HAWAI STATE SENATE
THE TWENTY-FOURTH LEGISLATURE
REGULAR SESSION OF 2008

COMMITTEE ON WAYS AND MEANS
March, 2008
TESTIMONY OF HUI MANA 'OMA'O, LLC

SUBJECT: H.B. 2661-HD2 SD1, RELATING TO THE ISSUANCE OF SPECIAL
PURPOSE REVENUE BONDS TO ASSIST INDUSTRIAL ENTERPRISES.

The Honorable Rosalyn Baker, Chair, and Members of the Committee:

Aloha. My name is William W. Milks. Iam the managing member of Hui Mana 'Oma'o, LLC
(HMO), a Hawaii-based business entity. Thank you for scheduling H.B. 2661-HD2 SD1 for a

hearing today.
HMO supports enactment of H.B. 2661-HD2 SD1.

Hui Mana 'Oma'o is Hawaiian for Consolidated Green Power. HMO is dedicated to the
development and operation of renewable energy projects for delivery of electricity to Hawaii’s
franchised electric utility companies.

HMO is in the process of developing more than one renewable energy project for the Island of
QOahu. To date it has spent considerable time and funds preparing to be responsive to Hawaiian
Electric Company's (HECO) RFP for 100 mw of renewable energy, which REP is soon to be
formalized and approved by the Hawaii Public Utilities Commission.

Authorization of up to $38 million of SPRBs is part of HMO's financial plan. The project is
designed to involve the harnessing of two different renewable resources, each of which would
provide intermittent power but the combination of which — in conjunction with the state-of-the-
art automated dispatch, advanced technical monitoring, short-term electrical storage
technologies, or shared utilization of utility-provided "regulating reserve” — would produce grid-
quality power to Oahu's produce utility network.

BACKGROUND

In 2007, the Island of Oahu spent slightly more than $2,000,000.00 a day (on average) just for
fossil fuels needed to generate Oahu's electricity. What amounted to three quarters of a billion
dollars spent on Oahu, in 2007, will certainly be more costly each ensuing year: current. The
market price for petroleum now regularly exceeds $100.00 per barrel. Refer, a Pacific Business
News press clip (attached), dated March 14, 2008.



Hawaii’s dependence upon oil is to the point of being extreme, not only because of our
continuing need for oil to generate electricity, but also for vehicles, for jet fuel, and for utility
gas. Also, many of our consumable products and fertilizer for our agricultural products are oil

based.

The following points demonstrate that HMO’s objective of providing renewable electric energy
for Oahu's consumers is in the public interest.

While nuclear power may be a solution, it requires amendment to our
State Constitution. While coal supplies might be abundant, thermal
pollution and carbon emissions require us to be less reliant on coal for
Oahu's future. And while the development/commercialization of bio-fuels
offers some hope, that industry is currently experiencing its own set of
uncertainties.

As the world's demand for petroleum accelerates, the number of newly
discovered oil fields declines. The laws of supply and demand and
political and military might will dictate the availability and price of oil in
the future.

Bringing renewable energy technologies to commercialization is costly,
but such costs must be incurred. Electric utility companies have chosen to
place those high costs—and the inevitable failures—on developers such as
HMO.

To make “dispatchable” renewable energy reliable for Oahu, cooperation
among government developers and the utility company will be essential.

Direct funding from the State of Hawaii to financially assist developers of
renewable energy currently is beyond the state's available funds and will
remain so for the foreseeable future.

To integrate renewables into Oahu's existing electrical system, all forms of
kokua are essential: Act 221/Act 215 provisions are needed; special
purpose revenue bonds are needed; Department of Land and Natural
Resources leases for sites are needed; a goal-oriented PUC is needed; and
an aggressive and enlightened electric utility is needed.

HMO SHALL BE THE RESPONSIBLE PARTY FOR THE PROJECT'S SPRBs

H.B. 2661, HD2 SD1 would authorize the Hawaii Department of Budget and Finance (B & F) to
proceed to qualify HMO. In order for HMO to obtain B & F's declaration as a “Responsible
Party” to arrange for the underwriting and sale of bonds for the “Project,” HMO will need to
submit volumes of information with regard to its project's economic forecasts and financial

feasibility.



This process does not require expenditure of General Funds. Ultimately, the project will benefit
consumers, advance sustainability, and mitigate green house gas emissions.

The processes set up by the Legislature and codified as Chapter 39A, Haw.Rev.Stat., provide
safeguards to maintain the State of Hawaii’s financial integrity: required guarantees will be in
place or the bonds will not be underwritten. Indentures in the bonds absolve the State from being
the ultimate financial recourse.

