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INTRODUCTION

Please state your name and business address.

My name is Alan K.C. Hee and my business address is 220 South King Street,
Honolulu, Hawaii.

By whom are you employed and in what capacity?

I am the Manager of Hawaiian Electric Company, Inc.’s Energy Services
Department (“ESD”).

What is your educational background and professional experience?

My experience and educational background are listed in HECO-900.

What is your area of responsibility in this testimony?

My testimony will cover HECO’s 2007 test year estimate of Customer Service
Expense (including Demand-Side Management (“DSM”) expenses), Integrated
Resource Planning (“IRP”) Expense, and the Energy Cost Adjustment Clause
(“ECAC”), including a discussion of the risk sharing properties of the Clause per
the requirements of Act 162 (2006). Mr. Jeff Makholm (HECO T-21) and Mr.
Eugene Meehan (HECO T-22) discuss the ECAC’s compliance with Act 162 and

fuel price hedging, respectively, in more detail.

CUSTOMER SERVICE EXPENSE

What is HECO’s 2007 test year estimate for Customer Service Expense?
HECO’s normalized 2007 test year Customer Service Expense is $7,176,000, as
shown in HECO-901.

What expenses are included as Customer Service Expense?

Customer Service Expense includes the following block of accounts:

Account 909 - Supervision — Customer Service Expense
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Account 910 - Customer Assistance Expense
Account 911 - Informational Advertising Expense
Account 912 - Miscellaneous Customer Service Expense

Are costs associated with the Company’s DSM efforts included in the Customer

Service block of accounts?

Certain DSM program and DSM-related base labor and base non-labor costs are

included in Account 910. However, incremental DSM program costs recovered

through the DSM Surcharge component (“DSM Surcharge”) of the IRP Cost

Recovery Provision (“IRP Clause”) have been removed from the test year expense

through a rate case adjustment and are not included in the Company’s test year

revenue requirements. The rate case adjustment is discussed later in my

testimony.

What areas of the Company charge their expenses to the Customer Service block

of accounts?

The primary departments/divisions at HECO that charge expenses to the Customer

Service block of accounts are the:

1)  Vice President, Customer Solutions Division

2)  Energy Services Department, including the Administration and Customer
Efficiency Programs Divisions,

3)  Customer Technology Applications Division,

4)  Marketing Services Division,

5)  Forecasts and Research Division,

6)  Corporate Communications Division, and

7)  Education & Consumer Affairs Division.

These areas constitute 95% of HECO’s Customer Service Expenses. Other
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departments at HECO providing support to Customer Service activities account
for the remaining 5%.

How was the 2007 test year estimate for Customer Service Expense developed?
The 2007 test year estimate for Customer Service Expense was based on HECO’s
O&M Expense Budget for 2007 (prepared in 2006), plus a rate case adjustment to
remove incremental DSM program costs, and a normalization adjustment for the
Pacific Coast Electrical Association (“PCEA”) convention, as shown in HECO-
902.

How was the Customer Service Expense for the 2007 O&M Expense Budget
prepared?

The Customer Service Expense for the 2007 O&M Expense Budget was prepared
by first determining workload requirements for various customer service activities
in 2007, including DSM expenses, and assigning employees to specific labor
classes. Second, labor expenses for employees were then established using
standard Company-wide labor rates for the respective labor classes. Third, non-
labor charges, such as materials purchases, consulting fees, training, and other
expenses were estimated based on continuing 2006 expenses and the application
of recent years’ trend in expenses. Fourth, non-labor expenses for new activities
were also incorporated into the forecast.

Please describe the rate case adjustment to the O&M Expense Budget.

The rate case adjustment removes incremental DSM program costs from test year
expenses. The adjustment affects primarily Account 910 — Customer Assistance
Expense.

What are incremental DSM program costs?

Incremental DSM program costs are those costs that are recovered through the
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DSM Surcharge and are not recovered through base rates. In géneral, they include
labor provided by outside services and non-labor costs. Major exceptions to this
general guideline are load management program costs for the Residential Load
Direct Control (“RDLC”) Program and the Commercial and Industrial Direct
Load Control (“CIDLC”) Program. The stipulations between the Company and
the Consumer Advocate, approved by the Commission in Decision and Order
(“D&0O™) No. 21415, issued October 14, 2004 in Docket No. 03-0166, and D&O
No. 21421, issued October 19, 2004, in Docket No. 03-0415, for the RDLC and
CIDLC Programs respectively, identify which program costs are incremental and
which costs HECO recovers through base rates.

Why is HECO not including incremental DSM program costs in the test year?
DSM program cost recovery is an issue in the on-going Energy Efficiency Docket,
Docket No. 05-0069. Because the Commission’s decision regarding the
appropriate DSM program cost recovery mechanism is pending, for the purposes
of this proceeding, the Company is using the method of cost recovery that is
currently in place; namely, that DSM program costs currently being recovered in
base rates continue to be recovered in base rates, and incremental DSM program
costs currently being recovered through the DSM Surcharge continue to be
recovered through that surcharge.

What is the assumption for DSM program implementation in the test year?

The test year assumption is that nine DSM programs are implemented beginning
in January 2007. Those programs are:

1)  Commercial and Industrial Energy Efficiency (“CIEE”)

2)  Commercial and Industrial New Construction (“CINC”)

3)  Commercial and Industrial Customized Rebate (“CICR”)
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4)  Residential Efficient Water Heating (“REWH”)

5)  Residential New Construction (“RNC”)

6) Residential Low Income (“RLI)

7)  Energy Solutions for the Home (“ESH”)

8) Commercial and Industrial Direct Load Control (“CIDLC”)

9)  Residential Direct Load Control (“RDLC”)

Furthermore, HECO indicated in the Energy Efficiency Docket that it intends to
file modifications to its CIDLC and RDLC Programs before the end of 2006. The
modifications to the RDLC Program were filed on November 22, 2006. The test
year base labor and non-labor estimates for those two programs assume that the
modifications are implemented in January 2007.

Is HECO requesting recovery of expenses associated with the Residential
Customer Energy Awareness (“RCEA”) Program in the test year?

No, not in this direct testimony. Pending the Commission’s determination on this
matter in the HECO Test Year 2005 Rate Case (Docket No. 04-0113) and the
Energy Efficiency Docket (Docket No. 05-0069), HECO has not included any
RCEA Program costs in this proceeding.

Does the removal of incremental DSM program costs from revenue requirements
have an impact on the level of rate relief that HECO is requesting?

No, there is no impact because HECO is currently allowed to recover all prudent
and reasonable incremental DSM program costs through the DSM Surcharge. As
long as HECO is permitted to continue to recover incremental DSM program costs
through the DSM Surcharge, the incremental program costs plus associated
revenue taxes are completely offset by revenue recovered through that surcharge.

Are any lost margins associated with the DSM programs included in the
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Company’s test year estimates?

Cumulative energy savings (on an annualized basis) from DSM measures installed
prior to the test year, plus an estimate of ramped energy savings from DSM
measures installed during the test year are included in the Company’s estimate of
test year sales and peak. However, HECO has not included a separate recovery of
lost margins for the balance of the ramped 2007 test year measures installations in
any of its test year estimates.

Are utility incentives for pursuing DSM programs on a forward going basis
included in any of the Company’s test year estimates?

No, HECO has not included any utility incentives for implementing DSM
programs in its test year estimates. The issue of utility incentives for DSM
program implementation is one of the issues that are pending Commission
decision making in the Energy Efficiency Docket.

Does this treatment of DSM Program cost recovery, lost margins, and utility
incentives for DSM supersede the Company’s proposal in the Energy Efficiency
Docket?

No, it does not. In the Energy Efficiency Docket, HECO’s position, as updated,
was that all DSM program costs be recovered through the DSM Surcharge.
HECO also proposed that it be allowed to earn incentives for pursuing energy
efficiency with recovery also through the DSM Surcharge. (See HECO’s Opening
Brief, pages 172-180, filed October 25, 2006, in Docket No. 05-0069.) However,
because a decision on this matter is pending at the Commission, for this
proceeding HECO is continuing the current cost recovery mechanism, has
excluded the recovery of lost margins between rate cases, and has not included

any utility incentives in its test year estimates. Should the Commission issue a
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D&O in the Energy Efficiency Docket specifying the cost recovery mechanism
prior to a final D&O in this proceeding, HECO will adjust its revenue
requirements to conform to the Energy Efficiency Docket D&O. However,
should the Commission issue an Energy Efficiency Docket D&O after a final
D&O in this proceeding, HECO would work with the Commission to determine
an appropriate transition to implement the Commission’s order.

How was the rate case adjustment determined?

First, the DSM expenses were examined to determine which costs were allowed to

be recovered in base rates and which costs were incremental and would be

recovered through the DSM Surcharge. Second, NARUC accounts impacted by
the rate case adjustment were identified. While the rate case adjustment primarily
impacted NARUC 910, adjustments for DSM incremental program on-costs
included in the G/L code transfers also had to be accounted for. I will explain the

G/L code transfers later in my testimony.

What do DSM expenses include?

DSM expenses include:

1)  Base and incremental DSM program expenses directly related to the
administration and implementation of specific DSM programs, including
customer incentives, direct labor, outside services and equipment,
advertising and marketing, and miscellaneous; and

2)  Other base DSM-related expenses such as on-going administration expenses
for the overall supervision of the DSM programs that are not attributable to
specific programs, the costs associated with the Pay-As-You-Save
(“PAYS”) Program to be initiated as a result of Act 240 of the 2006

Legislative Session, and Information Technology Services (“ITS”) expenses
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that are incurred in support of all DSM Programs.
DSM expenses are primarily charged to Account 910 — Customer Assistance
Expense, but some expenses are charged to Accounts 909, 920, 921, and 931, as
shown in HECO-903. The total amount of incremental DSM Program expenses
shown in this exhibit was developed earlier this year at the same time as the O&M
Expense Budget. Since that time, the estimated amount of incremental costs may
have changed (including changes reflected in HECO’s proposed modifications to
the RDLC and CIDLC Programs). However, since HECO is requesting recovery
of base labor and base non-labor DSM program costs through ‘its proposed base
rates in this proceeding (i.e., excluding any incremental DSM program costs), any
differences between the incremental cost estimates shown in HECO-903 and
current updated estimates of incremental costs do not affect the test year revenue
requirements. My testimony will support a total Customer Service DSM test year
expense of $2,980,000, which consists of $24,000 in Account 909 and $2,956,000
in Account 910.
What DSM program costs are currently being recovered through base rates?
HECO currently recovers DSM program base labor and certain base non-labor
costs through base rates or through the interim rate increase ordered by the
Commission in Interim D&O No. 25050, issued September 27, 2006, in Docket
No. 04-0113. Base labor costs are those costs associated with the 11 base
positions directly associated with DSM program costs, as shown in HECO-904.
HECO-904 also identifies the 11 incremental DSM program positions that are
being removed from the test year.

