Expenses, Employee Benefits
HECO-1200 Educational Background and Experience
HECO-1201 Administrative and General Expenses - Employee Benefits, 2001-2007
HECO-1202 2006 NPPC — Components, Pension
2007 Estimated NPPC — Components, Pension
HECO-1203 Pension and OPEB Costs, 1987-2007
HECO-1204 Pension Plans, From Proxy Statement for 2006 Annual Stockholders
Meeting, Hawaiian Electric Industries, Inc.
HECO-1205 2006 NPBC - Components, OPEB
2007 Estimated NPBC — Components, OPEB
HECO-1206 Calculation of Long-Term Disability, 2007
HECO-1207 HEI’s Proposal Acceptance Letter to MetLife dated August 29, 2006
HECO-1208 Administrative & General Expenses, Employee Benefits,
Increase/Decrease by Activity Equal to or Greater than $200,000 and
10%
HECO-1209 Projected FlexPlan & Premium Expense, 2007
HECO-1210 FlexPlan Premiums and Prices, 2007
HECO-1211 Calculation of Medical Expense, 2007
HECO-1212 Calculation of Dental Expense, 2007
HECO-1213 Calculation of Vision Expense, 2007
HECO-1214 Letter from HMSA to HECO dated August 17, 2006
HECO-1215 Letter from HDS to HECO dated July 18, 2006
HECO-1216 Letter from VSP to HECO dated August 28, 2006
HECO-1217 Calculation of Group Life Insurance — Basic, 2007
Calculation of Group Life Insurance — Supplemental, 2007
Calculation of Group Life Insurance — Supplemental for $50,000
Coverage, 2007
Calculation of Dependent Life Insurance, 2007
Calculation of Accidental Death and Dismemberment, 2007
HECO-1218 HECQ’s Portion of Total (All Years) Cost for HR Suite Project, By Cost
Type, Phase & Stage
HECO’s Portion of 2007 Cost for HR Suite Project, By Cost Type, Phase
& Stage
HECO-1219 HR Suite Project, Test Year 2007
HECO-1220 Hookina Awards Program, Test Year 2007
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B. K. Tamashiro !

HECO T-13
TESTIMONY Miscellaneous Administrative and General Expenses, Depreciation
Expense and Accumulated Depreciation, Miscellaneous Other
Operating Revenues
HECO-1300 Educational Background and Experience
HECO-1301 Miscellaneous Administrative and General Expenses, Test Year 2007
HECO-1302 Miscellaneous Administrative and General Expenses, 2002 to
Test Year 2007
HECO-1303 Account 928 — Regulatory Commission Expenses, Test Year 2007
HECO-1304 Account 9302 — Miscellaneous General Expenses, Test Year 2007
Research and Development (R&D) Expenses, Test Year 2007
Community Service Activities, Test Year 2007
Company Membership Expenses, Test Year 2007 !
EEI Dues, Test Year 2007
Ellipse Maintenance Fees, Test Year 2007
Allocation of Ellipse Software Maintenance Fees, Test Year 2007
HECO-1305 Account 931 — Rent Expense, Test Year 2007
HECO-1306 Account 932 — Maintenance of General Plant, Test Year 2007
HECO-1307 Miscellaneous General Expenses Variances by Account (Over
$200,000 and 10%), Recorded 2005 and Test Year 2007 Estimate
HECO-1308 Depreciation and Amortization Expense for Years 2002-2007
HECO-1309 Accumulated Depreciation for Years 2002-2007
HECO-1310 Depreciation and Amortization Accrual, 2006-2007
HECO-1311 Summary of Plant Balances, Accumulated Depreciation and Annual
Depreciation and Amortization Accruals, 2002-2007
HECO-1312 Miscellaneous Other Operating Revenues, Test Year 2007
HECO T-14 F. E. Chiogioji
TESTIMONY Employee Count
HECO-1400 Educational Background and Experience
HECO-1401 Test Year 2007 Witness List
HECO-1402 Actual Employee Count as of 9/30/06
HECO-1403 Summary Recorded and Average Number of Employees, 2004-2007
HECO-1404 Hiring Process Overview
HECO-1405 Filling Eight Lineman Vacancies
HECO-1406 Programs to Accelerate Hiring
HECO-1407 Vacant Positions as of September 30, 2006
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HECO T-15 L. K. Okada
TESTIMONY Taxes Other Than Income Taxes, Income Tax Expense, Unamortized
Net SFAS 109 Regulatory Asset, Unamortized Investment Tax
Credits, Accumulated Deferred Income Taxes, Recent Tax Developments
HECO-1500 Educational Background and Experience
HECO-1501 Taxes Other Than Income Taxes Charged To Operations, Test Year 2007
HECO-1502 Computation of Income Tax Expense, Test Year 2007
HECO-1503 Federal Investment Tax Credit for the Years 2002-2007
HECO-1504 State Capital Goods Excise Tax Credit for the Years 2002-2007
HECO-1505 Summary of Deferred Income Tax Liability Balances for Rate Base
Purposes — Federal and State, 2003-2005
HECO-1506 SFAS 109 Reconciliation, Regulatory Assets and Liabilities, 2003 2007
HECO-1507 Reconciliation of SFAS 109 Regulatory Assets/Liabilities and Deferred
Taxes, 2005-2007
HECO-1508 Estimated Increase in General Excise Tax, Test Year 2007
Direct Non-Labor by Expense Element, Test Year 2007
Information System Department Non-Labor Costs, Test Year 2007
HECO T-16 K. T. Morikami
TESTIMONY Plant Additions, Underground Cost-Sharing, Property Held for Future
Use, Contributions in Aid of Construction, and Customer Advances
HECO-1600 Educational Background and Experience
HECO-1601 Plant Additions, 2006-2007
HECO-1602 Plant Additions, 1999-2005
HECO-1603 Projects Approved by the Public Utilities Commission Included in
2006 and 2007 Plant Additions ~
HECO-1604 HECQO’s Policy on Underground Lines, May 2006
HECO-1605 Underground Cost Sharing Policy Projects Included in Plant in
Service as of Test Year 2007
HECO-1606 Property Held for Future Use, 2006-2007
HECO-1607 Kalaeloa-Barbers Point Harbor Pipeline Cost/Benefit Study
HECO-1608 Contributions in Aid of Construction, 2006-2007

HECO-1609

Customer Advances, 2006-2007
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HECO T-17 G. T. Ohashi

TESTIMONY Rate Base

HECO-1700 Educational Background and Experience
HECO-1701 2007 Average Rate Base

HECO-1701(a) 2007 Average Rate Base (Current Effective Rates)
HECO-1702 Net Cost of Plant in Service

HECO-1703 Materials & Supplies Inventory, 2006-2007
HECO-1704 Unamortized DSG Regulatory Asset

HECO-1705 Unamortized Contributions in Aid of Construction
HECO-1706 Working Cash Items, 2007

HECO-1706(a)

Working Cash Items, 2007 (Current Effective Rates)

HECO T-18 R. A. Morin
TESTIMONY Rate of Return on Common Equity
HECO-1800 Resume of Roger A. Morin (Fall 2004)
HECO-1801 Integrated Electric Utilities, BETA Estimates
Moody’s Electric Utilities, BETA Estimates
HECO-1802 Moody’s Electric Utility Common Stock Over Long-Term Treasury
Bonds, Annual Long-Term Risk Premium Analysis, 1931-2005
HECO-1803 Electric Utilities Historical Growth Rates
HECO-1804 Investment-Grade Integrated Electric Utilities DCF Analysis: Value Line
Growth Projections
HECO-1805 Integrated Electric Utilities DCF Analysis: Analysts’ Growth Forecasts
Investment-Grade Combination Gas & Electric Utilities DCF Analysis:
Analysts’ Growth Forecasts
HECO-1806 Moody’s Electric Utilities DCF Analysis: Value Line Growth
HECO-1807 Moody’s Electric Utilities DCF Analysis: Analysts’ Growth Forecasts
HECO-1808 CAPM, Empirical CAPM

HECO-1809

Flotation Cost Allowance
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HECO T-19 T.S.Y. Sekimura
TESTIMONY Rate of Return on Rate Base
HECO-1900 Educational Background and Experience
HECO-1901 Composite Embedded Cost of Capital, Test Year 2007 Average
HECO-1902 Short-Term Borrowings, Test Year 2007 Average
HECO-1903 Embedded Cost of Long-Term Debt, Test Year 2007 Average
HECO-1904 Embedded Cost of Hybrid Securities, Test Year 2007 Average
HECO-1905 Embedded Cost of Preferred Stock, Test Year 2007 Average
HECO-1906 Common Equity, Test Year 2007 Average
HECO-1907 Sources and Applications of Funds, 2005-2007
HECO-1908 Standard & Poor’s: Assessing U.S. Vertically Integrated Utilities’
Business Risk Drivers, dated September 14, 2006
HECO-1909 Forward Looking Statements |
HECO-1910 Standard & Poor’s: Hawaiian Electric Company, Inc., dated
November 22, 2006
HECO-1911 Standard & Poor’s: Industry Report Card: U.S. Utility Second-Quarter
Upgrade Surge is Strongest in Years, dated July 10, 2006
HECO-1912 Standard & Poor’s: No Major Shifts in U.S. Utilities’ Pension Funding
Status, dated June 12, 2006
HECO-1913 Financial Ratios
HECO-1914 Standard & Poor’s: Hawaiian Electric Company, Inc., dated
May 31, 2006
HECO-1915 Standard & Poor’s: Request for Comments: Imputing Debt to Purchased
Power Obligations, dated November 1, 2006
HECO-1916 Affidavit of William E. Avera, PH.D., CFA
HECO-1917 Savings from Revenue Bonds
HECO T-20 P. C. Young
TESTIMONY Cost-of-Service Study and Rate Design
HECO-2001 Summary of Class Revenue Requirements and Class Rates of Return at
Present Rates and at Proposed Rates
Summary of Class Revenue Requirements and Class Rates of Return at
Current Effective Rates and at Proposed Rates
HECO-2002 Summary of Class Rates of Return on Rate Base at Present Rates
Summary of Class Rates of Return on Rate Base at Current Effective
Rates
Summary of Class Rates of Return on Rate Base at Proposed Rates
HECO-2003 Proposed Allocation of Rate Increase by Rate Class from Present Rates

Proposed Allocation of Rate Increase by Rate Class from Current
Effective Rates
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P. C. Young (continued)

HECO-2004

HECO-2005

HECO-2006
HECO-2007
HECO-2008
HECO-2009

HECO-2010
HECO-2011
HECO-2012
HECO-2013
HECO-2014

HECO-2015
HECO-2016

HECO-2017

Allocation of Rate Increase Based on Equal Class ROR from Current
Effective Rates

Allocation of Rate Increase Based on Equal Class ROR fro Present Rates

Comparison of Class Revenue Requirements at Present Rates, at Proposed
Rates$ and at Equal Rates of Return