Special purpose revenue bond funding procedures cost the State of Hawaii virtually nothing.
The "Project" has to reimburse B & F for all of the costs it incurs. The State of Hawaii merely
lends its name to a developer such as HMO in order to provide tax incentives to investors in
renewable energies. The HECO family of companies has been the recipient of special purpose
revenue bonds on numerous occasions over the past several years. That has been a good deal for
Oahu’s consumers in the past; HMO's use of SPRB in the future will be in the public interest, as
well.

CONCLUSION

Oahu's need for electric energy from renewable resources is extreme. The State’s cooperation to
develop renewables is essential, but both the State and HECO have such other compelling
priorities that capital intensive renewable projects cannot be directly funded by the state of
HECO. Therefore, the passage HB 2661, HD2 SD1is in the public's interest.

Thank you for your attention and serious consideration to the merits of the proposal set forth in
H.B. 2661, HD2 SD1. HMO urges favorable Committee action on H.B. 2661, HD2 SD1.

HMO will be happy to respond to any questions you may have.
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PACIFIC BUSINESS NEWS '
As oil prices hit record levels,
Hawall businessesandresidents
are belng shecked not only at
the gas pump but at the electric
" meter.
Since October. the fue! sur-
charge that Hawailan Electric
Co. passes on to lis custoniers

ELEBTRIC Efforts to conser\{e{ erased by
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12.366centsper kilowatt-hotir. This means
the average Oahu home, which uses 600
kllowatt-hours of electricity a month, pajd
a $74.21 surcharge.

This month, with the fuel nurcharge al
14.937 cents pér kilowatt-hour, the aver-
age homeowner will see a bill for $158.33
with a surchargs of $89.62, $15 more than
in October.

'I"‘"'u'chargelscalculatedamonthlnad

v 2den projected fuelcosts,and does -
T etheapproval of thestate Public
U _Jomm!ssion. Thesame formulals

applied toboth residential and commerclal
-customers’ kllowatt-hour usage.

HECO stressesthat it doesn't profitfrom
the surcharge, which has been applled to
all customer accorints since 1953,

*“The energy cost adjustment clause
ensures customers that Hawalian Electric
doesn’'t make a penny {and] guarantees
they're only paying foractual costof fuel,”
sald HECO spokesman Darren Pal. “The
PUC and the [state Office of) Consumer.
Advocacy review alt of our fuel contracts
and the surcharge appears as a separate
iine on their bills.”

HECO and Its subsidiaries spent 8774 1
mllion on fuel ofl in 2007, according tothe
mostrecentﬁnanclalstatementnf parem .

has shot up 21 percent, -
it now accounts for §7 percent
" of theaverage customer’s billon
Qahu, withsome NejghborIsland
customers paying even more.

- While otherutilitles across the
natlon also levy fuel surcharges,
they nre modest compared with .
the fuel cosis chargod by Hawai-
fan Electric Co and its subsidtar

- utility's rates.
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HEGD fuel charges up-

. les, MaulE
Electric nght Co.

Pannles per huur add up

. Hawallan Elsctric Co. adds a luel lurchlrga -

10 ite bills labeled “enargy cost adjullmant
The charge goas diracily lo pay the ulility's
tusl casts. it is calculated monlhly in cents
per kilowatl-hour, and has risen 21 porcem 1
since Ociober.
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" company Hawaiian Electrtc lndustrles!,

" which alsoowns American Savings Bank' o

" The utilitles collectively sold 10. 1 milll
" kilowatt-hours in 2007,

HECI

o .

The formula HECO uses to determine.
each month's fuel surcharge looks at its'
projected cost of fuel for providing electrlc
service to customers and compares that
with'the fuel cost already Included in thle

"“The dlfference is used to make the cal-
culatlon for the following month, " Palgaid,
“Inthe event that theestimato isoff, there

-{sareconciliation tomake up the dilference -

between actual nnd estimated "

(rIcCo anq}iawath “quaitconsumers

Othor states rely:on; a ,ix of
coal, natural, gas, oll; nuclear:-
power and hydroelectricify, but 904
percentof Hawail'spowercomes .
from oll-fired generators...

Thisweek,oll prices toucheda
record $110 perbarrel, supgesting.
even hlgher prlces lie ahead for

nn

oy Gary Groendyke, !

- " chines, pool filters, saunas, s

“One nf the biggest problema for HECO
"{3 that it has been aggressively pushing .
energyconservatlon butrisingfuel costs
are wiping out savings from low-power --
" light bulbs, luke-warm s‘nowers and maost

_, solar systems,

Pai 3aid HECO has recalved & number :
<of complaims. especlauy from those who
" have tnvested htndreds or thousands o
dotlars {n energy -effleient equipment.
“When customers do install things llke
solerwaterheaters but fuel costs contlnue

" to driye their bills, it's very understand-

able lhat they re unhappy,” he sald, "But .