Included in base non-labor costs are marketing, advertising, tracking and

evaluation, and miscellaneous costs associated with HECO’s two load
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management programs, the CIDLC Program and the RDLC Program.

The amount of DSM program incremental labor and non-labor expense
included in the rate case adjustment, which is $17,472,000, is shown in HECO-
905.

What is a G/L code adjustment?

The G/L code adjustment removes expense elements (“EE”) corresponding to
Corporate Administration (406), Employee Benefits (422), and Payroll Taxes
(423) from Customer Service labor expense. These expenses are classified as
non-labor expenses even though they are related to employees. This adjustment is
necessary because the Company’s Customer Service O&M Expense Budget
includes these expense elements. However, for the purposes of the rate case these
expenses are collected under other NARUC accounts. The G/L code adjustment
removes those expenses from the Customer Service Expense estimate and collects
them under different NARUC accounts, thus, avoiding a double counting of these
expense elements. The Customer Service G/L code amount originally
corresponded to these expenses for all positions in the Operating Budget,
including the incremental positions.

What is the impact on the G/L code due to the removal of incremental DSM
program expenses from the Test Year?

Included in the G/L code adjustment is ($339,100) of incremental on-costs related
to the incremental DSM positions that were removed from the Test Year. The
G/L code adjustment for Account 910 -- Customer Assistance Expense was
reduced by $339,100 and the following amounts were transferred via the G/L

Code to the NARUC accounts indicated below:
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NARUC 922 Admin (EE406) ($ 67,700)
NARUC 926 Employee Benefits  (EE 422) ($223,400)

NARUC 408 Payroll Taxes (EE 423) ($_48.000)
Total ($ 339,100)

Adjustments for these transferred incremental DSM program on-costs have
been made from the above NARUC accounts to properly reflect associated on-
costs for the removed incremental DSM positions.

Combining the removal of DSM program incremental costs from NARUC
910 (see HECO-905) with the adjustments explained above, results in the total
rate case adjustment of $17,472,000, as shown in HECO-906.

What adjustment was made to normalize the O&M Expense Budget for test year
purposes?

The O&M Expense Budget was reduced by $24,000 because the PCEA meeting,
the costs of which are included in the 2007 O&M Expense Budget, is held once
every two years. Therefore, for the purposes of the test year, the estimated
$47,000 of PCEA meeting cost was averaged over two years, and $24,000 was
subtracted from the 2007 O&M Expense Budget, as shown in HECO-907.

With the removal of incremental DSM program expenses and the application of
the normalization adjustment, what is the split between base DSM and non-DSM
expenses in the Customer Service Expense block of accounts?

The split between base DSM and non-DSM expenses is shown in HECO-908,
along with the adjusted G/L code. Over 99% of all DSM expenses are included in
Customer Assistance Expense.

How does HECO’s test year 2007 Customer Service Expense compare with

preceding years’ recorded information?
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HECO’s recorded Customer Service Expenses for the period from 2001 through
2005, the budget forecast for 2006, and the test year estimate for 2007, are
reflected in HECO-909. Customer Service Expense is projected to increase in
2006 and 2007, primarily reflecting the expanded activities of the Energy Services
DSM programs and an increase in Informational Advertising. The impact of the
DSM activities can be demonstrated by removing base DSM expenses from the
Customer Service expenses. As shown in HECO-910, the costs excluding DSM
base expenses are relatively stable, with the exception of Account 911 —
Informational Advertising, which will be addressed later in this testimony.

How will the rest of your testimony be organized?

My testimony will first discuss test year expenses by account, including
supporting information arranged by Department/Division areas. In addition, since
DSM is a large expense item and since functional support for DSM is provided by
many of the organizational areas listed above, a subsequent section of my
testimony will focus on the expenses associated with DSM. My testimony will
continue with a discussion of the test year estimate of IRP expenses, an
enumeration of the head count, and conclude with a section on the Energy Cost

Adjustment (“ECA”) Clause and the ECA factors at present and proposed rates.

Account 909 - Supervision

What is the 2007 test year estimate for Account 909 — Supervision?

HECO’s 2007 test year estimate for Account 909 — Supervision expense is
$308,000, as shown in HECO-901. The test year estimate consists almost entirely
of labor, representing the salaries and overheads of the Customer Solutions Vice

President and Secretary (the VP, Customer Solutions Division). There are also a
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few labor hours and overheads from the Manager, Energy Services Department.

The VP, Customer Solutions position was created on June 28, 2004, after a re-

organization in the HECO Energy Solutions process area.

What is the mission of the Customer Solutions process area?

The mission of the Customer Solutions process area is to provide the customer

with a wide range of choices related to energy options and optimum energy usage.

The process area consists of the:

1) VP, Customer Solutions Division,

2)  Energy Services Department (including the Administration, Customer
Efficiency Programs, and Pricing Divisions),

3)  Customer Technology Applications Division,

4) Marketing Services Division,

5)  Forecasts and Research Division, and

6) Integrated Resource Planning Division.

How was the test year labor estimate for Account 909 — Supervision developed?

The test year labor estimate is based on the 2007 O&M Expense Budget of

$282,000. This estimate was based primarily on the hours spent by the VP,

Customer Solution and Secretary on general supervision and the direction of the

Customer Solutions process area.

How was the test year non-labor estimate for Account 909 developed?

The non-labor amount of $26,000 was estimated by taking continuing 2006 non-

labor costs for the VP, Customer Solutions Division and adjusting for higher

anticipated costs for various goods and services.

How much of the test year Account 909 expense estimate is associated with

DSM?
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There is about $24,000 of base DSM labor expenses included in the Account 909
test year estimate.

How does HECO’s 2007 test year Account 909 — Supervision labor expense
estimate compare with the recorded expense for the past five years, 2001-2005?
The test year labor expense is higher than in 2005, as shown in HECO-909,
because more hours are expected to be allocated to General Supervision by the
VP, Customer Solutions. Beginning in 2002, there was a HECO accounting
change that affected the number of hours in Account 909. Prior to 2002, all ESD
Manager and Secretary labor was charged to Account 909. However, from 2002
onwards, only Manager and Secretary labor charges to General Supervision and
Direction were accumulated in Account 909. All other labor was charged to
Account 910. Furthermore, as indicated above, beginning in June 2004, labor
charges for the newly created VP, Customer Solutions Division were accumulated

under Account 909.

Account 910 — Customer Assistance Expense

What is the 2007 test year estimate for Account 910 — Customer Assistance
Expense?

HECO’s 2007 test year estimate of Account 910 — Customer Assistance Expenses
is $5,724,000 as shown in HECO-901. This amount includes a 2007 test year
labor expense estimate of $3,236,000 and a non-labor expense estimate of
$2.,488,000, as shown in HECO-902.

How much of the test year Account 910 — Customer Assistance Expense is
associated with DSM?

About 40% of the total test year estimate of Customer Assistance Expense
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(excluding the G/L code), or $2,956,000, is related to DSM, as shown in HECO-

908. Customer Assistance Expenses include nearly all of the DSM expenses for

the test year.

Account 910 — Labor

Q.

How does the 2007 test year labor expense estimate for Account 910 compare

with the recorded 2005 labor expense for this account?

Test year 2007 labor expense estimate for Account 910 is $3,236,000 as compared

to $2,824,000 recorded expenses in 2005, an increase of $412,000, as shown in

line 8 of HECO-911.

What are the major differences between 2005 recorded labor expense and the

2007 test year expense estimate?

The major difference is an increase in DSM program activities, which will be

described later in my testimony.

What are the various divisions included in Account 910?

The divisions captured in this account are as follows, as shown in HECO-912:

1)
2)

3)
4)
5)
6)
7)

Administration Division — Energy Services Department

Customer Efficiency Programs Division (responsible for DSM programs) —
Energy Services Department. Note that all DSM expenses for Account 910,
including those DSM expenses that are incurred outside the CEP Division,
are consolidated here for descriptive purposes

Customer Technology Applications Division

Marketing Services Division

Forecasts and Research Division

Corporate Communications Division

Education and Consumer Affairs Division
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8)  Others — Customer Service Expense

Administration Division, Energy Services Department — Labor

Q.
A.

What is the mission of the Energy Services Department (“ESD”)?

ESD is responsible for developing fair and competitive rates, ensuring that
customers are provided with accurate information about rates, and planning,
designing, and implementing DSM programs.

What are the activities of the Energy Services Department?

The divisions of ESD that roll up into Customer Service Expenses include
Administration, Customer Efficiency Programs, and Pricing Divisions. I will
discuss the activities of the ESD later in my testimony when I cover each of the
organizational areas that contribute to Customer Service Expense.

What are the mission and major activities of the Administration Division?

The Administration Division of ESD is responsible for the supervision of the
Divisions that report to it. A portion of the expenses for the Administration
Division is charged to Account 909, as stated earlier. However, a much larger
portion of the Division’s effort is directed towards the overall planning and
coordination of the DSM programs and is included in Account 910.

What is the 2007 test year labor expense estimate, and how does it compare to
2005 recorded expense?

The 2007 test year labor expense estimate is $35,000 in comparison to the 2005
recorded expense of $96,000, or a decrease of $61,000, as shown in HECO-912,
line 4.

Why has the Administration Division’s labor expenses changed?

The lower expense estimate in the 2007 test year reflects an increased emphasis

on overseeing the DSM programs. As indicated above, these additional labor
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charges for DSM are captured under expenses associated with the Customer
Efficiency Programs Division. Therefore, the remaining hours that are unrelated
to DSM are fewer, resulting in a lower test year labor expense for the

Administration Division.

Customer Efficiency Programs Division — Labor

Q.
A.

What is the mission of the Customer Efficiency Programs (“CEP”) Division?

The mission of the CEP Division is to design cost effective Demand-Side
Management (energy efficiency and load management) programs to be included in
the analysis of HECO’s IRP plan and to manage and implement those programs
once they are approved by the Commission.