Comparison of Class Reveniue Requirements at Present Rates, at Current
Effective Rates and at Equal Rates of Return "

Summary of Cost Components by Rate Class at Proposed Rates

Summary of Unit Cost Components by Rate Class at Proposed Rates

Summary of Cost Components by Rate Class at Equal Rates of Return

Summary of Unit Cost Components by Rate Class at Equal Rates of
Return '

Summary of Allocation Factors i

Energy Loss Analysis by Rate Class

Comparison Between Unit Embedded Costs and Unit Marginal Costs by
Function

Marginal Cost Study, Marginal Energy Costs by Time-of-Use Rating
Period

Determination of Base Fuel Energy Charge

Distribution of Customers and kWh in Proposed Usage Tiers

Schedule R - Residential Service, Estimate of Test Year Revenues

Schedule G - General Service Non-Demand, Estimate of Test Year
Revenues

Schedule J — General Service Demand, Estimate of Test Year Revenues

Schedule H — Commercial Cooking, Heating, Air Conditioning and
Refrigeration Service, Estimate of Test Year Revenues

Schedule PS - Large Power Secondary Voltage Service, Estimate of Test
Year Revenues

Schedule PP — Large Power Primary Voltage Service, Estimate of Test
Year Revenues :

Schedule PT - Large Power Transmission Voltage Service, Estimate of
Test Year Revenues

Schedule F — Public Street Lighting Service, Highway Lighting, and Park
& Playground Floodlighting, Estimate of Test Year Revenues

Schedule R, Single-Phase Service, Bill Comparisons Under Present Rates
and Proposed Rates

Schedule R, Three-Phase Service, Bill Comparisons Under Present Rates
and Proposed Rates

Schedule G, Single-Phase Service, Bill Comparisons Under Present Rates
and Proposed Rates

Schedule G, Three-Phase Service, Bill Comparisons Under Present Rates
and Proposed Rates

Schedule J, Single-Phase Service, Bill Comparisons Under Present Rates
and Proposed Rates
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HECO T-20 P. Young (continued)
HECO-2017 Schedule J, Three-Phase Service, Bill Comparisons Under Present Rates
(continued) and Proposed Rates :
Schedule H, Single-Phase Service, Bill Comparisons Under Present Rates -
and Proposed Rates
Schedule H, Three-Phase Service, Bill Comparisons Under Present Rates
and Proposed Rates
Schedule PS, Bill Comparisons Under Present Rates and Proposed Rates
Schedule PP, Bill Comparisons Under Present Rates and Proposed Rates
Schedule PT, Bill Comparisons Under Present Rates and Proposed Rates
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INTRODUCTION

Please state your name and business address.

My name is Robert A. Alm and my business address is 900 Richards Street,
Honolulu, Hawaii.

By whom are you employed and in what capacity?
I 'am the Senior Vice President of Public Affairs at Hawaiian Electric Company,
Inc. (“HECO”). HECO-100 provides my educational background and experience.
What are your areas of responsibility in this testimony?
In this testimony, I will:

1) describe HECO’s request in its application in this docket,

2) briefly summarize why there is a need for rate relief,

3) discuss certain policy matters related to this case, and

4) provide certain background information on the justification for the requested

rate relief.

Please provide your introduction to this rate case.

Rate cases are never easy to file. Disrupting our customers, even a little, is never
our goal. We do, however, have obligations that we must meet, even if we cause
some level of customer concern. Not to adhere to our obligations is unacceptable.

First and foremost is our obligation to serve. The public expects electrical
service consistently and with quality. This may not be the most popular activity
but it is our core activity and most of the increases sought are to recover costs
incurred to maintain and improve our basic electrical service.
Second, we are also building a wider array of options into our system and in

this case these include:

e Providing a direct financial incentive for those who use less electricity. We
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want and need to reward those who conserve electricity.

Providing for a more distributed system of generation with smaller units in
our system. I will discuss this in more detail below.

Providing for a continuation of our programs to help our customers save
money by operating more efficiently.

Paralleling this case but not directly tied to it are our other pending cases

and work which provide for:

1.

The biofueling of our proposed new generating unit in Campbell Industrial
Park.

Our continuing work to site a wind farm in Kahuku.

Our work with the City and County of Honolulu on its rebid of the H-Power
contract with one clear goal being to increase the level of energy (all
renewables) that this plant gives us.

Our testing of biofuels in our other units with the goal of biofueling the rest
of the Oahu system to the greatest degree possible.

We are in a new day at Hawaiian Electric. It requires us to do two things

well, one is to keep the current system providing reliable power to businesses and

residences alike and two is to transition the system to one that focuses on

conservation, efficiency, renewable energy, and distributed systems. Both are

critical, both require support, and we will deliver, on both.

Why is it important for the Company to invest in facilities and expend sufficient

amounts to maintain reliability of its electrical system?

We are currently living in a state with a robust economy and an ever growing

population. However, our State government as well the City, are faced with a

number of challenges in managing this growth. An aging infrastructure system
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(sewer, water, roads, highways, dams) is on the top of their list. We are no
different.

As the sole provider of electricity for Oahu, we have an ongoing
commitment and responsibility to invest in and maintain our electric system. Our
infrastructure is critical to provide the service our customers expect and deserve.
“No action” would pose a major risk to the electrical system and ultimately to our
customers.

In the business we are in, we literally affect the lives of every single person
on this island. We all sometimes take it for granted, but every moment of every
day we depend on reliable electric service in our homes and at our place of
business. Getting ready for work, from making a cup of coffee or breakfast in the
morning to catching an elevator to getting to your workplace, all requires use of
electricity.

Reliability of our electric system is also key to the day to day functioning of
our public safety and security of our State and City and in emergencies.
Reliability is also critical to Oahu’s economy. Thriving industries such as
tourism, construction, film, and biotech are relying on us to provide the electricity
that they need in order to do business here in Hawaii.

RATE RELIEF REQUESTED

What are HECO’s current effective rates and charges?

HECO's current effective rates are the result of our existing “base” rates, plus the
interim rate increase approved in HECO’s pending 2005 test year rate case,
Docket No. 04-0113. HECO’s existing base rates are the result of the
Commission's Final Decision and Order (“D&0O”) No. 14412 issued December 11,
1995, in HECO’s 1995 test year rate case (Docket No. 7766), and D&O No. 20292



O 00 N N L AW e

N N N N = e e e e e e e ek e
8A$NHO\DOO\]O\MAWNHO

HECO T-1
DOCKET NO. 2006-0386
PAGE 4 OF 42

issued July 1, 2003 and Order No. 20310 issued July 9, 2003, in Docket No. 03-
0126, which implemented a temporary rate reduction made possible as a result of a
capacity charge reduction due to the amendment of HECO’s power purchase
agreement with AES Hawaii, Inc. The impact of the capacity charge reduction
was included in HECO’s revenue requirements for the 2005 test year in Docket
No. 04-0113, and the temporary rate reduction will be discontinued when new
rates are set in that rate case. In addition, the current effective rates include the
surcharges resulting from the interim rate increase approved by the Commission in
Interim Decision and Order No. 22050 issued September 27, 2005, in Docket

No. 04-0113. As of the date of this filing, the final decision and order for Docket
No. 04-0113 is pending. Upon issuance of the final decision and order in that
proceeding, HECO will terminate the interim rate increase surcharges and
implement revised rates in accordance with the Commission’s decision and order.
What rate increase is HECO requesting in this rate case?

HECO is requesting a revenue increase of $99,556,000 (based on August 1, 2006
fuel oil prices), or 7.1%, over revenues at current effective rates for a normalized
2007 test year.

What would the revenue increase be if revenues from the interim rate increase
surcharges were excluded from the rate relief calculation?

If the interim rate increase surcharges are excluded from the Company’s revenues
(i.e., revenues at “present” rates), the revenue increase would be $151,505,000.
What would be a fair and reasonable rate of return on common equity to
determine HECO’s revenue requirements in this docket?

Based on the comprehensive analysis and opinion of Dr. Roger Morin, Professor

of Finance at the College of Business, Georgia State University, the expert witness
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retained by HECO to advise it on this matter, a fair and reasonable return on

common equity for HECO for the 2007 test year would be 11.25%.

Please explain any major exclusions from this rate case.

The revenue requirements in this rate case exclude incremental demand-side

management (“DSM”) costs that HECO currently recovers through the DSM

component (“DSM surcharge”) of the Integrated Resource Planning (“IRP”) Cost

Recovery Provision. HECO has excluded DSM surcharge revenues and the

associated costs from the 2006 test year because Docket No. 05-0069 (the Energy

Efficiency proceeding) is currently in progress and is addressing a number of

policy issues with respect to DSM programs in the state, including on the island of

Oahu. The issues include what the cost recovery mechanism for DSM programs

should be (e.g., whether the costs should be recovered through base rates or a

separate surcharge). Because of this, HECO has excluded from its 2007 test year

revenue requirements the incremental DSM costs currently recovered through the

DSM surcharge. Because the DSM costs recovered through the surcharge are

excluded, the DSM surcharge revenues are also removed from the case.

How is HECO requesting that the increase be granted?

HECO requests that the general increase and revisions to its rate schedules and
rules be granted in two steps:

1) An Interim Rate Increase equal to an increase in rates to which the
Commission believes HECO is “probably entitled” based on the evidentiary
record before it, in accordance with Hawaii Revised Statutes (“H.R.S.”)
Section 269-16(d). HECO will determine the amount that it is requesting as
an interim increase at the close of the evidentiary hearing, based on the

evidence before the Commission.
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2) A Final Increase when the Commission issues its final decision and order to
provide for the amount of the total requested revenue increase not included in
the Interim Rate Increase.

HECO requests that the rate design changes requested in the Application, and

described in HECO T-20, be implemented when the Final Increase is

implemented.

When does HECO anticipate that an Interim Rate Increase would be granted in

this proceeding?

Based on the processing of prior rate cases, HECO is targeting completion of the

evidentiary hearing in the fourth quarter of 2007. HECO requests an Interim Rate

Increase as soon as practicable after the evidentiary hearing is held in this

proceeding. HECO’s Results of Operations show that HECO has a need for a rate

increase at the beginning of the 2007 test year. Therefore, HECO requests an
expedited processing of this docket, such that the evidentiary hearing is completed
and an interim order is rendered as soon as practicable.

If the Commission were to grant an Interim Rate Increase in the fourth quarter of

2007, will HECO be in a position to earn the return found to be reasonable by the

Commission?

No. In 2007, HECO will not have a realistic opportunity to earn the return found

to be reasonable by the Commission, because by the time the hearings are held,

the year will be near its conclusion. Under the test year concept, the amount of
the rate increase approved by the Commission in a general rate case, which uses
an average rate base, generally is the increase in revenues necessary at the

beginning of the test year. Unless a rate increase is effective at the beginning of a

test year, the utility will not have an opportunity to earn the fair rate of return on
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rate base determined to be fair and reasonable by the Commission, based on the

estimated results of operations for the normalized test year. If the rate increase is

received later in the test year, the amount of the rate relief actually received in the

test year will be proportionately lower than that determined to be necessary.