Lwe try to do as much as possible to have .

Incentlves end  help | them control lhe e.
ergy they' re ustnz " .
He sald uver the past 1) yeats HECO has

paid nut 352 mtllton in rebates to custom:

- ers whu have tnatalted energy emctent

i 3R

systems, ©'
'I‘he Mauii Ocean Center in Maalaea has
seen its electrlcbﬂ.l doublesinceopeninga’:
decadeagoand fs wm*ktng to Install wind
turbines to help reduce its dependence
on the utility "1 1 14 )
"But our usege has stayed the same, or-
In fact, is down 2 percent,” sald General -
Manager Kate Zolezzl., | '
Zolezzl sald that aquarium pumps run-
ning 24 hours a day drive most of the cen--

. ter senargy casts, which currently exceed

who owns.
the 18,000-square-foot Punahoy.™
-Fitness & Spa in Honolulw, said:.,
he's now paying$6,500a month for;
slectricity topower hisfitnessma- -

rooms and alr ¢conditioning, -

. "It's a really big concern be-: -
cause people are onmemberships

b1gger bills "

“ézdh‘ T

h 3 1 .
e --_here sul can' t just erbltrarlly B
.rajse thelr rates,” Groendyke "
said, "My profit margin realty
starts taking hits and Idon't feel
+there's awholalotlcande” .. = -
- Last Octuber, HECO'sfuel sur- .
charge — labeled "energy cost .
. adjuetmvut" on Ite bllln— < 'WitS -

team:

. SEEELECTRIC, mtas )

ssoo 000 annuaUy ta keep alive sea lu'e in
{ts main 750,000-galion aguar tum nnd 85
‘smaller axhibits. :

Lastyear,MauiQOcean Centerannuuncecl -
~ plans for a $48,000 wind turblne projectto
help reduce energy costa, - .

Mal Eleétric Co. agreed to contrlhute
'$10,000 for the six, 1,000-kilowatt turbines ..
".that 2 are expected o be on llne ln Septem
" et - ’

Groendyke the owner of the Punahou
ﬂtnees club, switched the facility's alr-
‘conditioning system n 2001 to one that
used less power but he's slnce seen those .
“savings disappear. . -

M ﬂgured 1 would pay for the redo over

: lhree years *he sald, “I cut the electrlcity

charges ‘by over $2,000 the first month 1
- installed it, but that'sbeenlong ago eclipsed
and it’s back up to $6,500 a month agaln.” .

"t HECO's pos!tion isthat fuel syrcharges .-

“wlll only tothe down when Hawaii uses less

oll, genera,ttng alargershare of power by.

renewable means, tncluﬁlng solar, wlm:l

and Wave power. ’ -
“Wa see & definite need to move away o

from bieing so dependent onoil, and we're

. continuing to work to develop renewable

. energy sources that can provide reliable .

~gerviceto our customers." Pal sald.
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 Staggering utiity costs require action new.‘"

‘awali’s efforts at being even
slightly less energy dependent -
are lurching aleng at a disap- .
pointing pace, while the speed
-. with which fuel surcharges and pass-
throughs are tacked on to shipping, elec.
tricity and airfares is astonishing.
~ ‘Take alook at your most vecent elec: .
{rie bill and you'll find that more than 40
= ~ntcomes from the "energy cost ad-

nt" line item. That's what Hawal- -

ctrlc Co. Is getting charged for the
. 1e... o1t keeps [ts generalors running.
nd it's passing along the cost to you.

. keep golng up anyway?
' Whie thereare a lot of Interesting .-
N alternative energy projects undet way .
in Hawail, we're concerned that none of

them seems to have much traction.
Aa TITIAY v ol bad Tnndaranks Wanmnil -

So what incentlve do we have to invest.
in solar or take cold showers If our bills -

‘fsn’t a bit closer to producing one drop of
.- ethanol than 1t was in 2004 when the state
“moved to require &l locally sold gascline
to be blended with 10 percent ethanol.
The production of biodiesel, which
is supposed to cut the importation of
“straight" diesel and help revive Hawail's
_agriculture Industry, ls having lts own -
‘nancial and technological challenges. -
Experiments with algae, oll paims and
crops like jatropha, which could pro- .
duce the "bio" to add to tho dlese), still’
; are In early stages and there ls plenty of
disagreement over which crops producs .