What are the CEP Division’s major activities?

The major activities of the CEP Division include:

1.  Program Planning. The Division develops DSM program concepts,

establishes budgets, develops estimates of kW and kWh impacts and
performs preliminary cost benefit tests for proposed DSM programs to be
included in HECO’s IRP plan.

2.  Preparing Regulatory Applications and Testimony: The Division prepares

the DSM sections and exhibits of HECO’s IRP reports. This also includes
preparing and presenting written testimony, responding to information
requests, and presenting oral testimony as needed to support the DSM
programs in the IRP dockets.

3. Preparing DSM Program Applications: The Division prepares DSM

program applications for those programs included in the IRP plan. Again,
this includes preparing and presenting written testimony, responding to

information requests, and presenting oral testimony as needed to support the
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programs.

4.  Implementing the DSM Programs: Following approval of the DSM

program applications by the Commission, the Division implements the
programs. These duties include direct customer visits to promote the
programs, conducting customer training and workshops, processing
customer applications and other direct implementation duties.

5. Managing the DSM Programs: CEP Division manages the DSM programs

including processing all customer applications, tracking program costs, and
maintaining the Demand-Side Management Information System which
accounts for all customer incentives and program impacts. The Division also
prepares and files the Annual Program Modification and Evaluation
(“M&E”) Report and the Annual Program Accomplishments and Surcharge
(“A&S”) Report.

What is the 2007 test year labor expense estimate for the CEP Division, and how

does it compare to 2005 recorded expense?

The 2007 test year labor expense estimate for the CEP Division, which includes

all Account 910 DSM expenses incurred outside of the CEP Division, is

$1,029,000 as compared to 2005 recorded expense of $656,000, which also

includes all Account 910 DSM expenses incurred outside the CEP Division, as

shown in HECO-912, line 1.

Why is the 2007 test year labor expense estimate for DSM $373,000 higher than

the recorded 2005 labor cost?

Forecasted labor costs for 2007 reflect a new Load Management Engineer position

and the full year contribution of positions that were filled part way into 2005.

Details regarding the DSM programs are provided in a separate section of this
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testimony.

Customer Technology Applications Division — Labor

Q.
A.

What is the mission of the Customer Technology Applications (“CTA”) Division?

The Division’s overall mission is to provide multi-faceted technical support to our

residential, commercial, and industrial customers. The Division identifies,

promotes, and introduces innovative and beneficial applications of electro-

technologies, in addition to providing expert engineering staff that are trained in

the measurement and analysis of power quality.

What are the CTA Division’s major activities?

The CTA Division focuses on the following program areas:

Marketing publications - Powerlines Newsletter,

Electro-technologies education, technical support, and promotion,
Commercial customer power quality education, technical support, and
onsite measurements/analyses, and

Residential customer power quality education, technical support, and onsite
measurements/analyses.

Examples of electro-technology applications in which the Division has been

an active participant are as follows:

e  Ice Thermal Energy Storage (“TES”) or Cool Storage Systems

e  Ultraviolet Germicidal Irradiation (“UVGI”) for Tuberculosis
Mitigation and Mold Control

e  Medical Waste Disposal Technologies including Plasma Vitrification

e  Post-Harvest Cooling Systems

e Integrated Dual-Path Air-Conditioning Systems for Supermarkets

e  Voltage Ride-Through Systems using Advanced Flywheel
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Technologies and the Roesel Written Pole Motor Generator

e  Demand-Controlled Ventilation (“DCV”) Techniques

e  Ozone Laundry and Water Disinfection Systems

e  Ultraviolet Disinfection of Water and Wastewater Systems

e  Membrane Separation Processes for Food Processing

e  Adjustable Speed Drives

e  Advanced Heat Pump Systems Research and Field Testing

e  Web-Based Monitoring and Control Systems

The Division also provides technical support for HECO’s DSM programs,
particularly in the areas of engineering site evaluations for the CIDLC Program
and customized rebate assessment.
What is the test year labor expense estimate for the Customer Technology
Applications Division, and how does it compare to the 2005 actual expense?
The 2007 test year labor expense estimate of $379,000 is $62,000 higher than the
2005 recorded expense of $317,000, as shown in HECO-912, line 7.
What are the reasons for the increase?
The CTA Division intends to replace two Senior Technical Engineers who
transferred to other departments/divisions within the Company. These Senior
Technical Engineers will be working on the DSM programs (the labor costs of
which are included under the labor costs for the Customer Efficiency Programs
Division), as well as on customer related CTA Division activities. Increased 2007
hours for time spent on the DSM programs are reflected in the Customer
Efficiency Programs Division labor expense. Increased 2007 Normal Support
“above the line” activity hours are included in the increased base labor costs in the

2007 test year estimate.
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Marketing Services Division — Labor

Q.
A.

What is the mission of the Marketing Services Division?

The Marketing Services Division is responsible for providing account
management services for the Company’s largest customers.

What are the Marketing Services Division’s major activities?

The Marketing Services Division provides a single point of contact for HECO’s
major customers. There are about 400 major commercial customers, primarily
Schedules PP, PS, and PT, representing a total of over 6,200 accounts and about
54.7% of HECO’s billed kWh sales in 2005. The account managers in the
Marketing Services Division provide frequent proactive contact and develop
multilevel relationships with each customer organization.

Major customer services also include communication during power outages,
rate analyses, meter and billing consolidation analyses, power factor payback
calculations, and coordination of service connections and related services. The
Division provides energy solutions assessments and recommendations for major
customers; sponsors and conducts conferences, seminars, workshops, trade shows;
conducts power quality assessments and recommendations; and assists major
customers with electro-technologies applications.

While the account managers do assist customers with information about the
Company’s DSM programs, that is only a small portion of their entire customer-
related responsibilities. Therefore, the account managers are not considered DSM
positions.

What is the 2007 test year labor expense estimate, and how does it compare to the
2005 recorded expense for the Marketing Services Division?

The 2007 test year labor expense estimate for the Marketing Service Division is
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$809,000 as compared to 2005 recorded expense of $764,000, an increase of
$45,000, as shown in HECO-912, line 10.

Why has the Marketing Services Division’s labor expense increased?

In 2005, the Marketing Services Coordinator position was vacant from January 1,
2005 until March 17, 2005, thereby resulting in lower 2005 labor. For 2007, all
positions were assumed filled for the year. In addition, the increase in labor costs
can also be attributed to higher 2007 budgeted non-productive wages on-costs and
standard hourly rates used in comparison to the actual 2005 non-productive wages

on-costs and hourly rates, thereby resulting in increased labor costs.

Forecasts and Research Division — Labor

Q.
A.

What is the mission of the Forecasts and Research Division?

The Forecasts and Research Division provides support for a number of activities
that help the Company provide products, services, and features designed to meet
the wants, needs, and expectations of its customers.

What are the Forecasts and Research Division’s major activities?

The Division has seven main areas of focus.

1. Sales and peak forecasting: The Division develops short and long-term

projections of sales and peak demand for HECO, and assists HELCO and
MECO with their respective forecast processes. This includes the collection
of historical data, developing projections for the local economies, analysis of
market segments, and the integration of all of this information into a forecast
of electricity sales and demand.

2. Customer and market research: The Division conducts ongoing assessment

of customer satisfaction and expectations, market conditions and trends,

energy usage and technology adoption patterns, and related activities
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intended to help the Company understand and meet customer expectations.
The Division conducts similar work for HECO’s subsidiary companies,

HELCO and MECO, as well.

DSM planning and evaluation: The Division develops market potential

studies for new and enhanced DSM programs for IRP purposes. In addition,
the Division is responsible for the impact evaluations of implemented DSM
programs. Through these efforts, new options are made available to our
customers for energy efficiency, and existing programs are refined. These
efforts also contribute to fulfilling reporting requirements. The Division
conducts similar work for HECO’s subsidiary companies, HELCO and
MECO as well.

Load research: The Division coordinates and conducts load research projects
that help the Company understand energy usage by different classes of
customers. An example of these studies is the 2003 HECO Class Load
Study, which provides support for forecasting, pricing, and IRP efforts. The
Division conducts similar work for HECO’s subsidiary companies, HELCO
and MECO as well.

Advertising and promotional activities: The Division manages the

Company’s mass market advertising efforts for DSM and educational and
awareness purposes. These efforts help the Company inform the public
about issues related to energy use and efficiency, and about programs and
options offered by the Company.

Budget and accounting support: The Division provides budget and

accounting support for the Energy Services Department to ensure proper

accounting, tax treatment, and recording of transactions in accordance with
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Generally Accepted Accounting Principles (“GAAP”).

7. Ad hoc studies and consultative support: In addition to these activities, the

Division provides ad hoc studies and consultative support as needed. The
Division conducts similar work for HECO’s subsidiary companies, HELCO
and MECO as well.
What is the 2007 test year labor expense estimate, and how does it compare to the
2005 recorded expense?
2007 test year labor expense estimate for the Forecasts and Research Division is
$337,000 as compared to 2005 recorded expense of $405,000, a decrease of
$68,000, as shown in HECO-912, line 13.
Why is the 2007 test year labor expense estimate lower than the 2005 actual labor
cost?
The decrease in labor costs is due primarily to an expected shift of labor costs
from O&M to more work that is billable to HECO’s subsidiary companies,
HELCO and MECO. 2007 Billable labor work increased by $53,000 from 2005
due to more Billable work envisioned for HELCO and MECO.

Corporate Communication Division — Labor

Q.
A.

What is the mission of the Corporate Communications Division?

The Division’s mission is to support the Company’s strategic plan with clear and
credible external public, media and community relations, issues management, and
employee communications.

What are the Corporate Communications Division’s major activities?

The Division’s major activities include:

e  Writing and designing Consumer Lines, the Company’s monthly

informational bill insert to customers, as well as preparation of a website
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version of the insert,

Writing and designing Currents, the Company’s monthly newsletter, and
producing and maintaining employee communications information for the
Company’s Intranet site,

Writing and editorial assistance for Hoa Hana, a quarterly publication,
Editing assistance for Powerlines, a major customer electronic newsletter,
Managing content on the www.heco.com website,

Providing video production and other audiovisual assistance to support
employee training and safety needs,

Participating in partnership efforts with major customers such as the
Department of Defense and the University of Hawaii,

Providing promotional and other support for customer events such as the
HECO-sponsored Pacific Coast Electrical Association conference, the
Efficient Electro-technology Expo and Seminar, and Live Energy Lite energy
efficiency program,

Responding to customer information requests or complaints,
Communicating with customers and media about outages and other system
problems, and

Planning for and preparing general public communications about issues such
as planned company infrastructure projects, rate increases, renewable energy,

underground lines, and other topics.