What does Section 269-16(d) provide with respect to the timing of an interim

increase?

Section 269-16(d) contemplates that the Commission “shall make every effort to

complete its deliberations and issue its decision as expeditiously as possible and

before nine months from the date the public utility filed its completed application

... " If the Commission has not issued a final decision on a public utility’s rate

application within the nine-month period, the Commission “shall render an interim

decision” within one month after the expiration of the nine-month period. The

Commission may postpone its interim rate decision 30 days if the Commission

considers the evidentiary hearing incomplete. Thus, Section 269-16(d)

contemplates that:

1) the normal time to complete the evidentiary hearing and to issue a final
decision in a rate case will be nine months or less,

2) an interim decision normally must be issued within ten months if a final
decision is not issued within nine months, and

3) an interim decision must be issued within 11 months even if the evidentiary
hearing takes more than 10 months to complete.

Can the Commission render an interim decision and grant an interim rate increase

prior to expiration of the nine-month period?

Yes. The Commission issued Interim Decision and Order No. 13431 (“Interim

D&O 13431”) on August 8, 1994 in Docket No. 7764, Hawaii Electric Light
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Company, Inc.’s (“HELCO”) 1994 test year rate case, just over eight months after
the filing of HELCO’s completed application on November 30, 1993. In Interim
D&O 13431, the Commission found that:

“HELCO filed its application in this docket on November 30,
1993. Thus, the nine-month period in this proceeding will expire on
August 31, 1994. Although this period has not yet expired, the
commission will now issue an interim decision, since the parties
agree that, based on the record adduced at the evidentiary hearing
held on July 26 and 29, 1994, it is probable that HELCO is entitled
to some rate relief and it is unlikely that the commission will be able
to complete its deliberations or issue a final decision and order in
this proceeding by August 31, 1994. Further, the test year in this
rate proceeding is calendar year 1994. Seven months of the test year
have already expired. Unless interim rate relief is granted now,
HELCO will not secure the degree of benefit that it would otherwise
derive from any rate relief the commission may ultimately grant.

The commission does not read HRS §269-16(d) as
prohibiting the issuance of interim relief prior to the expiration of the
nine-month period. The statute simply requires that an interim

decision be issued, if commission deliberations are not concluded
within the nine-month period.”

Q. What will HECO’s return on rate base be in 2007 without rate relief?

A.  Absent rate relief, HECO’s return on rate base is expected to be 4.36% for the
normalized test year, assuming the interim rate increase surcharges continue to be
in effect (or 1.98% without the revenues from the interim rate increase
surcharges). In HECO’s last rate case, Docket No. 04-0113, which used a 2005
test year, the Commission found an 8.66% return on rate base to be reasonable for
interim decision purposes.

Implementation of Rate Increase

Q. How does HECO propose to implement the proposed rate increase?

A. HECO is proposing that only the Final Increase in this proceeding involve base

rate changes. The Interim Rate Increase implemented prior to the final step would
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be structured as a surcharge to the various classes based on a percentage of the
customer's bill (exclusive of Energy Cost Adjustment Charges and other
surcharges). The allocation to each rate schedule would be on an equal percentage
increase. The allocation of the proposed increase over present rates to each rate
schedule is shown on HECO-111. The allocation of the proposed increase over
current effective rates to each rate schedule is shown on HECO-112.
Is this proposed implementation of the Interim Rate Increase consistent with past
practice before the Commission?
Yes. This implementation method was used for recent interim increases for
HECO in Docket No. 04-0113, HELCO in Docket Nos. 99-0207 and 94-0140 and
for Maui Electric Company, Limited (“MECO”) in Docket Nos. 94-0345 and
97-0346.

NEED FOR RATE RELIEF
What are the principal factors driving the need for HECO to increase its rates?
The rate case is primarily driven by the need for the following:
1)  Fulfill the capacity needs of Oahu’s customers
2)  Maintain service quality and fulfill infrastructure needs

3)  Maintain the Company’s financial integrity

Fulfilling the Capacity Needs of Oahu’s Customers

Q.

Please describe HECO’s ability to fulfill the electrical capacity needs of Oahu’s
customers.

As explained in other filings before the Commission, HECO has sufficient
generation capacity, both from its generating units and those from independent
power producers (“IPPs”), to meet the forecasted peak demands of electricity use

on Oahu. However, the demand for electricity on Oahu has increased to the point
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that HECO is experiencing a reserve capacity shortfall. “Reserve capacity
shortfall” is defined as the amount of additional firm generating capacity or
equivalent reductions in load from load management and energy efficiency
demand-side management (“DSM”) programs and/or combined heat and power
(“CHP”) installations needed to restore the generating system reliability above
HECQO?’s reliability guideline of 4.5 years per day. This threshold means that there
should be enough generating capacity on the system such that the expectation of
not being able to satisfy demand due to insufficient generation occurs no more
than once every 4.5 years. Although HECO may have enough generation capacity
to satisfy electrical demand on a day-to-day basis, if there is a forced outage of
one or multiple generating units (owned by HECO or an IPP), there may not be
enough reserve capacity in other units to make up for that sudden loss of
generation and avoid a major outage.

What is the current reserve capacity shortfall projection?

HECO’s Adequacy of Supply (“AOS”) Report, filed on March 6, 2006, projected
areserve capacity shortfall of approximately 170 to 200 megawatts (“MW”) in the
2007 to 2009 period. As explained by Mr. Ross Sakuda in HECO T-4, the
Company updated its generating system reliability analysis and concluded that
even with a lower peak forecast, issued in August 2006, and an additional amount
of distributed generation (“DG”) units, the reserve capacity shortfall would range
from 90 to 130 MW in the 2006 to 2010 timeframe.

How does HECO plan to address the reserve capacity shortfall and the energy
demands of Oahu’s consumers?

In HECO T-4, Mr. Sakuda explains that HECO plans to address these capacity

needs through a portfolio of energy solutions. The solutions that have the greatest
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impact on the test year revenue requirement are the following:

1)  Maintaining and improving the availability of HECO’s existing generation
as addressed by Mr. Dan Giovanni in HECO T-6.

2)  Installation of distributed generation (“DG”) units at HECO sites and
distributed standby generators (“DSG”) at customer sites, as discussed by
Mr. Giovanni in HECO T-6.

The other solutions in the portfolio that have lesser impact on the 2007 test year

but that are nonetheless crucial to meeting Oahu’s capacity needs are:

3)  Continuation of the energy efficiency DSM and load control programs as
discussed by Mr. Alan Hee in HECO T-9.

4)  Implementation of renewable energy projects.

5)  Installation of a 113 MW simple cycle combustion turbine in 2009.

I will discuss each of these solutions below and describe the impact on the 2007

test year.

Maintaining and Improving the Availability of HECO’s Existing Generation

Please describe HECO’s generation reliability performance.

In 2006, EPRI Solutions, Inc. (“ESI”) issued a report on HECO’s Power Supply

operations, maintenance and outage management programs and observed that over

the past two decades the HECO steam fleet has performed exceptionally well in

terms of equivalent availability factor (“EAF”) and equivalent forced outage rate

(“EFOR”) measures compared to industry averages but there has been a trend of

decreasing availability and reliability within the past five years, up to 2005.
In its March 6, 2006 AOS Report, HECO projected higher EFORs than

those achieved historically based on recent experience and due to an expectation

of continued constraints on maintenance flexibility, continued aging of the
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generating units, anticipation of more catastrophic forced outage events and
deratings resulting from the cycling operation of certain units and their auxiliary

equipment, and more frequent and longer duration overhauls and maintenance
outages.

What has HECO’s EAF and EFOR performance been in 2006?

HECQO’s EAF and EFOR measures improved in 2006 to levels better than the

measures in recent years.

What will HECO need to do to continue to achieve its desired levels of reliability?
To maintain service reliability, Mr. Giovanni explains in HECO T-6 that among
other things, the Company needs to increase its operational staff to allow for 24
hours a day, 7 days a week operation of all steam generating units and to bolster
the station and travel maintenance crews to take care of HECO’s aging fleet of
generators.

Has HECO implemented 24x7 operations for all of its steam generating units?
Yes. HECO returned Waiau 3 and 4 to 24x7 operations on March 21, 2005 and
Honolulu 8 and 9 to 24x7 operations on June 27, 2005. As a result, all fourteen of
its steam-electric generating units are on 24x7 operations.

Will HECO need to increase its staffing to operate all steam-electric units 24x7?
Yes. The Company requires 156 employees in its Power Supply Operations
Division to support 24x7 operation of all of its steam-electric units. The average
number of employees in the Operations Division in 2005 and 2006 was about 144.
Operating without the needed level of employees would mean requiring existing
personnel to work excessive overtime and deferring training and vacation. The
vacant positions cannot be filled by outside contractors because of the

unit-specific training and qualification that are required for operators.



O 00 N N LB B WN e

N DN N N N N e e e e e e e e e
L A W N = O VYV 0 N O N P W N = O

HECO T-1
DOCKET NO. 2006-0386
PAGE 13 OF 42

Will there be increases in staffing in other departments at HECO for the 2007 test
year?

Yes. Ms. Faye Chiogioji will provide an overview of the staffing increases in
HECO T-14. Various witnesses will discuss the need for staffing increases in
their departments in their respective testimonies.

You earlier mentioned the continuing age of the generating units. Please describe
the age of the generating units and associated infrastructure on Oahu.

As described in the testimony of Mr. Dan Giovanni, HECO T-6, the average age
of HECO’s six cycling steam units and eight baseload steam units are 51.3 years
and 36.3 years, respectively. HECO’s two peaking combustion turbines, Waiau 9
and 10, are 33 years of age. The IPP facilities, H-Power, Kalaeloa and AES are
16, 15, and 14 years of age, respectively. Some of the Waiau Power Plant
infrastructure still in use today dates back to 1938. The Honolulu Power Plant
infrastructure dates back to 1930.

What has been the impact of running aging units harder?

As the units become older and the operating duties become more severe, the wear
and tear on the equipment increases and the maintenance required to sustain
acceptable levels of performance becomes more costly. HECO is managing the
effects of its aging equipment through a comprehensive maintenance program that
includes planned and unplanned maintenance work and has been able to operate
these units with a relatively high degree of reliability. This will increase the cost
of operating and maintaining these units but it avoids the more costly alternative
of replacing existing generating capacity.

Has HECO determined what would be required to adequately maintain its aging

fleet of generators?
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Yes. Based, in part on the ESI study, HECO has concluded that it can more
effectively perform all the required maintenance, day and night, by bolstering its
existing station and travel maintenance crews instead of creating a new night
maintenance crew. Any and all maintenance personnel will be scheduled to work
night shifts as necessary to perform critical station and planned maintenance work.
Thus, durations of planned and maintenance outages will be less in the future with
a full complement of maintenance personnel.