What is the 2007 test year expense estimate for Account 910 for Corporate
Communications?

Corporate Communications’ 2007 test year labor expense estimate for Account

910 — Customer Service Expense is $233,000. The estimated labor expense is for
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planning and executing customer communications.

How does the 2007 test year expense estimate compare to the 2005 recorded
expense?

2007 test year estimate of $233,000 is $33,000 higher than the 2005 recorded
expense amount of $200,000, as shown in HECO-912, line 16. The primary
reason for the increase is that one staff vacancy in the division, resulting from a
retirement in the fall of 2004, was filled in April 2005. By comparison, the 2007
labor charges reflect full staffing for the entire year. The remaining increase is
primarily due to normal fluctuations in areas of planned work amongst various

activities and accounts.

Education & Consumer Affairs — Labor

Q.
A.

What is the mission of the Education and Consumer Affairs (“E&CA”) Division?
E&CA educates residential customers and provides information about electrical
safety, efficiency, conservation, renewable energy, and alternative energy
technologies. E&CA is also responsible for developing, implementing and
directing programs and efforts to build and sustain good relations with the
community, and to facilitate two-way communication with the public.

What are the E&CA Division’s major activities?

The E&CA Division accomplishes its mission through the following programs:

e HECO in Your Community: Educational exhibits, interactive tools, and

information on safe, efficient, and wise use of energy, conservation,
renewable energy, and DSM programs are provided at community-sponsored
events.

e Lending Library: Educational materials, brochures, videos and information

on the safe, efficient and wise use of energy, conservation, renewable energy
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and the environment are available via the internet or by direct contact with
E&CA. Educational materials and speakers are available to schools,
customers, and community organizations.

Electric Magnetic Fields (“EMF”): Educational information and surveys of

residential properties are provided to customers.

Educational Materials: Information on the safe, efficient, economical use of

electricity and energy related technology is provided to customers through
publications and materials such as the Energy Tips and Choices and
Handbook for Emergency Preparedness brochures.

Sun Power for Schools: HECO supports the Department of Education’s

implementation of the PowerQuest program, an educational program about
electricity, photovoltaics, and alternative energy, which teaches students
about energy and the environment.

Customer Education Campaign: Community outreach and information to

provide information, awareness and knowledgeable choices on electrical
safety, power quality, outage prevention and energy conservation. The 2005
campaign was focused on energy conservation, with the theme “Live Energy
Lite”, to teach customers ways to conserve in general and especially during
peak hours. The 2006 campaign included both the energy conservation
outreach and a Mylar Balloon Outage Prevention Campaign to educate
customers about actions they can take to prevent outages caused by Mylar
balloons and subsequent safety hazards, customer losses and financial
damages.

The Electric Kitchen: The Electric Kitchen is a venue to promote safe,

efficient use of electrical appliances and energy conservation through the use
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of new electric technologies and proven energy saving tips for the home. This
information is provided to customers in a popular weekly newspaper column
that features recipes from our recipe files and from various civic and
community service groups.

e Integrated Resource Planning (“IRP”): Assistance with the planning,

developing, implementing, and reporting of HECO’s IRP Plan, with emphasis
on the expanded community outreach and public input.
What is the 2007 test year labor expense estimate, and how does it compare to
2005 recorded expense?
The E&CA Division’s 2007 test labor is $377,000 as compared to $300,000
recorded expense in 2005, an increase of $77,000, as shown in HECO-912, line
19.
Why is the 2007 test year labor estimate cost higher than 2005 actual labor cost?
The increase in labor costs is primarily due to staff vacancies in 2005. The 2007
labor estimates reflect the effect of full staffing levels for direct labor costs and

associated overheads.

Others — Customer Service Expense — Labor

Q.

What is included in the expense labeled “Others” in exhibit HECO-912, lines 22
to 247

Legal, Construction & Maintenance, Customer Installations, Engineering,
Management Accounting & Financing Services, and System Operations are the
departments that have included cost in “Others”. These departments provide
support to the activities coded to Account 910.

What is the 2007 test year labor expense estimate and 2005 recorded expense for

“Others — Customer Service Expense”?
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2007 test year expense estimate is $37,000 versus $86,000 recorded in 2005, a
decrease of $49,000.

Account 910 — Non-labor

Q.

How does HECO’s test year non-labor expense estimate for Account 910 compare
with the 2005 recorded expense in this account?

The test year non-labor expense estimate is $2,488,000 for Account 910, an
increase of $1,051,000 above recorded 2005 expense of $1,437,000, as shown in
HECO-912, line 31. Changes to the non-labor costs are primarily due to

expanded DSM programs. An explanation of other non-labor costs will follow.

Administration — Energy Services Department — Non-Labor

Q.

What is the test year non-labor expense estimate and 2005 recorded expense for
Administration?

The 2007 test year expense estimate for non-labor is $41,000 as compared to
$89,000 in 2005 reflecting a decrease of $48,000, as shown in HECO-912, line 5.
The decrease is largely due to 2005 expenditures being high in comparison to the
2007 estimate for two reasons. First, 2005 actual non-labor expenditures included
HECO IRP non-labor costs ($20,000) that were incurred subsequent to September
27, 2005, the effective date of the HECO 2005 test year rate case interim increase.
IRP non-labor costs incurred subsequent to September 27, 2005 were treated as
base O&M expenses instead of incremental expenses'. This expense was unusual
in that it was charged to the ESD, Administrative Division. Normally these
expenses are charged to the Forecasts and Research Division, which administers

IRP-related service agreements on behalf of the ESD, Administration Division.

1

For further discussion of the treatment of HECO IRP non-labor costs resulting from the HECO

2005 test year rate case interim rate increase, see the following section: Forecasts and Research Division —
Non-Labor.
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Thus, the $20,000 non-labor expense for the ESD, Administration Division was a
one-time expense. Second, the 2005 actual expenses included recruitment non-
labor costs ($36,000) to hire the Director, Customer Efficiency Programs

Division.

CEP Division (DSM Programs) — Non-Labor

Q.

What is the 2007 test year non-labor expense estimate, and how does it compare
to 2005 recorded expense?

The 2007 test year non-labor expense estimate for the Customer Efficiency
Programs Division is $1,927,000 as compared to the 2005 recorded expense of
$670,000, an increase of $1,257,000, as shown in HECO-912, line 2.

Why is the 2007 test year non-labor expense estimate for the Customer Efficiency
Programs Division higher than the recorded non-labor costs for 2005?

The increase over 2005 expenses reflects primarily an increase in base non-labor
costs associated with the CIDLC and RDLC Programs. DSM expenses are

discussed in more detail later in my testimony.

Customer Technology Applications Division — Non-labor

Q.

How does the Customer Technology Applications Division 2007 test year non-
labor expense estimate for Account 910 compare with the 2005 recorded
expense in this account?

The test year non-labor expense estimate of $339,000 is $148,000 higher than
the recorded 2005 non-labor expense of $191,000, as shown in HECO-912, line
8.

Why does the 2007 test year expense estimate increase?

The Customer Technology Applications Division non-labor budget includes

overhead expenses, employee benefits and education, promotion, and



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

HECO T-9
DOCKET NO. 2006-0386
PAGE 30 OF 67

development work associated with HECO publications, power quality, electro
technologies, cool storage, heat pump technical support, and other normal
support activities. The higher non-labor expense estimate for 2007 reflects
approximately $86,000 higher on-costs due in part to more labor hours/dollars
(the bases for on-costs computation) with the addition of the two Senior
Technical Services replacement engineers as well as overall higher 2007 on-
costs rates in comparison to 2005.

For other non-labor items, 2005 recorded expenses reflect a reduction in
education, promotion, and development associated with the Division’s core
program area and other normal support activities compared to years prior to
2005. A $62.000 increase in the 2007 non-labor estimate reflects a return to the
funding support for the Division’s core program area and other normal support

activities.

Marketing Services — Non-Labor

Q.
A.

What is the total non-labor cost of the Marketing Services Division?

The total non-labor cost for the Marketing Services Division for 2007 test year is
$483,000, an increase of about $123,000 over 2005 actual expenditures, as shown
in HECO-912, line 11.

What are the reasons for the increase?

The primary reason for the increase is $142,900 higher on-costs in 2007 vs. 2005.
The increase in on-costs is consistent with higher labor costs. In addition, 2007
on-cost budgeted rates were significantly higher than 2005 actuals thereby
contributing further to the increase. The remaining $19,900 decrease reflects
primarily an $18,000 normalization adjustment reduction to the 2007 O&M

Budget (see HECO-907.)
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Forecasts and Research Division — Non-Labor

Q.

How does the Forecasts and Research Division 2007 test year non-labor expense
estimate for Account 910 compare with the 2005 recorded expense in this
account?

The Forecasts and Research Division 2007 non-labor test year expense estimate is
$496,000, an increase of $199,000 above 2005 recorded expenses of $297,000, as
shown in HECO-912, line 14.

Why is the test year non-labor cost higher than the 2005 actual non-labor
expenses?

The primary reason for the increase in non-labor costs is the revised Company
treatment for IRP non-labor costs which contributed to a $160,400 increase. In its
2005 test year rate case, Docket No. 04-0113, IRP planning costs that in previous
years were incremental, and therefore deferred on HECO’s financial records, were
included in its revenue requirements. In Interim Decision & Order No. 22050,
dated September 27, 2005, IRP planning costs that were previously incremental
were included in the interim rate increase, effective September 28, 2005.
Beginning September 28, 2005, HECO IRP non-labor costs were treated as base
O&M costs. 2005 actuals of $71,300 O&M IRP non-labor reflects costs incurred
for the September 28, 2005 thru December 31, 2005 period only, while 2007
HECO IRP O&M non-labor costs of $231,700 reflects O&M treatment for all of
2007.

Corporate Communications Division — Non-Labor

Q.

A.

What is the 2007 test year non-labor expense estimate for Corporate
Communications for Account 910?

Corporate Communications’ 2007 test year non-labor expense estimate is
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$246,000 as shown in HECO-912, line 17. The estimated non-labor expense for
Corporate Communications includes costs for producing and printing customer
communications including the Consumer Lines monthly newsletter, and
miscellaneous supporting audiovisual charges for activities as explained earlier in
the discussion of labor expense for the Corporate Communication Division.

How does the 2007 test year estimate for Account 910 compare to the 2005
recorded amounts?

The $246,000 test year estimate is $42,000 higher than the 2005 recorded amount
of $204,000.

What is the primary reason for the increase between 2005 and 20077

The increase is primarily due to higher on-costs on the additional labor expected
to be incurred due to the reasons discussed above. The higher on-costs are
partially offset by a decrease in estimated outside services needed for the web-
based version of Consumer Lines, due to the new web platform used for the

company’s website.

Education & Consumer Affairs Division — Non-Labor

Q.

How does the E&CA Division 2007 test year non-labor expense estimate for
Account 910 compare with the 2005 recorded expense in this account?

E&CA Division 2007 test year expense estimate is $451,000, and 2005 recorded
expenses were $296,000, as shown in HECO-912, line 20.

Please explain the difference between the 2007 test year expense estimate and
2005 recorded expense.

The 2005 expenditures were lower due to staff vacancies and subsequent
temporary reductions in program expenses and operations. Positions have been

filled and 2007 projections are at full capacity. Also, 2007 reflects increased
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outreach for customer energy conservation in response to customer demand and to
help mitigate reduced reserve margins and higher peak usage; increased printing
costs of highly requested educational publications; increased involvement in the
IRP process; increased emphasis on the Mylar Balloon Outage Prevention

Campaign; and an increase in associated overhead charges.

Others — Customer Service Expense — Non-Labor

Q.

What is the 2007 test year non-labor expense estimate, and how does it compare
to the 2005 recorded non-labor expense?

The 2007 test year non-labor expense estimate of $225,000 is $133,000 lower than
2005 recorded non-labor expense of $358,000, as shown in HECO-912, line 23.
What non-labor expenses are included in the “Others — Customer Service
Expense™?

The test year non-labor expense estimate of $225,000 consists primarily of ITS
charges in support of the activities coded to Account 910 ($204,000), plus related
on-costs ($21,000) for associated labor included in the “Others — Customer
Services Expense” category.

What was the major reason for the decrease in projected non-labor expenses?
The major reason for the non-labor expense decrease was the absence of an E-
Business software amortization in the 2007 test year estimate compared to
$91,000 in 2005. The E-Business software was fully amortized in 2006. In

addition, the 2007 test year estimate of IT charges was $36,000 less than in 2005.
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Account 911 — Informational Advertising Expense

What is the 2007 test year expense estimate for Account 911 — Informational
Advertising?

HECO’s 2007 test year expense is $1,123,000 as shown by HECO-909. The
estimated expenses in this account for Corporate Communications include labor
costs of $15,000 and non-labor costs of $1,108,000. These costs are for the
development and placement of print and radio advertising and related print
materials to inform customers about energy efficiency and safety (including
education about outages caused by mylar balloons), rights to submit damage
claims, as well as customer programs and services such as HECO’s Sun Power for
Schools program and Arbor Day “Right Tree, Right Place” program.

The estimated expenses also include $1,000,000 for television, radio and
print advertising and collateral materials to more aggressively inform customers
about energy efficiency and conservation measures, including publicizing the
company’s Live Energy Lite events and programs, and to help build a
conservation “ethic” with customers.

Also included are labor costs ($3,000) for communications work to support
HECO’s IRP-3. Other minor labor costs from the Forecasts and Research
Division ($4,000) comprise the rest of the labor included in Account 911.

How does the 2007 test year estimate for Account 911 compare to the 2005
recorded amounts?

The $1,123,000 test year estimate is $544,000 higher than the 2005 recorded
amount of $579,000.

What is the primary reason for the increase between 2005 and 2007?

The primary reason for the increase is the additional resources to more



o N N B W

=)

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

HECO T-9
DOCKET NO. 2006-0386
PAGE 35 OF 67

aggressively inform customers about energy efficiency and conservation measures
and the importance of making such actions an everyday habit. Consistent with our
position in the 2005 HECO rate case, this additional funding is instrumental in
helping to drive reductions in demand, which are especially critical as the
company continues to operate under tight generating reserve margins.

Please describe how HECO would spend the $1,000,000 to aggressively inform
customers about energy efficiency and conservation measures.

To educate Oahu customers on the importance of conserving electricity requires a
comprehensive effort. The Energy Education and Conservation Campaign is
designed to reach people with multiple messages in a variety of different media.
The ultimate goal is to educate Oahu consumers of electricity about energy issues
and options, and ultimately help households on Oahu to adopt energy efficient
products and strategies. To change people’s habits of energy usage requires a
well-planned, sustained effort throughout 2007 and beyond.

In 2007, HECO plans to deliver conservation messages across a variety of
media, using a broad-based Television, Radio, Newspaper, and Magazine
schedule. The reach and frequency of these messages will be adjusted throughout
the year. Targeted media such as Community Publications, Movie Theater Slides,
and Shopping Mall Signs provide opportunities to target specific neighborhoods.

To carry these education and conservation messages, HECO will develop
and produce 30-second television spots, 60-second radio spots, newspaper and
magazine advertisements, full screen theater slides, and large signs in shopping
malls. Themes will range from the personal to the global. On the personal level,
energy conservation will help households to save money on their electricity bills.

On the global level, energy conservation can help to reduce the levels of
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greenhouse gasses, which will make Hawaii and the world a healthier place for
future generations.

The 2007 expenditures for the projected media and production budgets total

$1,000,000:
Media Budget
Television $418,000
Radio $161,500
Print $150,700
Movie Screens $39,300
Mall Signage $14,000
Media Total $783,500

Production Budget
TV Production (two :30 spots) $140,000
Radio Production (four :60 spots) $12,000
Music Beds (:30 and :60 versions) $25,000

Newspaper Ads (two) $20,000
Community Ads (six) $7,500
Movie Theater Slides (four) $6,000
Mall Signs (two) $6.000
Production Total $216,500

What were the informational advertising expenditures in 2005 and 2006?

2005 expenditures were approximately $500,000. 2006 expenditures are
estimated to be $180,000, which includes actual expenditures through October,
plus estimated November and December costs.

Why wasn’t more spent on informational advertising in 2006?

There is certainly recognition that an Energy Efficiency and Conservation
campaign is important to the company. Such a campaign can affect customer
behavior and could increase customer acceptance and adoption of energy efficient
behaviors and DSM measures. However, because this higher level of ratepayer
funded advertising is still an issue of disagreement with the Consumer Advocate

and the Department of Defense (“DOD”) in the 2005 HECO rate case, HECO did
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not spend as much on such advertising in 2006. HECO did spend about $180,000
in advertising in recognition of the need to keep customers aware of steps they can
take to improve system reliability. This advertising was supplemented with heavy
public relations and community outreach efforts, resulting in media features and
other media coverage and community fairs, including HECO’s major Live Energy
Lite fair at Pearlridge Center, which helped to publicize the importance of energy
conservation as well as conservation tips.

In addition, because of the open policy issue of ratepayer funded advertising
in the 2005 HECO rate case, HECO opted to spend about $1,000,000 using
shareholder funds for advertising, which emphasizes the importance of reducing
Hawaii’s dependence on oil and the need for everyone to take action to help
achieve this goal. These messages support and encourage energy conservation
behaviors.

How likely is it that the Company will spend $1,000,000 on the Energy Efficiency
and Conservation campaign during the 2007 test year?

Unless financial results indicate that the expenditures cannot be made, spending
$1,000,000 for the campaign is likely. The decision to go forward with the
campaign will also be made in the context of any Commission decision in the
2005 rate case (Docket No. 04-0113) in which HECO requested approval for
additional informational advertising expenses. The Consumer Advocate and DOD
contested the approval of the additional expenses; therefore, there is some degree
of uncertainty surrounding the Commission’s decision. Absent that approval,
there will be recognition that the expenditures will be made without recovery
through base rates. However, as shown by the budgets above, HECO is already

moving forward with preliminary planning for the 2007 advertising campaign.
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Account 912 — Miscellaneous Customer Service Expense

What is the 2007 test year estimate for Account 912 — Miscellaneous Customer
Service Expense?

HECQO’s 2007 test year expense estimate for Account 912 — Miscellaneous
Customer Service Expense is $21,000, as shown on HECO-902.

What expenses are included in Account 912 - Miscellaneous Customer Service
Expense?

The 2007 test year estimate represents an estimate of outside services consultants
to conduct training for Customer Service Department personnel.

How does the 2007 test year estimate compare to the 2005 recorded amount for
this account?

The 2007 test year expense estimate of $21,000 for Account 912 is $17,000 higher
than the 2005 recorded amount of $4,000, as shown in HECO-909.

What is the major reason for the increase?

The primary reason for the increase is to support more training for technological

advances and process improvements.

DEMAND-SIDE MAMANGEMENT EXPENSE

What are DSM expenses?

DSM expenses include:

1)  Base and incremental DSM program expenses directly related to the
administration and implementation of specific DSM programs, including
customer incentives, direct labor, outside services and equipment,

advertising and marketing, and miscellaneous, and
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2)  Other base DSM-related expenses such as administration expenses for the
overall supervision of the DSM programs that are not attributable to specific
programs, the costs associated with the PAYS Program initiated by Act 240
of the 2006 Legislative Session, and (ITS) expenses that are incurred in
support of all DSM Programs.

Total test year DSM expenses are $3,002,000, of which $2,232,000 is attributed to

DSM Program costs and $770,000 is attributed to Other DSM expenses as shown

in HECO-903. DSM expenses are primarily charged to Account 910 — Customer

Assistance Expense, but some expenses are charged to Accounts 909, 920, 921,

and 931, as shown in HECO-913.

DSM Program Expense

Q. What is the test year estimate of DSM Program costs in Account 910?

A.  The test year estimate of base DSM program costs in Account 910 is $2,210,000,
as shown in HECO-914, of which $754,000 is labor, and $1,456,000 is non-labor.
Other DSM program costs of $24,000 ($6,000 of labor and $18,000 of nonlabor)
are included in NARUC accounts 920, 921, and 931. Ms. Nanbu (HECO T-10)
and Mr. Tamashiro (HECO T-13) support the Company’s test year estimates for
Accounts 920/921 and 931, respectively.