What are the staffing requirements for a full complement of maintenance
personnel?

Based on the maintenance work load over the past few years, the long-term
planned maintenance schedules, experience using contractors, the backlog of
maintenance work orders, and the anticipated work for future years, HECO
requires 161 maintenance positions in the 2007 test year. As of September 2006,
there were 134 employees in this area.

What have been the consequences of operating with less than a full complement
of maintenance personnel?

HECO has had to use contractors and increase the amount of overtime but this has
not been sufficient as the backlog of lower priority work has grown considerably.
There is a need to hire the appropriate number of employees in both the
Operations and Maintenance Divisions in order to maintain service reliability at
acceptable levels.

Installation of Distributed Generation Units

How do DG units help mitigate the reserve capacity shortfall?
DG units provide HECO with dispatchable, firm generating capacity for peaking

purposes.
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Please describe HECO’s efforts to install DG units on Oahu.

HECO has aggressively pursued the installation of DG units. The installations

include the following:

1)

2)

3)

4)

5)

Nine leased 1.64 MW diesel generating units totaling 14.76 MW installed at
HECO’s Ewa Nui Substation, Helemano Substation, and Iwilei Tank Farm
and placed in service in 2005;

Three leased 1.64 MW diesel generating units totaling 4.92 MW installed at
HECO’s Campbell Estates Industrial Park (“CEIP”) Substation and placed
in service in November 2006;

Three leased 1.64 MW diesel generating units being installed at HECO’s
Kalaeloa Poleyard that are projected to be in service in December 2006;
Three leased 1.64 MW diesel generating units totaling 4.92 MW to be
installed at HECO’s Ewa Nui Substation in the first quarter of 2007; and
One 1.64 MW utility-dispatchable, customer-owned standby generator unit
to be installed at Kaiser Foundation Hospital Moanalua Medical Center

(“Kaiser Hospital”) in the third quarter of 2007.

The costs associated with these units are included in the revenue requirements of

this rate case.

Did the interim rate increase awarded by the Commission in Docket No. 04-0113

provide recovery for the costs of any of these DG units?

Yes. As part of a September 16, 2005 stipulated settlement, HECO, the Division

of Consumer Advocacy and the Department of Defense agreed to include one-half

of the annual costs of the nine DG units installed in 2005 as the test year estimate

for substation distributed generation expenses. Interim Decision and Order No.

22050 accepted the parties’ agreements, including the agreement on DG expenses,
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for the purposes of calculating the interim rate increase. In this proceeding, the
total annual costs of these units and the units added in 2006, as well as the partial
year costs for the units to be added in 2007, are included in the test year revenue
requirement.

Continuation of the Energy Efficiency DSM And Load Control Programs

What is the impact of HECO’s DSM and load management programs on the 2007
test year.

As I explained earlier, the Company has excluded from the 2007 test year the
incremental DSM and load management program costs that are currently
recovered through the DSM surcharge and the associated DSM surcharge
revenues, because recovery of DSM and load management program costs is one of
the issues currently being addressed in the Energy Efficiency proceeding (Docket
No. 05-0069). HECO recovers almost all of the total DSM and load management
program costs through the DSM surcharge. However, HECO recovers the
remaining DSM and load management program costs through base rates and as a
result these costs are reflected in the 2007 test year revenue requirement.

Were incremental DSM and load management costs included in the test year
revenue requirement of HECO’s last rate case?

Initially, yes. In HECO’s 2005 test year rate case (Docket No. 04-0113), DSM
and load management were essential components of the Company’s application
for a general rate increase. The Commission subsequently issued Order

No. 21698 that bifurcated the proceeding by initiating a separate Docket
No.05-0069 to address statewide DSM and load management issues, including the
recovery of the program costs. As a result, the Company adjusted its test year

revenue requirement in Docket No. 04-0113 by excluding the incremental DSM
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and load management program costs. A decision and order in Docket
No. 05-0069 is pending.
What is the status of HECO’s provision of DSM and load management programs?
As Mr. Alan Hee describes in HECO T-9, there are nine DSM programs:
1) Commercial and Industrial Energy Efficiency (“CIEE”)
2) Commercial and Industrial New Construction (“CINC”)
3) Commercial and Industrial Customized Rebate (“CICR”)
4) Residential Efficient Water Heating (“REWH”)
5) Residential New Construction (“RNC”)
6) Energy Solutions for the Home (“ESH”)
7)  Commercial and Industrial Direct Load Control (“CIDLC”)
8) Residential Direct Load Control (“RDLC”)
9) Residential Low Income (“RLI”)
The first eight programs are existing programs (CIEE, CINC, CICR, REWH,
RNC, ESH, CIDLC, and RDLC), while the last program (RLI) is new. HECO has
requested Commission approval of enhancements to the CIEE, CINC, CICR,
REWH, RNC, and ESH programs, and approval of the new RLI program in the
Energy Efficiency Docket. Interim Decision and Order No. 22420, issued on
April 26, 2006, approved on an interm basis the compact fluorescent lamp
(“CFL”) rebate component of the ESH program. The 2007 test year sales impact
of these programs is a reduction of about 54 gigawatt-hours.

HECO filed a RDLC program modification with the Commission on
November 22, 2006, requesting approval to add a residential central air-
conditioning load control program element to the program. HECO plans to file

modifications to the CIDLC program by the end of 2006.
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Continuation of the energy efficiency DSM and load control programs is an
important part of HECO’s energy portfolio.
Implementation of Renewable Energy Projects
Please explain the Company’s position on the implementation of renewable
energy in Hawaii.
HECO recognizes the importance of renewable energy to Hawaii’s future and has
intensified its efforts to introduce renewable energy projects in this state. These
efforts extend well beyond the 2007 test year and will include projects of major
importance such as the use of biofuels at the new generating station at Campbell
Industrial Park and a wind farm in Kahuku. HECO is also aware of renewable
projects being considered by independent power producers such as the possible
expansion of the City and County of Honolulu’s H-Power municipal solid waste
power plant, possible wind farm projects and an ocean thermal energy conversion
project on Oahu. These projects are in the initial stages and will not come to
fruition until after the 2007 test year but they will affect future rate cases.
Are there any renewable energy-related costs in HECO’s 2007 test year revenue
requirement?
Yes. There are a number of renewable-related initiatives that are included in the
2007 test year revenue requirement, such as a 155 kilowatt photovoltaic system at
HECO’s Ward Avenue facility, which Mr. Daniel Ching discusses in HECO T-5.
Mr. Dan Giovanni in HECO T-6 and Mr. Bruce Tamashiro in HECO T-13 discuss
the renewable research and development projects that the Company has included
in its 2007 test year estimates.

Installation of a 113 MW Simple Cycle Combustion Turbine in 2009

What is the status of installing a new combustion turbine generating unit at
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Campbell Industrial Park?

In June 2005, HECO filed an application for the installation of the new generating
unit in Docket No. 05-0145. The Commission held evidentiary hearings in
December 2006. The Company also filed an application in Docket No. 05-0146
for a package of community benefit measures to mitigate the impact of the new
generating unit on the surrounding communities. The Commission held
evidentiary hearings in November 2006. The new unit is scheduled to go into
service in 2009.

Will the installation of the new unit have any impact on the 2007 test year?

Yes. As indicated in the direct testimony of Mr. Ken Morikami (HECO T-16), the
2007 test year includes in property held for future use the cost of purchasing the
property for the new generating station.

Please summarize HECO’s efforts to meet the electrical capacity needs of Oahu’s
customers.

HECO must utilize a portfolio of solutions to fulfill Oahu’s capacity needs and to
address the current reserve capacity shortfall. These solutions extend beyond the
test year and the impacts of some of them will not be realized for a number of
years. However, in the 2007 test year it will be critical for the Company to have
the needed resources to operate and maintain its generating units at desired levels

of reliability and to utilize DG units to help mitigate capacity needs.

Maintaining Service Quality and Fulfilling Infrastructure Needs

Q.

In the preceding section you discussed how the Company is addressing capacity
needs on Oahu. What else is HECO doing in the 2007 test year to maintain
service quality and reliability of its electrical service to its customers?

First, the Company is continuing to invest in the electrical infrastructure on this
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island. As discussed by Mr. Ken Morikami in HECO T-16, HECO projects its
plant additions to be in excess of $200 million in 2006 and 2007.

What projects are included in the plant additions for 2006 and 2007.

There are more than 300 projects in the 2006 and 2007 plant additions which
impact all facets of the Company’s operations. These include the following:

¢ Dispatch Center and Energy Management System (“EMS”) - The
Dispatch Center and EMS project provide a more robust and technically
advanced EMS that supplies better and more complete information
needed to operate HECO’s generation and delivery systems. The
Dispatch Center furnishes physical safeguards to ensure better protection
from natural or terroristic incidents.

e Waikiki Rehabilitation Program, Project One — This project addresses
deteriorated underground cable in targeted areas of Waikiki. Numerous
cable failures in the Waikiki Project One area pointed to the need for
planned cable replacement. Since the completion of the Project One
cable replacements, there have been no cable failures in the Project One
area.

e New substations and related subtransmission lines at Ford Island (Pearl
Harbor) to support military requests for redevelopment of the island,
Mamala to support upgrades of electrical facilities at Hickam Air Force
Base and Ocean Pointe for new residential development in Ewa Beach.

¢ Boiler control upgrades to the Kahe 3 and Kahe 4 generating units to

increase the reliability of these units.
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Equipment upgrade and replacement projects for the Waiau 4, 7, 8 and
10, Kahe 1 and 3, and Honolulu 9 generating units to maintain the

reliability of HECO’s aging units.

What other items are included in the 2006 and 2007 plant additions?

The 2006 and 2007 plant additions also include investments to replace overhead

and underground transmission and distribution cables, transformers, utility poles,

meter equipment, service connections and other facilities. Similar to the

Company’s generating units, the transmission and distribution plant is also aging.

These investments are necessary to maintain reliable service to existing customers

and fulfill new customer installations.

Does the 2007 test year include other programs and activities that will support

reliable electrical service to customers?

Yes. In HECO T-7, Mr. Robert Young describes the following:

Vegetation Management — The Company will be increasing its efforts to
keep corridors clear of vegetation that could come into contact with the
Company’s transmission and distribution lines and cause service outages.
Since 2003, precipitation has been above normal in the state and has had
long term effects on vegetation growth because of water retention in the
vegetation and the ground. This has caused the need for more frequent
inspections and trimmings to keep the lines clear.

Inspections — HECO is expanding its inspection programs to identify
needed repairs and replacements before there is an impact on service to
customers. Increased inspections of both overhead and underground
transmission and distribution lines, substations and poles will improve the

reliability of the system and service to customers.
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e Improved Systems — In addition to the EMS described above, the
Company will implement an Outage Management System (“OMS”)
which will automate service restoration functions and assist in the

dispatch and management of repair crews.

Maintaining Financial Integrity

Q.
A.

What is meant by maintaining financial integrity?

As explained by Ms. Tayne Sekimura in HECO T-19, financial integrity refers to
the financial health of the company — having sufficient funds to fulfill the
electrical needs of its customers and prudently plan for future needs, while at the
same time providing a reasonable rate of return for its shareholder and ability to
attract new capital on reasonable terms. As long as there is inflation and new
plant must be added at today’s prices to replace older plant and to serve new
loads, electric rates will have to increase from time to time. In timing its
applications for rate increases, HECO has tried to strike a reasonable balance
between maintaining its financial integrity and the impact of a rate increase on its
customers.

Are HECO’s current effective rates sufficient for the Company to maintain its
financial integrity?

No, they are not. As shown on HECO-2301, even with the revenues from the
interim rate increase surcharges, HECO’s current effective rates would result in a
rate of return on average rate base of 4.36% in the normalized test year. As I
mentioned earlier, a fair and reasonable rate of return on average rate base for
HECO in the 2007 test year would be 8.92%. This return is based on a return on
common equity of 11.25%. Thus, a 4.36% return on average rate base would

result in a return on common equity well below the return required by the
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financial markets for companies with a level of risk similar to that of HECO.
Why is it important for HECO to maintain its financial integrity?

As Ms. Sekimura states in HELCO T-19, if HECO does not maintain its financial
integrity, investors will invest their money elsewhere which will have negative
implications for HECO’s customers because it will reduce the demand for the
Company’s securities and increase the Company’s cost of capital. In adverse
market conditions, it may be difficult to attract capital.

In other words, if HECO is unable to provide acceptable returns, HECO will
be viewed as a riskier investment in the eyes of investors. This could result in
credit rating downgrades which would increase the cost for the Company to
acquire debt financing. It would also increase the return on common equity
required by investors and create downward pressure on the value of the
Company’s equity. This increase in the cost of capital would eventually have to
be reflected in the rates the Company charges to its customers. Thus, it is
imperative from a customer standpoint for HECO to maintain its financial
integrity.

BACKGROUND

When did HECO file its Notice of Intent?

HECO filed its Notice of Intent on September 22, 2006 and the Commission
assigned Docket No. 2006-0386 to this proceeding.

When did HECO file the completed application and direct testimonies, exhibits,
and workpapers?

HECO filed the completed application, and HECO's direct testimonies, exhibits,
and workpapers on December 22, 2006. In accordance with the Commission's

Rules of Practice and Procedure, Title 6, Chapter 61, of the Hawaii Administrative
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Rules, the Company served copies on the Consumer Advocate and the Mayor of
the City and County of Honolulu. The application, together with the written
testimonies, exhibits, and workpapers, satisfy the completed application
requirements of the Commission's Rules of Practice and Procedure.

Please briefly identify the exhibits attached to the application.

The application itself is marked as HECO-101.

HECO-102 is an unaudited balance sheet as of September 30, 2006, and an
unaudited income statement and statement of retained earnings for the nine months
ending September 30, 2006.

HECO-103 describes the details of HECO's outstanding issues of
cumulative preferred stock, QUIDS Hybrid Securities, and long-term debt.

HECO-104 is a copy of HEI's latest proxy statement dated April 6, 2006,
which was sent to stockholders.

HECO-105 is HECO’s present rate schedules.

HECO-106 is HECO’s proposed rate schedules.

HECO-107 is HECO’s present Table of Contents and Rule 4.

HECO-108 is HECO’s proposed Table of Contents and Rule 4.

HECO-109 is HECO’s present Rule 7.

HECO-110 is HECO’ proposed Rule 7.

HECO-111 shows HECO's proposed rate increase over present rates in
total and by rate classes, in terms of dollars and by percentage for test year 2007.

HECO-112 shows HECO’s proposed rate increase over current effective
rates in total and by rate classes, in terms of dollars and by percentage for test year

2007.
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HECO-113 is a summary of HECO's estimated earnings on its average rate

base at present rates for the normalized 2007 test year.

HECO-114 is a summary of HECO’s estimated earnings on its average rate

base at current effective rates for the normalized 2007 test year.

What justification has HECO submitted to support this request for rate relief?

In addition to the application, a total of 23 witnesses, including myself, have

submitted 23 written testimonies with supporting exhibits and workpapers, which

detail and support the reasons and need for rate relief. The witnesses, including

myself, and the subject matters of their testimonies are as follows:

Witness

Number Witness
T-1 Robert A. Alm
T-2 George Willoughby
T-3 Peter C. Young
T-4 Ross H. Sakuda
T-5 Daniel S. W. Ching
T-6 Dan V. Giovanni
T-7 Robert K. S. Young
T-8 Darren S. Yamamoto

Subject
Introductory Statement

Electric Sales and Customer
Forecasts

Electric Sales Revenues at Present
Rates and at Proposed Rates Other
Operating Revenues

Capacity Situation, Fuel Expense,
Fuel Related Expense, Generation
Efficiency, Fuel Inventory

Purchased Power Expense

Production O&M Expenses,
Production Inventory

Transmission and Distribution
System, T&D Operations and
Maintenance Expense, T&D
Materials Inventory

Customer Accounts Expense,
Customer Deposit, Interest on
Customer Deposits, Revenue Lag
Days
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T-10

T-11
T-12
T-13

T-14
T-15

T-16

T-17

T-18
T-19
T-20
T-21

Alan K.C. Hee

Patsy H. Nanbu

Russell R. Harris
Julie K. Price

Bruce Tamashiro

Faye Chiogioji
Lon K. Okada

Ken T. Morikami

Gayle T. Ohashi

Roger A. Morin, Ph.D
Tayne S. Y. Sekimura
Peter C. Young

Jeff D. Makholm, Ph.D
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Customer Service Expense,
Demand-Side Management
Program Expense, Integrated
Resource Planning Expense,
Energy Cost Adjustment Clause

A&G Operations and Maintenance
Expense, Accounting for Computer
Software Development Costs,
Unamortized Gain on Sale,
Abandoned Projects, Accounting
for Pensions and Postretirement
Benefits Other than Pensions

A&G Expense-Insurance
A&G Expense-Employee Benefits

Miscellaneous Administrative and
General Expenses, Depreciation
Expense and Accumulated
Depreciation, Miscellaneous Other
Operating Revenues

Employee Count

Taxes Other than Income Taxes,
Income Tax Expense, Unamortized
Net SFAS 109 Regulatory Asset,
Unamortized Investment Tax
Credits, Accumulated Deferred
Income Taxes, Recent Tax
Developments

Plant Additions, Underground Cost-
Sharing, Property Held for Future
Use, Contributions in Aid of
Construction, and Customer
Advances

Rate Base

Rate of Return on Common Equity
Rate of Return on Rate Base
Cost of Service and Rate Design

Energy Cost Adjustment Clause
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T-22  Eugene T. Meehan Fuel Hedging Overview
T-23  William A. Bonnet Results of Operations, including

Revenue Requirements, Rate
Increase Implementation, and
Summary

Mr. Lon Okada is an employee of Hawaiian Electric Industries, Inc.
(“HEI”). Dr. Roger Morin is a Professor of Finance at the College of Business,
Georgia State University. Ms. Tayne S. Y. Sekimura is the Financial Vice
President for HECO, HELCO and MECO. Dr. Jeff D. Makholm is a Senior Vice
President at National Economic Research Associates, Inc. (“NERA”). Mr.
Eugene T. Meehan is a Senior Vice President at NERA. All other witnesses are
HECO employees.

POLICY MATTERS

What are some of the policy matters the Commission should consider in

determining the reasonableness of HECO's requests in this proceeding?
There are five policy areas that I will discuss in this section:

1) HECQO’s strategy for the preparation of testimony

2) The revenue increase allocation

3) The need for an Energy Cost Adjustment Clause

4) Pension/OPEB accounting

5) Amortization periods between rate cases

Strategy for Preparing Testimony

How were the rate case estimates prepared?

A.  The witnesses who are testifying on O&M expenses were asked to:

1) begin with HECO's 2007 O&M Expense Budget, as revised to update numbers

and correct errors, where appropriate,
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2) accept certain common assumptions reflected in the budget system,

3) simplify and limit issues by eliminating items that were litigated and not
included in prior HELCO, HECO, and MECO ratemaking proceedings, to the
extent practicable, and

4) also where appropriate, normalize the adjusted O&M Expense Budget
amounts for ratemaking purposes; i.e., make adjustments to the adjusted O&M
Expense Budget amounts to better represent "normal", ongoing Company
operations for the period during which the proposed rates will be in effect.

The non-O&M witnesses were also requested to simplify and limit issues, to

adjust their 2007 estimates, and to normalize their test year 2007 estimates, where

appropriate.

How did HECO estimate its revenue requirements for the 2007 test year?

Generally, the revenue requirements are based on HECO's August 2006 Sales

Forecast, its 2007 O&M Expense Budget, estimated increases in rate base based

on the expected completion dates for capital projects, a rate of return on rate base

of 8.92%, and normalization adjustments necessary to better reflect operating
conditions during the period when the rates as a result of this case will be in effect.

Normalized test year revenues, expenses, rate base, rate of return, and results of

operations are addressed in the testimonies and exhibits that follow.

When were the revenue requirement inputs established?

The Company generally fixed most of the inputs to its revenue requirements

calculation in October 2006. However, individual adjustments and corrections

were made to certain items in November 2006.

What are the common assumptions reflected in the budget system?

The common assumptions are as follows.
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1) In accordance with the Company’s negotiated labor agreement with the
International Brotherhood of Electrical Workers, Local 1260, bargaining unit
wages reflect increases for bargaining unit employees are 1.5% on May 1,
2005, and 1.5% on November 1, 2005, 1.5% on May 1, 2006 and 3% on
Novmeber 1, 2006. The percentage increases are applied to bargaining unit
wage rates as of November 1, 2002.

2) Merit employee salaries increase by 3.5% effective May 1, 2005, and increase
by 0.25% effective September 1, 2005.

3) Base nonlabor estimates on information available for the specific item. Where
none is available, assume a 2.5% general inflation factor for 2007. A listing of
O&M expenses derived with the use of a general inflation factor is presented
in HECO T-10. Additional discussion of the assumptions is also covered by
Ms. Patsy Nanbu in HECO T-10.

With respect to items that were eliminated from the test year in order to simplify

and limit issues, does HECO intend to forgo recovery of the costs of these items in

future rate cases?

No. HECO's position continues to be that these are appropriate costs of doing

business as a regulated utility, and must be recovered through rates if HECO is to

be afforded the full opportunity to earn a fair return. Therefore, HECO does not
waive its right to seek recovery of these costs in future rate cases.

What is an example of costs that were eliminated from the test year in order to

simplify and limit issues?

Examples of items for which HECO is not seeking cost recovery in this

proceeding are non-qualified pension expenses, performance incentive

compensation for employees and executives, Hawaiian Electric Industries
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Retirement System’s (“HEIRS”) 401(k) administration expense, and the expenses
related to the annual service awards and Executive Life Insurance.