Q. Please describe HECO’s DSM programs.

A.  The 9 DSM programs are:

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”)
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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. On April 26, 2006, in Interim D&O No. 22420,
the Commission gave interim approval for increased customer incentive levels in
the CIEE and CINC Programs, and approved the elimination of the 2-year
payback threshold in the CICR Program. The Commission also gave interim
approval for the compact fluorescent lamp (“CFL”) rebate component of the ESH
Program.

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.

The test year estimate of base DSM program costs assume that all
enhancements, modifications, and new programs are approved by the Commission
and are implemented in January 2007.

Please briefly describe the nine DSM programs.
A brief description is included in HECO-915, along with cites to HECO’s
Opening Brief filed on October 25, 2006 in the Energy Efficiency Docket that

contains more DSM program details.
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Is HECO requesting recovery of expenses associated with the RCEA Pilot
Program in the test year?

No, not in this direct testimony. Pending the Commission’s determination on this
matter in Docket No. 04-0113 and the Energy Efficiency Docket, HECO has not
included any RCEA Program costs in this proceeding. The procedural history of
the RCEA Pilot Program is described in HECO’s Opening Brief filed October 25,
2006, in the Energy Efficiency Docket on pages 23-26.

Since HECO is not requesting any program costs associated with the RCEA
Program in the test year estimate pending the outcome of the Energy Efficiency
Docket, has HECO included the additional $750,000 in Informational
Advertising?

Yes, as described earlier in my testimony, the Account 911 — Informational
Advertising test year expense estimate includes the additional $750,000. Should
the Commission approve the RCEA Program as proposed in Docket No. 03-0142,
HECO will replace the additional $750,000 in Informational Advertising expense
with the base cost elements of the RCEA Program in a revised test year estimate.
How does the test year base DSM program expense estimate compare to actual
2005 expenditures?

As shown in HECO-916, the Account 910 test year base program expense is
$1,407,000 higher than 2005 actual expense resulting from a $286,000 increase in
base labor and a $1,121,000 increase in base non-labor expense.

What are is the reason(s) for the higher base labor expense?

Over half of the increase in base DSM program labor is the result of an increase in
CIDLC Program expense, which is due to two reasons. First, 2005 was the first

year that the CIDLC program was implemented. Because the program was
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starting up a significant number of engineering site assessments and evaluations
performed by HECO’s in-house labor did not begin until later in the year. During
the test year, HECO expects that engineering evaluations will extend throughout
the year. Second, HECO expects to fill a Load Management Engineer position in
anticipation of increased customer adoption of the program resulting from
EnerNOC'’s engineering and marketing assistance that will begin December 1,
2006 (see HECO’s letter dated November 21, 2006, notifying the Commission of
this agreement) and the resulting follow-up engineering work with these new
customers. In addition, HECO expects that the approval of CIDLC Program
modifications to be filed by HECO before the end of 2006 will lead to additional
customers and the need for a continued level of engineering and other support.
The rest of the increase in base DSM program expense is due to increased
labor hours and wage levels for all DSM programs.
Are the costs for EnerNOC’s assistance included in the test year DSM program
expense estimates?
No. EnerNOC’s assistance is contracted for only 6 months beginning December
1, 2006 and is not expected to be an on-going effort at this time. Because of the
one-off nature of the EnerNOC contract, the associated costs of the contract that
would have to be recovered through base rates are not included in the test year.
What are the reasons for test year DSM program non-labor expense being higher
than 2005 actual expenses?
The increase is primarily due to higher base non-labor expenses for the two load
management programs, CIDLC and RDLC.
What are the reasons for the increase in the CIDLC Program base non-labor

expense?
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A comparison of the CIDLC Program base non-labor test year expense estimate
against actual 2005 non-labor program costs is shown in HECO-917. The
increase is primarily the result of proposed modifications to the CIDLC Program,
which will increase the flexibility of the program to accommodate customer
preferences and will increase the capacity deferral and reliability value of the
program. Base non-labor expenses included in base rates in accordance with the
D&O 21421 in Docket No. 03-0415 include tracking and evaluation, advertising,
and miscellaneous costs. HECO intends to file modifications to the CIDLC
Program with the Commission before the end of the year. The test year base non-
labor estimates are consistent with that filing.

Briefly describe the CIDLC Program modifications that HECO will be filing by
the end of 2006.

The modifications include an increase in the customer incentive levels for
participating in the program, a reduction in the minimum interruptible load in
order to participate in the program, the availability of a non-underfrequency relay
option, and two new program elements: a voluntary load control element and a
small business load control element. These modifications will provide additional
reliability and capacity deferral benefits by increasing customer participation, but
also will increase the costs of the program. Tracking and evaluation, advertising,
and miscellaneous costs are expected to increase as the result of the program
modifications.

What are the reasons for the increase in the RDLC Program base non-labor
expense?

A comparison between the test year base non-labor expense estimate and actual

2005 expenses is shown in HECO-918. There are three major reasons for the
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increase in base RDLC Program non-labor expense. First, 2005 expenses reflect
partial and startup year implementation of the RDLC program. The test year
expense estimate reflects a full year implementation. Second, advertising
expenses are expected to increase as RDLC Program success increases the market
saturation of installed load control switches. Third, as the program expands its
customer base, tracking and evaluation costs are also expected to increase. HECO
filed a modification to the RDLC Program on November 22, 2006. The
modification consisted of adding residential central air-conditioning load control
to the program; however, the modification did not result in an increase in base
non-labor costs.

What are the estimated test year sales and demand savings from the DSM
programs?

The annualized test year savings for DSM program measures installed in 2007 are
49.4 gigawatthours (gWh) of energy at the customer level and 17.1 mW of
demand at the net-to-system level, as shown in HECO-919. The exhibit also
shows the cumulative savings over the next 5 years, 2006-2010.

The test year sales estimate discussed in HECO T-2 indicates a future DSM sales
impact of 54.4 gWh. Why is there a difference?

The difference is due to different base years from which the DSM impact is
measured and the assumed timing of the DSM measure installations. The test year
DSM energy impact of 49.4 gWh shown in HECO-919 represents the impact of
measures installed in 2007. Therefore, this is the incremental reduction in sales
from the prior year, with 2006 being the base year. Furthermore, the 2007 energy
impact is annualized; i.e., in effect, the DSM measures are all assumed to be

installed on January 1, 2007.
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On the other hand, the test year DSM sales impact in HECO T-2 reflects a
base year of 2005 (for sales forecast purposes future DSM is DSM installed in
2006 and thereafter). The 54.4 gWh is the accumulation of DSM reductions since
the end of 2005, i.e. for 2006 and 2007. In addition, measures installed in 2006
and 2007 are assumed to be installed throughout the year, rather than all at the
beginning of the year. The derivation of the two measures of DSM impact is
shown in HECO-920.

How does the test year DSM sales impact estimate compare with the estimates
provided in the Energy Efficiency Docket?

The test year DSM sales impact estimate of 54.4 gWh is lower than the
cumulative 2006-2007 estimate provided in the Energy Efficiency Docket (92.5
gWh at the customer level) because the Energy Efficiency Docket estimate is
annualized and assumed that new and enhanced DSM programs were
implemented beginning in January 2006. The test year DSM sales impact
estimate is ramped and assumes that the new and enhanced DSM programs are

implemented beginning in January 2007.

DSM-Related Expenses

Q.
A.

What is the test year estimate for DSM-related expense?

The test year estimate is $770,000 of which $24,000 is in Account 909, and
$746,000 is in Account 910, as shown in HECO-921. Thus, all DSM-related
expenses are in the Customer Services block of accounts.

How do the test year estimates for DSM-related expenses compare with actual
2005 expenses?

The test year estimate is $247,000 above 2005 actuals, as shown in HECO-922.

What are DSM-related expenses?
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DSM-related expenses include Administration, PAYS program, and ITS expenses.
DSM Administration costs include labor and non-labor costs to be incurred by the
VP, Customer Solutions and the Energy Services Department Administration
Divisions that are related to the overall supervision and direction of the
Company’s energy efficiency and load management efforts. The PAYS program
is a pilot project authorized by Act 240 (2006). ITS expenses are non-labor
charges for ITS support of the Company’s energy efficiency and load
management efforts.

What is the PAYS program?

The PAYS program is a pilot project designed to overcome the barrier of up-front
costs in the residential solar water heating market. Residential customers
participating in the PAYS program will incur no upfront cost and will pay for the
cost of the installed solar water heating system over time through the savings in
the customer’s electricity bill. The focus of the program is on “rental housing and
homes in need of retrofit.” (See HECO-923, page 2, lines 15-16.) The
Commission is tasked with determining the time frame of the pilot program and
for gathering and analyzing information to evaluate the program. The
Commission is also tasked with “ensuring that all reasonable costs incurred by
electric utilities to start up and implement the pay as you save model system are
recovered as part of the utility’s revenue requirement, including necessary billing
system adjustments and any costs for pay as you save model system efficiency
measures that are not recovered via participating residential consumers’ pay as
you save model system bill payments or otherwise.” (See HECO-923, page 4,
lines 11-18.) The Company must implement the program by tariff no later than

June 30, 2007, and must provide at least six month’s prior notice of its proposed
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tariff to the Commission.

What are the details of HECO’s proposed PAYS program and tariff?

HECO continues to work out the details of the program and tariff and intends to

file the tariff as mandated by Act 240 by the end of 2006. On October 24, 2006,

the Commission opened an investigative proceeding for the PAYS, or SWH

Financing Program, Docket No. 2006-0425. The parties to the proceeding

developed a stipulated procedural order to govern the matters of this investigation,

and submitted the order for Commission review and approval on December 15,

2006. Related to the development of this stipulated procedural order, HECO plans

to file its proposed PAYS tariff by December 29, 2006.

What is the test year expense estimate for the PAYS program?

The test year expense estimate is $164,000, as shown in HECO-924. The estimate

assumes that the PAY'S program is implemented beginning January 1, 2007 and

that HECO’s role consists of:

1)  Administering the program, which at this time assumes the installation of
100 solar water heating systems per year,

2)  Collecting monthly payments from 100 customers through the electric bill
and disbursing those payments to a third party financing entity,

3)  Paying incentives currently estimated to be $540 per system (see HECO-
924) to the 3" party financing entity via loan and/or monthly payment
buydowns,

4)  Promoting the program through print and radio advertising,

5)  Tracking and evaluating the program impacts, and

6)  Conducting solar water heating contractor training.

However, since HECO continues to work out the details of the program and tariff,
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these basic assumptions about the program may not reflect actual implementation.
Therefore, this test year estimate for the program may be an over or under
estimate of actual program costs.