What else has HECO done to simplify its presentation?

HECO has provided all of its Rate Case Reports (reports that have replaced the
former FIS reports) for O&M expenses in one place (rather than in separate parts
divided among each witness' exhibits and workpapers), as HECO-WP-101. This
provides the entire "picture" of HECO's 2007 O&M expense budget. In addition,
the Rate Case Reports are presented in nine different formats to provide additional
detail with which to evaluate the reasonableness of HECO's O&M expenses.
Included with the reports are detailed listings of the various codes used in the Rate
Case Reports.

HECO also has made a concerted effort to inform the Commission and the
Consumer Advocate of adjustments that should be made for errors that HECO has
discovered in the course of finalizing its Application or for later information that
arose since the finalization of the revenue requirements. These adjustments are
identified in the testimonies, and will be made at the next available opportunity.
In this proceeding, has HECO incorporated commitments it has made to the
Consumer Advocate in past rate cases?

Yes. In past proceedings, HECO (and HELCO and MECO) have made several

commitments to the Consumer Advocate in order to facilitate future ratemaking

proceedings. The significant ones are to provide in future rate case direct

testimonies:

1) avariance analysis on O&M differences by activity from prior period of
amount of +/- 10% and $200,000, and

2) alisting of O&M expenses that were prepared using a general inflation factor.
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Q. Has HECO provided these items in this proceeding?

A.  Yes. Each O&M witness provides a variance analysis of the difference between

actual 2005 and budget 2007 expenses by activity and code block.

Revenue Increase Allocation

How is the requested revenue increase being allocated to the various rate
schedules?
The Company is allocating the requested revenue increase as an equal percentage
increase to each rate schedule.
Why has HECO departed from the revenue increase allocation proposed in
HECO’s rebuttal testimonies in HECO’s last rate case, Docket No. 04-0113?
Considering the relatively high electric bills for residential customers due to the
current fuel prices, HECO is proposing to allocate the revenue increase to all rate
schedules equally to share the burden among all ratepayers. This is consistent
with the Company’s original rate design proposals in Docket No. 04-0113. In its
original application, the Company proposed an equal revenue allocation to all rate
schedules because it was applying for a $98.6 million or 9.9% increase. In its
rebuttal testimony (HECO RT-22) in the same proceeding, the Company reasoned
that since the rebuttal proposed increase in revenues was significantly lower than
the proposed increase in direct testimony, it was reasonable for HECO to propose
a revenue increase allocation that more closely aligned class revenues and class
costs.
Is HECO proposing any new rate designs or rate schedules in this proceeding?
Yes. The more significant proposals are listed below:

¢ Inclining Rate Block Structure for Residential Customers — This proposal

applies to Schedule R and is similar to the structure HELCO proposed in
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its 2006 rate case (Docket No. 05-0315. It establishes three tiers, one for
the first 350 kWh used in the billing period, one for the next 850 kWh
used in the billing period, or kWh usage between 300 kWh and 1,200
kWh, and a third tier for kWh usage above 1,200 kWh per billing period.
Each tier has a different non-fuel energy charge per kWh, with the first
350 kWh having the lowest proposed non-fuel energy charge and kWh
usage over 1,200 kWh having the highest proposed non-fuel energy
charge. The merits on an inclining block rate design include mitigation of
rate impact on the smallest users of the system, pricing signals that
encourage conservation, and assignment of a greater share of the cost
increase to the larger users. Approximately 90% of all kWh will be billed
at either the first or second tier rate.

Optional Time-of-Use (“TOU”) Rates — HECO proposed optional TOU
rates for residential and commercial customers in Docket No. 04-0113.
The residential offering provides TOU rate adjustments to Schedule R to
encourage customers to manage their energy usage. The commercial
offering provides differential TOU rates for priority peak, mid-peak and
off-peak periods.

Standby Service Rates — HECO filed these rates on August 28, 2006 in
response to Decision and Order No. 22248, issued January 27, 2006 in the
distributed generation proceeding (Docket No. 03-0371).

Energy Cost Adjustment Clause
Q. What is an energy cost adjustment clause or ECAC?

The ECAC is an automatic adjustment provision in the utility’s rate schedules that

allows the utility to automatically increase or decrease rates or charges to
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customers to reflect changes in the Company’s energy costs of fuel, DG energy
and purchased energy above or below the levels included in the base charges,
without a rate proceeding. The purpose of ECAC is (1) to address price changes in
the Company’s cost of fuel and purchased energy and (2) to accommodate changes
to the generation, DG and purchased energy mix percentages, without the need for
a rate case.

Are there any requirements for the recovery of fuel costs through the ECAC?

Yes. All costs that pass through the ECAC must result from fuel oil and
purchased energy contracts and/or agreements that have been approved by the
Commission. In this manner, the Commission exercises its oversight of the costs
passed through the ECAC.

Why does the Company need an ECAC?

Hawaii is fueled by oil for jet planes, for cars and for power. This system is in
transition to move away from oil but in the meantime it is a cost which both
dominates our cost structure and is beyond our control. Having those costs
covered, without profit, is a matter of fundamental fairness.

The Company needs the ECAC because fuel costs are a large portion of its
expenses and because fuel price levels are largely beyond the Company’s control.
In the test year, fuel and purchased energy expenses make up over 72% of total
O&M expenses. This makes the Company’s financial condition susceptible to
changes in fuel prices. The ECAC benefits the Company and its shareholders by
(1) limiting the swings in cash flow and earnings, (2) reducing the cost of capital,
(3) improving the Company’s ability to earn a fair return on investor capital, and,
(4) providing a more timely recovery of fuel and purchased energy costs.

How does the ECAC benefit customers?
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The ECAC benefits customers by (1) reducing the Company’s financial risk and
lowering the cost of capital, with the resulting savings being passed on to
customers through lower base rates in rate proceedings, and (2) passing through to
customers the savings incurred when fuel prices fall below the prices embedded in
base rates (to the same extent that they incur additional costs when fuel prices are
above the embedded fuel prices). Between January 1984 and September 2004
HECO’s ECAC returned more than $273 million to its customers (see Docket

No. 04-0113, HECO T-10, page 69).

What is the efficiency factor in the ECAC?

This efficiency factor is a measure of how efficiently HECO expects to convert the
fuel burned in its generating units into a kWh of sales during the test year. It is
expressed in million btus per kWh. If the Company converts fuel into kWh more
efficiently than this factor, it will get to keep the savings. But if the Company
converts fuel into kWh less efficiently than this factor it will not be able to recover
the additional cost from customers. In effect, the efficiency factor acts as a
standard which the Company must meet to avoid under-recovery of its fuel
expense and provides an incentive for the Company to operate its units as
efficiently as possible.

How do investors feel about the ECAC?

The ECAC serves to reimburse HECO for prudently-incurred energy costs in a
manner that minimizes the negative financial effects caused by regulatory lag. As
Dr. Roger Morin, HECO’s expert witness on the cost of common equity, explains
in HECO T-18, consideration of energy costs in a manner that lowers uncertainty
and risk “represents the mainstream position on this issue across the United States.

Accordingly, the financial community relies on the presence of energy cost
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recovery mechanisms to protect investors from the variability of fuel and
purchased power costs that can have a substantial impact on the credit profile of a
utility, even when prudently managed.”

As Dr. Morin also states, “it is my understanding” that bond rating
agencies would place considerably more weight on the Company’s purchased
power contracts as debt equivalents in the absence of ECAC, thus weakening the
Company’s financial integrity. The ECAC mitigates a portion of the risk and
uncertainty related to the day-to-day management of a regulated utility’s
operations. Conversely, the absence of such protection would be factored into the
Company’s credit profile as a negative element, which in turn would raise its cost
of capital.

Dr. Morin adds that the “approval of energy cost recovery mechanisms by
regulatory commissions is widespread in the utility business. Approval of fuel
adjustment clauses, purchased water adjustment clauses, and purchased gas
adjustment clauses has become widespread. All else remaining constant, such
clauses reduce investment risk on an absolute basis and constitute sound
regulatory policy.”

Dr. Morin concludes that, in the absence of the Commission renewal of the
ECAC requested by HECO in this proceeding, HECO’s financial condition would
deteriorate, its credit ratings would likely be under review for possible downgrade,
and its customers would be at risk of having to pay higher rates due to access to
capital becoming more expensive for HECO. This situation would have a
substantial effect on HECO and its customers because of the magnitude of the
energy cost component in its cost of service.

Does the ECAC discourage the use of renewable energy?
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A. No. There is no indication that the ECAC discourages the use of renewable

energy.

1.

HECO and its sister utilities are already moving aggressively on renewable
activities. They already have significant renewables on their systems
(HPOWER, HC&S, PGV, HRD, KWP) and new projects are on the way,
especially in the area of wind (Apollo). As the Consumer Advocate
indicated in its Statements of Position filed on November 8, 2004 in Docket
Nos. 04-0128 and 04-0129, HECO’s “use of the ECAC to address the
changing price of fuel does not appear to have diminished its effort in
research and utilization of renewable energy.”

The current ECAC allows the Companies to bring on new as-available
renewable purchase power agreements without rate proceedings, including
those with prices that are de-linked from the price of oil. Thus, a major
potential disincentive to the Companies has been removed, because they can
immediately pass on the costs of renewable projects. Firm renewable
projects can be added without a rate case due to the availability of the firm
capacity surcharge for nonfossil fuel producers, plus the ECAC.

Instead of changing the ECAC to change how the Companies view oil, and
to encourage them to seek more renewables, it makes sense to look at
mechanisms that directly incentivize the Companies to engage in renewable
activities, which is exactly what the Commission is doing in the Renewable
Portfolio Standard (“RPS”) workshops, without causing major harm to the

financial health of the Company. Docket No. 04-0113, Tr. (9/16/05) at 48.

Q. In the last HECO rate case, what position did the other parties take on the ECAC?
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In Docket No. 04-0113, the parties agreed that the ECAC should be continued.
With respect to continuation of the ECAC, the Consumer Advocate stated that:
“Fuel price volatility in international fuel markets and HECO’s dependence upon
such markets makes ECAC continuation important to the Company and its ability
to timely recover fluctuating costs thereby minimizing earnings volatility and the
risk of reduced access to capital markets on reasonable terms.” (See Docket No.
04-0113, CA-T-1, page 35, CA-T-3, page 60, lines 4-8. The Department of
Defense (“DOD”) did not explicitly state a position on the continuation of the
ECAC, but based its derivation of ECA Revenues on the CA’s estimates, as shown
in DOD-126.)

The Consumer Advocate also indicated in its Statements of Position filed
on November 8, 2004 in Docket Nos. 04-0128 and 04-0129 that (1) the 10-year
extension of the contracts is reasonable; (2) use of the ECAC to protect against
significant changes in the prices of fuel benefits both the Company and its
customers; (3) HECO’s “use of the ECAC to address the changing price of fuel
does not appear to have diminished its effort in research and utilization of
renewable energy.” The Consumer Advocate concluded that continued use of the
ECAC by the Company is reasonable at this time.

Continued use of an ECAC is the most reasonable means of fairly
compensating HECO for its fuel and purchased energy expense without
unreasonably penalizing HECO or its customers.

Act 162
Please describe the recent state legislation that affects the ECAC.
On June 2, 2006, the Governor of Hawaii signed into law Act 162, Session Laws

of Hawaii 2006, which states “any automatic fuel rate adjustment clause requested
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by a public utility in an application filed with the commission shall be designed,
as determined in the commission’s discretion, to:

(1) Fairly share the risk of fuel cost changes between the public utility and
its customers;

(2) Provide the public utility with sufficient incentive to reasonably manage
or lower it fuel costs and encourage greater use of renewable energy;

(3) Allow the public utility to mitigate the risk of sudden or frequent fuel
cost changes that cannot otherwise reasonably be mitigated through other
commercially available means, such as through fuel hedging contracts;

(4) Preserve, to the extent reasonably possible, the public utility’s financial
integrity; and

(5) Minimize, to the extent reasonably possible, the public utility’s need to
apply for frequent applications for general rate increases to account for
the changes to its fuel costs.”

Please summarize the testimonies of HECO’s expert witnesses on the ECAC and
Act 162.

Jeff D. Makholm, a Senior Vice President at National Economic Research
Associates, Inc. (“NERA”), provides testimony in HECO T-21 explaining the role
of fuel adjustment clauses (“FACs”) in utility ratemaking in the United States, and
addressing the compliance of HECO’s current power cost recovery mechanism,
the Energy Cost Adjustment Clause (“ECAC”), with Act 162. Mr. Makholm
concludes that (1) FACs are a standard and longstanding part of US utility
ratemaking, (2) HECO’s ECAC is a well-designed FAC and benefits HECO and
its ratepayers, and (3) HECO’s ECAC complies with the statutory requirements of
Act 162.



O 00 N O U AW -

N N N N NN M o e e e e el e e e
L A W DD = O© VOV W N O U B W N = O

HECO T-1
DOCKET NO. 2006-0386
PAGE 39 OF 42

Eugene T. Meehan, who also is a Senior Vice President at NERA,
provides a summary in HECO T-22 of the type of fuel price hedging that
potentially could be performed by HECO in the marketplace and an assessment of
the potential impacts of fuel price hedging on HECO, its customers and the
regulatory ratemaking process. His conclusions with respect to fuel price hedging
include:

(1) Hedging of oil by HECO would not be expected to reduce fuel and
purchased power costs and in fact would be expected to increase the level of
such costs,

(2) The liquidity of standard financial hedging products with a term of over a
year is limited, and while HECO could partially hedge against oil price risk
for periods of just over a year into the future, there would be considerable
costs to doing so,

(3) It would not be reasonable for HECO to take the position of a principal and
speculate in the oil market with shareholders assuming the risk of oil
derivative gains and losses, and

(4) Even if rate smoothing is a desired goal, there may be more effective means
of meeting the goal, and there is no compelling reason for HECO to use fuel
price hedging as the means to achieving the objective of increased rate
stability.

Ms. Tayne Sekimura in HECO T-19 and Mr. Alan Hee in HECO T-9 also address

from a Company perspective how HECO’s current ECAC mechanism complies

with the requirements of Act 162.

Q. What is HECO’s position on whether the current ECAC is designed according to

the criteria specified in Act 162?
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HECO’s position is that the design of the current ECAC is reasonable and satisfies

the Act 162 criteria.

Pension/OPEB Accounting

Q.

Please provide a high level overview of the pension and post-retirement benefits
other than pensions (also known as other post-employment benefits or “OPEB”)
accounting issues affecting this proceeding.

Ms. Patsy Nanbu in HECO T-10, Ms. Tayne Sekimura in HECO T-19 and M.
Julie Price in HECO T-12 address the pension/OPEB accounting issues in detail.
I will focus on one in particular. The accounting for pensions and OPEBs is
subject to the Statement of Financial Accounting Standards (“SFAS”) No. 87 and
No. 106, respectively. For pensions, a prepaid pension asset is recorded when
cumulative contributions to the pension fund exceed the cumulative pension
expenses that the Company has incurred over time. For example, in the 2005 test
year, HECO’s prepaid pension asset, net of tax benefits, was approximately $50
million. In September 2006, the Financial Accounting Standards Board issued
SFAS No. 158 which modified the accounting rules for pensions and OPEBs. In
simple terms, if the fair value of the pension assets is less than the projected
benefit obligation, the shortfall gets booked as a liability and the prepaid pension
asset gets reversed out and these values less tax impacts get booked as a charge
against equity called accumulated other comprehensive income (“AOCI”). The
impact of SFAS No. 158 on OPEB:s is similar.

What is the impact of this treatment?

Having to take a charge against equity would artificially distort the Company’s
financial ratios. It would artificially reduce the cost of capital by inflating the debt

ratio. Further, the reversing out of the prepaid pension asset would reduce rate
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base. If not corrected in the ratemaking process, these impacts would create a
shortfall in recovery and could jeopardize the Company’s credit ratings in the
financial markets. Credit rating downgrades would impact ratepayers by
increasing the cost of capital and ultimately increase rates that customer must pay.
How does the Company propose to address this issue.

In this proceeding, for both pensions and OPEBs, the Company proposes to
include in rate base, for ratemaking purposes, a regulatory asset (in the amount
equivalent to what would be charged to AOCI) and the associated liabilities and
deferred taxes. The net impact to rate base would be exactly the same as what the
prepaid asset amount would be if there was no requirement to charge AOCL
Further, the Company proposes not to recognize the AOCI in the calculation of

the cost of capital for ratemaking purposes.

Amortization Period — Period Between Rate Cases

> o P> R

What is an amortization period?

An amortization period is the period over which deferred expenses are amortized.
What is the basis for selecting the amortization period?

For some expenses it is based on the period during which the deferred expenses
are expected to provide benefits. Other deferred expenses, such as regulatory
commission (i.e., rate case) expenses are amortized over the estimated period
between rate cases. The Company has estimated this period to be three years.
What is the basis for the three years?

It is a normal time period between rate cases. The time period between Docket
No. 04-0113 (HECO’s 2005 test year rate case) and this rate case was
approximately two years. Going forward, the Company contemplates that it may

file for a 2010 test year rate case, the year following the in-service date of the new
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generating unit at Campbell Industrial Park. This would be three years from this
2007 test year rate case. In times of financial need, it is possible that the
Company will file for a rate case earlier. However, to be conservative, the
Company has chosen to use a period of three years to represent the time between
rate cases.

SUMMARY
Please summarize your testimony.
HECO's total requested increase in revenues is $99,556,000, or 7.1%, over
revenues at current effective rates (which include revenues from the interim rate
increase surcharge) for the normalized 2007 test year (using August 1, 2006 fuel
prices). If the interim rate increase surcharges are excluded from the Company’s
revenues (i.e., revenues at “present” rates), HECO’s total requested increase in
revenues is $151,505,000 for the normalized 2007 test year (using August 1, 2006
fuel prices).

The need for rate relief is supported by the testimonies and exhibits of 23
different witnesses who have submitted a total of 23 different written testimonies,
with supporting exhibits and workpapers. To facilitate a timely decision in this
rate case proceeding, HECO has limited the number of issues by using, in most
instances, the methodologies adopted by the Commission in past ratemaking
proceedings.

Does this conclude your testimony?

Yes, it does.
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EDUCATIONAL BACKGROUND AND EXPERIENCE

Hawaiian Electric Company, Inc. (HECO)
900 Richards Street
Honolulu, HI 96813

Senior Vice President
Public Affairs

5

University of Hawaii at Manoa
BA with Distinction in Political Science (1973)

University of lowa, College of Law
Juris Doctor with Distinction (1975)

1999-2001 First Hawaiian Bank
Executive Vice President & Manager
Financial Management Group

1996-1998 First Hawaiian Bank
Senior Vice President & Manager
Financial Management Group

1994-1996 First Hawaiian Bank
Senior Vice President & Deputy Manager
Financial Management Group

1993-1994 First Hawaiian Bank
Vice President & Trust Officer
Trust and Investments Division

1987-1993 State of Hawaii, Department of Commerce
and Consumer Affairs
Director
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State of Hawaii, Department of Commerce
and Consumer Affairs
Deputy Director

State of Hawaii, Department of Commerce
and Consumer Affairs
Senior Hearings Officer

Office of Senator Daniel K. Inouye in
Washington, D.C.
Deputy Administrative Assistant

Office of Senator Daniel K. Inouye in
Washington, D.C.
Legislative Assistant

University of Hawaii at Manoa
Legal Research Associate

Pacific Urban Studies & Planning Program

State Senator Stanley Hara
Administrative Assistant

Private Practice

Court Admissions: Supreme Court of Hawaii (1976)
United States District Court of the District of Hawaii (1976)
United States Supreme Court (1981)

Memberships: American Bar Association
Hawaii State Bar Association

Honors:

Freedom of Information Award, Society of Professional Journalists (1989)

Hawaii Public Administration Award, American Society for Public Administration,

Hawaii Chapter (1992)

Honorary Ali’i, Royal Order of Kamehameha I (1993)
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Outstanding Volunteer Fund Raiser Award 2000, National Society of Fund Raising
Executives (NSFRE) (2000)

Volunteer of the Year Award 2000, Alexis de Tocqueville Society of Honolulu (2000)
Community Service:

Hawaii Community Foundation — Board of Governors, Past Chair

Helping Hands Hawaii — Board of Directors, Chair

Hawaii Public Television Foundation — Board of Directors, Treasurer

Boys and Girls Club of Hawaii — Board of Directors, Past President; Board of AdviS(l)rs

Hawaii Institute for Public Affairs (HIPA) — Board of Directors

Bishop Museum — Board of Directors

Community Links Hawaii — Board of Directors

Family Independence Initiative — Board of Directors

The Friends of Iolani Palace — Board of Directors

Social Science Association — Member

Sutter Health Pacific — Board of Directors

Hawaii Nature Center — Board of Directors

Straub Foundation — Board of Directors

Disciplinary Board of the Hawaii Supreme Court — Hearing Committee Member

Judicial Performance Committee — Member
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF HAWAI]

e In the Matter of the Application of------- S—
HAWAIIAN ELECTRIC COMPANY, INC. Docket No. 2006-03'86}

For Approval of Rate Increases and Revised
Rate Schedules and Rules

N’ N’ N’ N’ N o N’

APPLICATION

TO THE HONORABLE PUBLIC UTILITIES COMMISSION
OF THE STATE OF HAWAII: '

I

This Application is filed by HAWAIIAN ELECTRIC COMPANY, INC.
("Applicant” or "HECQ") for approval of a gen‘éral rate increase and revised rate
schedules and rules. The amount of the increase in revenues requested is estimated to be
$99,556,000, or 7.1%, over revenues at current effective rates (i.e., rates that are currentfy
in effect for customers). Revenues at current effective rates include revenues from the
the interim rate increase approved by the Commission in Interim Decision and Order No.
22050 in HECO’s 2005 test year rate case, Docket No. 04-0113. If revenues from the
interim rate increase are excluded, the requested relief over the resulting revenues (i.e.,

revenues at present rates) is estimated to be $151,505,000.
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‘The requested increase is based on estimated total revenue requirements of
| $1 ,501,782,‘000 for the normalized 2007 test year (based én August 2006 fuel oil and
purchased energy prices; and an 8.92% raté of return on HECO's averagé rate base).