Since the PAYS program details have not been finalized, how does HECO
propose to recover the costs associated with the program?

In its proposed PAYS tariff that HECO plans to file by December 29, 2006,
HECO will propose a revenue recovery mechanism for costs associated with the

PAYS program.

DSM Reconciliation Clause

Q.
A.

Is HECO proposing a DSM Reconciliation Clause?

Yes, it is. HECO had also proposed a DSM Reconciliation Clause in its 2005 Test

Year rate case as a mechanism to:

1)  Reconcile actual DSM customer incentives paid with customer incentives
included in base rates,

2)  Recover the costs of approved DSM programs not included in base rates,

3)  Provide an accounting of the actual performance of the DSM programs, and

4)  Allow only the actual utility incentive earned by the Company to be
recovered.

Why is the Company proposing a DSM Reconciliation Clause?

The Company is proposing the Clause because it is integral to one of the possible

outcomes of the Energy Efficiency Docket, which is currently before the

Commission. One of the possible outcomes is that DSM program costs would be

recovered through base rates. If that should be the decision of the Commission,

then the DSM Reconciliation Clause is necessary to recover the actual costs of the
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DSM programs.

INTEGRATED RESOURCE PLANNING

What is the test year expense estimate for IRP costs that HECO is proposing to be
included in base rates?

HECO is proposing a total of $1,291,500 be included in base rates as shown in
HECO-925. This amount is comprised of labor and non-labor components. The
labor component consists of $814,800 in labor and associated on-costs for
employees who support HECO’s IRP process, as shown in HECO-926. These
employees are currently in base rates. The second component consists of
$476,700, as shown in HECO-927, which represents the 2007 IRP normalized test
year estimate of HECO’s IRP planning non-labor costs.

Please describe the costs associated with Integrated Resource Planning (“IRP”)?
The costs for IRP are those costs for planning activities associated with the IRP
process. Included in these costs are the costs of data gathering, development of
models, research and development of options in meeting the demand for energy,
and obtaining public input into the IRP process. The costs for IRP include: (1)
consultant services; (2) legal services; (3) information services; (4) labor and
associated on-costs; (5) materials and supplies, travel, training, and other
miscellaneous costs.

How does HECO currently recover the costs associated with IRP?

In HECO’s Test Year 2005 rate case, Docket No.04-0113, HECO proposed to
change the method for recovering IRP associated cost such that IRP costs are
recovered entirely through base rates. The Commission, in granting HECO an

interim rate increase in Interim Decision & Order No. 22050, allowed HECO to



o 3 N B

O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

HECO T-9
DOCKET NO. 2006-0386
PAGE 50 OF 67

recover its entire IRP costs through base rates. Accordingly, as of September 28,
2005, the effective date of the interim rate increase, HECO discontinued
recovering its IRP expenses incurred through the IRP Clause and currently
recovers its IRP related costs through base rates. However, pending before the
Commission for decision making is a final decision and order for the recovery of
IRP incremental costs between and including the years 1995 through 2005. Any
reconciling balances between what has already been recovered and the amount
ultimately approved by the Commission will be returned/recovered through the
IRP Clause, with interest.

Is HECO proposing any further change to the method of recovering IRP costs?

No. The Company is proposing to continue recovering its IRP costs entirely

through base rates.

Did HECO make a normalizing adjustment to its O&M Expense Budget for rate

case purposes?

Yes. HECO increased its O&M Expense Budget for non-labor by $30,500, as

shown in HECO-927. The normalization calculation is shown in HECO-928. The

amount was determined by taking the average of:

1)  Actual IRP-related planning non-labor costs incurred in 2005;

2)  The actual IRP-related planning non-labor costs incurred from January to
August 2006 plus the forecasted IRP-related non-labor cost from September
to December 2006; and

3)  The forecasted amount of IRP-related planning non-labor costs for 2007.

The derived average then served as a basis for the normalization adjustment.

Why is this methodology for derivation of the normalization amount considered

reasonable?
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The Company’s methodology for derivation of the normalization amount is
reasonable because it is consistent with the method used in Docket No. 04-0113,
in that the IRP costs to be included in base rates were derived using an average of
3 years (2003 — 2005).

How does the test year IRP expense estimate compare with 2005 actual expenses?
The test year IRP expense estimate is $268,500 lower than 2005, as shown in
HECO-929.

Why is the test year expense estimate lower than 2005 actual expenses?

The test year normalized estimate is actually only $18,600 lower than 2005 IRP
incurred costs. To determine the IRP expenditures incurred in 2005, the
amortized 2004 IRP cost ($633,200 - incurred in 2004 but recorded in 2005)
should be subtracted from the 2005 actual IRP expense ($1,560,000) and the
amortized 2005 IRP cost ($383,300 - incurred in 2005 but recorded in 2006)
should be added, which results in 2005 IRP incurred expenditures of $1,310,100.
(See note #5 in HEC0-929.) The test year expense estimate ($1,291,500) is lower
than the 2005 IRP incurred expenditures by $18,600 primarily because HECO was
actively working on the HECO IRP-3 in 2005, which was filed in October 2005.
The test year estimate, however, is a normalized estimate of IRP expenses and

thus reflects a more average level of IRP-related expenses.

CUSTOMER SOLUTIONS HEAD COUNT

What is the test year year-end employee count for the Customer Solutions process
area?
The test year employee count is 57, which is 8 more than the count as of

September 30, 2006, as shown in HECO-930.
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Is the entire labor expense for all of the 57 positions encompassed within the
Customer Services block of accounts?
No it is not. HECO-930 shows that the primary NARUC codings for the different
organizational areas within the Customer Solutions process area include Account
920, which is not in the Customer Services block of accounts. There are also
some labor expenses in the Customer Services block of accounts that originate
from other areas of the company. However, by and large, the labor expenses
included in Customer Service expense originate within the Customer Solutions
process area.
Does this test year employee count include incremental DSM labor?
No. The eleven DSM positions that are incremental and identified in HECO-904
are not included in the test year employee count of 57.
Please briefly describe the increase in employee count shown in HECO-930.
The increase of eight positions originates from the following areas:
1) 2 positions in the Customer Efficiency Programs (CEP) Division
2) 1 position in the Pricing Division
3) 2 positions in the Customer Technology Applications (CTA) Division
4) 1 position in the Marketing Services Division
5) 1 position in the Forecasts and Research Division
6) 1 position in the Integrated Resource Planning (IRP) Division

CEP Division. The two vacancies in the CEP Division are the CIDLC
Program Manager and the Load Management Engineer. The CIDLC Program
Manager was filled on October 30, 2006 by an employee from the Marketing
Services Division.

The Load Management Engineer position has been vacant due to the current
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slow adoption of the CIDLC Program by customers. However, in anticipation of
increased customer adoption of the program resulting from EnerNOC’s
engineering and marketing assistance that will begin December 1, 2006 (see
HECO’s letter dated November 21, 2006, informing the Commission of this
agreement) and the resulting follow-up engineering work with these new
customers, HECO has submitted a request to fill this position. HECO expects this
position to be filled in January 2007.

Pricing Division. The vacant position in the Pricing Division is a Rate

Analyst resulting from the promotion of a Rate Analyst to Director, Pricing
Division, in September 2005. Interviews were conducted with prospective
applicants in October 2006, but none of the applicants were qualified. As a result,
HECO has hired a temporary employee while it continues its search for a qualified
regular employee. Because the temporary employee is not counted as a filling a
vacant position in the employee head count, a vacancy remains in the Pricing
Division.

CTA Division. The vacant positions in the CTA Division are two Senior
Technical Services Engineers, whose primary efforts are directed towards DSM
base program support and customer related activities. HECO has submitted a
request to fill these positions.

Marketing Services Division. The vacancy in this division is an Account

Manager resulting from a retirement in August 2006. That position will be filled
on December 25, 2006. However, on October 30, 2006, another Account
Manager transferred from to the CEP Division to become the CIDLC Program
Manager (see CEP Division above). This position has been approved for

replacement, but due to the time necessary to recruit, interview, and hire, is not
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expected to be filled until January 2007.

Forecasts and Research Division. The vacancy in this division is a Forecast

Analyst resulting from a resignation in August 2006. Interviews are currently
being conducted and the position is expected to be filled in early January 2007.
IRP Division. The new position in this division is a new Senior Resource
Planning Engineer created to satisfy the division’s increased work load. Labor
charges from the new engineer will be included primarily in Administration and
General (“A&G”), and inter-company billings. This position was filled on
November 13, 2006, by an employee from the Power Supply Services

Department.

ENERGY COST ADJUSTMENT CLAUSE

What is the test year Energy Cost Adjustment (“ECA”) factor at current and
proposed rates?

The test year ECA factor is 7.299 ¢/kWh at current rates, and 0.000 ¢/kWh at
proposed rates as shown in HECO-931.

What is the Energy Cost Adjustment Clause (“ECAC”)?

The ECAC is an automatic adjustment provision in the utility’s rate schedules that
allows the utility to automatically increase or decrease charges to reflect the
change in the Company’s energy costs of fuel and purchased energy above or
below the levels included in the base charges without a rate proceeding. The
Company’s current base fuel energy charges and fixed efficiency factor embedded
in the base charges, shown in HECO-932, were established in HECO’s 1995 Test
Year rate case, Docket No. 7766.

What is the purpose of ECAC?
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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 actual mix of
generation, DG (distributed generation) and purchased energy resources, without
the need for a rate case.

How does ECAC work?

A rate case proceeding determines the base electricity rates into which are
embedded test year levels of fuel prices, payment rates for purchased energy and a
test year resource mix. The ECAC mechanism, expressed in cents per kilowatt-
hour, allows the Company to recover costs due to subsequent changes in (1) fuel
and purchased energy costs, (2) the resource mix between utility-owned
generation, utility-DG and purchased energy, (3) the resource mix among the
utility plants, and (4) the resource mix among purchased energy producers. Prior
rate case proceedings established a fixed efficiency factor, or sales heat rate, for
the utility central station generation to encourage efficient operation of the system
units. An ECA Factor, which sets the rate adjustment that reflects these changes
for the coming month, is filed with the Commission monthly.

How much revenue has been collected/returned through HECO’s ECAC on a
historical basis?