The revenue requirements exclude incremental demand-side management
(“DSM”) costs that HECO éunently recovers through the DSM component (“DSM
surchargé”) of the Integrated Resource Planning (“IRP”) Cost Recovery Perisioni |
HECO has excluded DSM surcharge revenues and the associated costs from the 2006. iest

| year because Docket No. 05-0069 (the Energy Efficiency proceeding) is present]y:.iﬁ
progress and is addressing a number of policy issues wi.th respect to DSM progfams: in
the state, including on the island of Oahu. The issues include what the cost recovery |
mechanism for DSM programs should b¢ (e.g., whether the costs should be recovered
through base rates or a separate surcharge). Because of this, HECO has excluded fromvits
2007 test year revenue requirements the incremental DSM costs currently recoirered'
through the DSM surcharge. Because the DSM costs recovered through the surcharge are -
excluded, the DSM surcharge revenues are alsb removed from the case.

HECO requests that the general rate increase and the revisions to its rate schedules
and rules be granted in two steps:

1. Interim Increase — an Interim Increase equal to increase in rates to which

the Commission believes HECO is “probably entitled” based on the evidentiary record
before it, in accordance with Section 269-16(d) of the Hawaii Revised Statues (“H.R.S.”).

HECO will determine the amount that it is requesting in the Interim Increase at the the

close of the evidentiary hearing, based on the evidence before the Commission.

2
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2. Finai Increase — a General Rate Increase when the Commission issues its
final decision and order to provide for the amount of the tefal requested revenue increase
not included in the Interi"mARate Increase.

Applicant requests fhat the rate design changes requested in this Application be.
implemented when the Final“'Increase is imp]emented. Applicant proposes to alloeate the

_increase in revenues as an equal percentage ‘increase to all rate schedules. |

Applicant further requests that the interim increase implemented prior to the final

step be structured as surcharges for the various classes based on a percentage of the
!

customer's base charges (i.e., exclusive of Energy Cost Adjustment charges and other
surcharges). | | |

As shown in HECO-2301, the requested revenue increase of $99,556,000 over
current effective rates represents a 7.1% increase over revenues at HECO’s current
effective rates for the normalized 2007 test year (based on August 2006 fuel oil and |
purchased energy prices and a rate of return on r‘ate base of 8.92%). As shown in HECO-
2302, the amount of the increase over revenuee based on present rates, which exclude
revenues from the interim surcharge, is $151,505,000, or 11.2%, for the normalized 2007
test year (based on August 2006 fuel oil and purchased energy prices and a rate of return
on rate base of 8.92%). As is the case with revenues at current effective rates and
revenues at present rates, revenues at proposed rates exclude DSM surcharge revenues
and the DSM costs recovered through the surcharge have been removed from the 2007

test year revenue requirement.
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I :

HECO fjles this Application pﬁrsuant to the Rules of Practice and Procedﬁre
before the Pub]ilc Utilities Commission, Title 6, Chapter 61, H.A.R. ("Rules of Practice |
and Procedﬁre"). The Company seeks approvall by the Commission of the proposed rate
increase and revised rate schedules under the brovisions of Section 269-16, H.R.S. -
}Pursuant to Section 6-61-87(11) of the Rules of Practice and Procedure, HECO files and
makes a part hereof written direct testimonies, exhibits and workpapers suppoﬁihg this
Application and showing justification for the requested increase. '. .:

111 “

HECO, whose executive offiée is located at 900 Richards Street, Honblulu, .
Hawaii, is a corporation duly organized under laws of the Kingdom of Hawaii on or
about October 13, 1891, and is now existing under and by virtue of the laws of the State
of Hawaii.

HECO is an operating public utility engaged in the production, purchase,
transmission, distribution, and sale of electricity on the island of Oahu, State of Hawaii.
Since July 1, 1983, HECO has been a Wholly-owned subsidiary of Hawaiian Electric
Industries, Inc. (“HEI”). A general description of HECO's property and equipment is

contained in the written direct testimonies, exhibits and workpapers filed herewith and

made a part hereof.
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v
Correspondence and communicationé in regard to this Application should be

addressed to:

William A. Bonnet | |
Vice President, Government and Community Affairs
Hawaiian Electric Company, Inc.

P.O. Box 2750

Honolulu, Hawaii 96840-0001

Copies of such correspondence and communications should be sent to: - \

Dean K. Matsuura

Director, Regulatory Affairs
Hawaiian Electric Company, Inc.
P. O. Box 2750

Honolulu, Hawaii  96840-0001

and
Thomas W. Williams, Jr., Esq.
Peter Y. Kikuta, Esq.
Goodsill Anderson Quinn & Stifel
1800 Alii Place
1099 Alakea Street
Honolulu, Hawaii 96813
\Y
The authorized capital stock of HECO consists of 50,000,000 shares of $6 2/3 par
value Common Stock (total authorized par value of $333,500,000), and 5,000,000 shares
of $20 par value Cumulative Preferred Stock and 5,000,000 shares of $100 par value

Cumulative Preferred Stock (total authorized par value of $600,000,000), or a total -

5
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authorized par value of $933,500,000 for Common Stock and Cumulative Preferred
Stock.' L _ “

As of Sébtember '30, 2006, HECO had outstanding 12,805,843 shares of Common
Stock of the par value of $6 2/3 per share, having a total par value of $85,387,140. |
A summary of the dividends ypaid on HECQO's Common Stock for the five-year pefiod

12001-2005 and the common stock balance at the end of each of those years is as follows:

Dividends Common Stock
Year Paid , Balance |
2005 $50,895,000 . $85387,140
2004 11,613,000 85,387,140
2003 57,719,000 85,387,140
2002 44,143,000 85,387,140
2001 36,309,000 85,387,140

As of September 30, 2006, HECO had outstanding 1,114,657 shares of
Cumulative Preferred Stock of the par value of $20 per share, having a total par value of
$22,293,140. Details concerning such cumulative Preferred Stock are on file with the
Commission under various docket numbers as set forth in HECO-103 (which is attached
hereto) and are incorporated herein by reference.

A summary of the dividends accrued on HECO's Preferred Stock for the five-year
period 2001-2005 and the preferred stock balance at the end of each of those years is as

follows:
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" Dividends Preferred Stock
Year Paid . _Balance
2005 $1,079,907 " $22,293,140
2004 1,079,907 22,293,140
20031079907 22,293,140
2002 1079907 - | 22,293,140
2001 1,079,907 | 22,293,140

As of September 30, 2006, HECO had outstanding $31,546,4'OO in Junior o
Subordinated Deferrable Interest Debentures (“QUIDS”) hybrid securities. Details‘ "'.: |
concerning the QUIDs are on file with the Commission under Vérious dockets as set forth -
in HECO- 103 and are incorporated herein by reference.

As of September 30, 2006, HECO had outstanding $451,580,000 in obligations to
the State of Hawaii for the repayment of Special Purpose Revenue Bonds. Details are on
file with} the COIﬁmission under various dqcket numbers as set forth in HECO-IO? and
are incorporated herein by reference. As of September. 30, 2006, HECO had no
outstanding borrowings from its parent, HEI, or from Hawaii Electric Light Company,
Inc. (“HELCO”) and Maui Electric Company, Limited (“MECQ”), but had 6utstanding
$145,079,872 of short-term borrowings from non-affiliates.

During 2005, HECO accrued $2,050,516 in interest on QUIDs, $25,260,946 in
interest on Special Purpose Revenue Bonds, $356,343 on borrowings from HEI and

$316,042 on borrowings from MECO. An estimate of the savings realized by HECO's

customers by virtue of using Special Purpose Revenue Bonds is shown in HECO-1917
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and is jncorporated herein by reference. :
| VI

HECO's :Ia'udited finéncial statements for the year ended December 31, 2005
(audited by KPMG LLP) are included in I—[ECQ’s and HEI’s Securities and Exdhange |
Commission (“SEC”) Form 8-K dated March 7, 2006, which was routinely filed with the_
Commission on March 8, 2006, and are incorporated herein by reference. |

HECO's unaudited balance sheet as of September 30, 2006, and unaudi-ted_incdﬁe
statement and statement of retained eamingé for the nine monthé ended Septembef.,30,
2006, are attached hereto as HECO-102. | |

A general description of HECO’S property and equipment are provided in the
written direct testimonies and exhibits filed herewith. The original cost of HECO'S
property and equipment and the applicable depreciation reserve are shdwn in the
September 30, 2006 balance sheet, as.well as in the written direct testimonies and
exhibits filed herewith.

HETI's 2005 Summary Report to Sharehd]ders, including Appendix A and its SEC
Form 10-K report for the year ended December 31, 2005, were routinely filed with the
Commission on April 13, 2006, and April 10, 2006, respectively, and are incorporated
herein by reference. HEI's latest Proxy Statement (dated April 5, 2006) is attached hereto
as HECO-104.

VII

HECO's current effective rates are the result of its existing “base” rates, plus the

interim rate increase approved in HECO’s pending 2006 test year rate case, Docket No.
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04401 13. HECO’s existing base rates are the result of the Commission's Final Décision
| and Order (‘_‘D&O”) No. 14412 issued December 11, 1995:,'.'in Docket No. 7766, which
utilized a 1995 ‘test year," and D&O No. 20292 issued July 1, 2003 and Order NQ. 20310 :
issued Julyl9, 2003, in Docket No. 03-0126, which implemented a temporary rate
reduction made possible as a result of a capacity charge reduction due to the ameﬁdment |
- of HECQ’S pdwer purchase agreement with AES Hawaii, Inc. The impact of the c'épacity
‘charge reduction was included in HECO’s revenue requirements for the 2005 test year in
»Docket No. 04-0113, and the temporary rate reduction will be discontinued when }né'.w
rates are set in that rate case. In addition, the current effective rates include the |
surcharges oﬁ Sheet No. 50.2 of HECO’S Tariff resulting from the interim rate increase
approved by the Commission in Interim Decision and Order No. 22050, issued
September 27, 2005, in Docket No. 04-0113. As of the date of this filing, the final
decision and order for Docket No. 04;01 13 is pending. Upon issuance of the final |
decision and order in that proceeding, HECO will terminate the interirﬁ rate increase
surcharges and implement revised rates in accordance with the Commission’s decision
and order.
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