Since 1984 annual revenues have varied between a return to customers of
$184,000,000 in 1988, to a collection from customers of $385,000,000 in 2005, as
shown in HECO-933. The amount of revenue recovered or returned through the
ECAC is a function of the actual costs and resource mix percentages for generated
and purchased energy, the costs embedded in base rates, and the fixed efficiency
factor of HECO’s generating units embedded in base charges.

What costs are currently passed through the ECAC?
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The Company’s fuel oil and fuel related costs in the Generation Component and
purchased energy cost in the Purchased Energy Component pass through the
ECAC. In the generation component, the low sulfur fuel oil (LSFO) and diesel
fuel oil costs, discussed by Mr. Sakuda (HECO-T-4), pass through the ECAC.
Fuel related costs that currently pass through the ECAC are the inspection cost
(referred to as Petrospect expense). In the purchased energy component, only
payments for purchased energy are passed through the ECAC.
Are costs being passed through the ECAC at present rates the same as the costs
being passed through the ECAC at proposed rates?
No. At proposed rates, in addition to the costs currently being passed through the
ECAC, the Company is proposing to pass Honolulu trucking costs, DG fuel and
trucking costs and the additive costs that are discussed in Mr. Sakuda’s testimony
(HECO-T-4). These costs are not currently being passed through the ECAC.

In the Commission’s 2005 Test Year HECO rate case interim D&O the
2005 test year estimates of Honolulu trucking costs, and DG fuel and trucking
costs were included in the calculation of the Company’s revenue requirement at
both present and proposed rates. However, these costs have not been recovered
(through the ECAC or any other recovery mechanism) since the date of the
interim increase (i.e., they have not been recovered through “present” rates).
Thus, it is HECO’s intention to include the recovery of actual 2006 Honolulu
trucking costs, and DG fuel and trucking costs, in its 4™ quarter 2006 ECA
reconciliation, which will be filed along with HECO’s ECAF filing effective
February 1, 2007. Actual quarterly Honolulu trucking costs, and DG fuel and
trucking costs incurred will continue to be included in subsequent quarterly ECA

reconciliations until a final D&O in the 2005 HECO rate case is issued.
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Since Honolulu trucking costs, and DG fuel and trucking costs will then be

recovered through present rates, revenues at present rates for this rate case will be

recalculated to include such recovery, and the amount of its requested increase can

be reduced accordingly.

Why does the Company need the ECAC?

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 about 68% of

total O&M expenses. This makes the Company’s financial condition very

sensitive to changes in fuel prices. The ECAC benefits the Company and its

shareholders by:

Limiting the swings in cash flow and earnings,

Reducing the cost of capital,

Improving the Company’s ability to earn a fair return on investor
capital, and;

Providing a more timely recovery of fuel and purchased energy costs.

How does the ECAC benefit customers?

The ECAC benefits customers by:

e Reducing the Company’s financial risk and lowering the cost of capital. The

resulting savings are passed on to our customers through lower base rates in

rate proceedings such as this one.

e Passing through to customers, the savings incurred when fuel prices fall

below the prices embedded in base rates, to the same extent that they will

incur additional costs when fuel prices are above the embedded fuel prices.

What other benefits does the ECAC have?
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Since the ECAC is an automatic clause it allows the Commission time to
concentrate on other key, substantive strategic issues.

How is the ECA factor computed at present rates?

The calculation of the ECA factor at present rates has two base composite cost
components, the generation component and the purchase energy component. The
ECA factor is equal to the difference between actual generation and purchased
energy composite costs and test year energy costs and base composite costs of the
generation and purchased energy component that were established in the last rate
case. The fixed efficiency factor for the central station generation is also
established in the last rate case. Computation of the ECA factor at present rates is
similar to the monthly factor computation filed with the Commission, as shown in
HECO-934.

With respect to Kalaeloa and AES Hawaii, what is included in the ECAC?

For both current and proposed rates, only the fuel and fuel additive components of
Kalaeloa’s energy charge and the fuel component of AES Hawaii’s energy charge
are included in the ECAC.

Why is there a difference between the composite cost of generation at present rate
and proposed rates, as shown on HECO-935?

At proposed rates, the Company is proposing to pass through the ECAC the
trucking cost of fuel to the Honolulu Plant and fuel additive costs for the Kahe 6
unit. (The recovery of Honolulu trucking costs was approved on an interim basis
by the Commission in D&O 22050, in Docket No. 04-0113.) This increases the
test year estimate of the composite cost of generation at proposed rates. Since
additives may also be injected into other HECO generating units, HECO is

proposing that the cost of additives, when used in other generating units, would
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also be passed through the ECAC.

In addition, costs of DG fuel and trucking are currently not being passed
through the ECAC at present rates. In effect, the current ECAC treats these
expenses as having no cost. As noted below, at proposed rates the DG fuel and
trucking costs will be included in the ECAC under a new DG energy component.
The removal of DG fuel and trucking expenses at zero cost from the composite
cost of generation at present rates also leads to an increase in the test year estimate
of the composite cost of generation at proposed rates. (As discussed above, an
adjustment will be made to reflect recovery of these costs at present rates after the
February 1, 2007 ECA reconciliation filing.)

How is the ECA factor computed at proposed rates?

The proposed calculation of the ECA factor consists of three base composite cost
components, the central station generation component, the DG energy component
and the purchased energy component, as shown in HECO-936.

Why are the ECA factors different at current and proposed rates?

There are two reasons for the difference. First, the base central station fuel cost,
base DG energy cost and base purchased energy cost at proposed rates have been
changed to reflect the test year composite costs for central station fuel, DG energy
and purchased energy. Second, the fuel efficiency factor (sales heat rate) used to
calculate the base central station generation component cost at proposed rates has
been revised to reflect the test year fuel efficiency. The current rates include the
composite costs for fuel and purchased energy and the fuel efficiency factor
established in the HECO’s 1995 Test Year rate case, Docket No. 7766.

Why is the Company proposing to include the DG component?

The Company is proposing to include the DG component in its proposed rates, to
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allow the Company to recover the fuel, transportation costs, and related revenue
taxes, incurred under the utility’s DG agreements to the extent that the costs are
not recovered in the Company’s base charges. The DG component is the same
DG component proposed in Docket No. 04-0113, HECO’s 2005 Test Year Rate
Case.

Did any party in Docket No. 04-0113 object to the Company’s proposal to flow
DG fuel, trucking, and other costs through the ECAC in this manner?

No. There were no objections to this proposal.

If the Company’s DG installations are utility-owned generators why are they
segregated from the Company’s other utility-owned generators?

DG units are generally more efficient than other Company-owned generating units
and would tend to improve system efficiency and lower the system heat rate. As
more utility DG units are installed, the system heat rate will continue to improve.
Separating the Company’s DG generation from the Company’s other utility-
owned generation in the ECA factor calculation will allow the benefits of the DG
units’ improved efficiency to pass through the ECAC to HECO’s customers. If
the utility-owned DG generation were included with the Company’s other utility
owned generation, the resulting efficiency factor would be fixed in base rates.
However, as the number of DG units increase over time, the actual system heat
rate would improve. With the DG generation included in the fixed efficiency
factor, the heat rate improvements would not be passed through to the customers.
How does the DG component allow ratepayers to benefit from the improved
efficiency resulting from the installation of utility-owned DG?

The DG component would recover DG fuel and transportation costs at actual

expense levels and would not be subject to the fixed efficiency factor. Thus, to
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the extent that the DG unit heat rates are better than the fixed efficiency factor, the
actual DG efficiency will pass through the ECAC.

Why is the Company proposing a weighted efficiency factor in its central station
generation component?

The Company is proposing to include a weighted efficiency factor in its proposed
ECAC calculations, in the same manner as was introduced in Docket No. 05-
0315, Hawaii Electric Light Company, Inc. (HELCO) 2006 Test Year Rate Case.
That docket is on-going before the Commission. The proposed weighted
efficiency factor addresses the diversity of fuel burned in HECO’s central station
generating units.

How is the weighted efficiency factor determined?

The fixed efficiency factors for LSFO and diesel generating units, as shown in
HECO-937, are determined from the production simulation as discussed in Mr.
Sakuda’s testimony. The efficiency factor of each generating unit type is
weighted by the MWh contribution of each type to the total central station MWh
generation. At HELCO, a third efficiency factor was derived for company-owned
renewable generating units (wind and hydro at HELCO). While HECO does not
own any renewable generating units, the third “other” efficiency factor has been
derived and included in HECO’s proposed ECA clause for consistency.

How will the weighted efficiency factor work in the monthly ECAC calculations?
The actual MWh contribution of each type to the total central station will be
incorporated in determining the weighted efficiency factor. The weighted central
station composite cost is determined by multiplying the composite cost of
generation by the weighted efficiency factor. An illustration of the proposed

weighted composite generation cost in the ECAC calculations mechanism is
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shown on HECO-938.

How are the avoided energy cost rates and Schedule Q rates for Qualifying
Facilities < 100 kW determined?

The Company uses the proxy method in its calculations of the avoided cost rates
and Schedule Q rates. The calculations incorporate a factor equal to their
composite fuel costs, which is applied to certain proxy heat rates. The composite
fuel costs include the fuel and transportation costs for all company-owned
generation.

Pending before the Commission is Docket No. 7310, in which the parties to
the proceeding are in agreement that the proxy method should be replaced by the
QF In/QF Out method. Upon the issuance of a Commission decision and order in
that proceeding, HECO will comply with the Commission’s ruling included in the
decision and order.

Are the calculations of avoided energy cost and Schedule Q modified due to the
inclusion of the DG component in ECAC?

Yes. The avoided energy cost rates and Schedule Q payment rate incorporates the
DG component in the composite fuel cost, as proposed in HECO’s 2005 test year
Rate Case, Docket No. 04-0113.

What modifications were made to the calculations of avoided energy cost and
Schedule Q?

The composite fuel cost of total generation is a weighted composite cost, based
on the central station energy component and the company owned DG energy
component, as shown in HECO-WP-936, page 7.

Why are the avoided costs for on-peak and off-peak and schedule Q at proposed

rates used in determining the energy expense for as-available IPPs at present rates
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and proposed rates?

The Company is proposing to pass through the Honolulu Plant trucking costs and
the fuel additive in the ECAC at proposed rates, which have not been passed
through under present rates.” Therefore, the composite fuel costs are different
under present and proposed rates. Since under the current proxy method the
avoided cost depends on the composite fuel cost, there would be differing avoided
costs and schedule Q rates at present rates and proposed rates.<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>