" vironmental damage.. :

- .Solay, wind, blomass, blodlesel geother-
mal, hydroelectricand wave energy all
have their advocates and all have thelrltmi
tations when it comes to providing cheap, -
reliable power toa remote chain of islands, -

Naa T inda ¥ inala le narvast ta ha seos.

the most “juice" and cause the least en- -

cerued about the “securlty” of Hawali,
_with Its 90-percent dependence onofl, far’
"more than other states that mostly use a
mix of oll, coal, natural gas and nuctear

Ny ~ eriergy to run thelr power plants,

“We are completely dependent on for-
‘eign governments for our énergy secus -
rity for our economic survival,” Lingle’

told the National Governors Associatlon .

in February. “The fact is that we are the
most energy-insecure state in America."

Lingle deserves credit for wading into .

- this confusing arena and trylng to pro
: vide leadership and focus. -

and offering more chatter about sustain- -

abtltty {We do, howeven, support theland
"'mark “Right to Dry" jeglslatlon that glves .

svus all te right to use a clothesline,) .
But even the Lingls Initiatives s.re

nlmml firther inta thia fubtira than wa'ra -

- Sofar, the Legislature has simply added |
tothe muddle by proposing more studfes

comfonable with.” :
. The looming spectre of $4 gasoline can
- 'only Jéad to budget-blowing "energy cost -
© adjustments” that could stop what meager
économle growth is forecast for the year
In the short run, we'd suggest more
meaningful Incentlves for conservation,
HECO, with the blessing of the state :
Public Utilities Commission, should .
move ahead with a tiered rate structure -
" thiat would reward off-peak usage. )
- Substantial rebates for customers.whe -
_cut usage by 10 percent or more should - - .
."also be corisidered — now that mightbe .
amn family project. - -~ o
-~ And the state needs to thi.nk about what )
it can do through grants or aggressive tax
incentives to getlenders and investors :
moving more quickly to fund projects like - |
the Gay & Robinson ethanol enterprise on-

* . Kaual, or to get someone to start & Jatro- -

. pha plantation before gas hits $5 a gallon.
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A BILL FOR AN ACT

RELATING TO THE ISSUANCE OF SPECIAL PURPOSE REVENUE BONDS FOR
HUI MANA'OMA'O.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAII:

SECTION 1. The legislature finds that it is in the public
interest to encourage the development of facilities to convert
renewable energy resources into electrical energy to be made
availlable for consumption by the general public. The
legislature further finds that Hui Mana‘Oma‘c is engaged in the
development of facilities to convert potential renewable energy
resources into electrical energy to be made available for
consumption by the general public. The legislature finds that
such encouragement is urgently needed on the island of Oahu,
where more than $2,000,000.00 is spent daily on imported fossil
fuels for the generation of electricity.

SECTION 2. The legislature finds and declares that the
issuance of special purpose revenue bonds under this Act is in
the public interest and for the public health, safety, and

general welfare.



SECTION 3. Pursuant to part V, chapter 39A, Hawaii Revised
Statutes, the department of budget and finance, with the
approval of the governor, is authorized to issue special purpose
revenue bonds in a total amount not to exceed $38,000,000, in
one or more series, for the purpose of assisting Hui Mana‘Oma‘o
or an enterprise or commercial entity in which Hui Mana‘Oma‘oc
possesses a vested equity interest, for establishment of
facilities to convert renewable energy resources into electrical
energy. The legislature hereby finds and determines that
combining two or more intermittent renewable energy resources
for the purpose of enhancing the reliability of the resulting
electrical energy produced constitutes a project as defined in
part V, chapter 39A, Hawaii Revised Statutes, and the financing
thereof is assistance to industrial enterprise.

SECTION 4. The special purpose revenue bonds and the
refunding special purpose revenue bonds issued under this Act
shall be issued pursuant to part V, chapter 394, Hawaiil Revised
Statutes, relating to the power to issue special purpose revenue
bonds to assist industrial enterprises.

SECTION 5. The department of budget and finance is
authorized, from time to time, including times subseguent to
June 30, 2013, to 1lssue special purpose revenue bonds in
whatever principal amounts the department shall determine to be

necessary to refund the special purpose revenue bonds authorized



in section 3 and to refund special purpose revenue bonds
authorized in this section, regardless of whether the
ocutstanding special purpose revenue bonds or refunding special
purpose revenue bonds have matured or are the subject of
redemption or whether the refunding special purpose revenue
bonds shall be bonds for the multi-project programs described in
section 3. In making this determination, the department shall
comply with federal law relating to the exemption from federal
income taxation of the interest on bonds of the nature
authorized by this section.

SECTION 6. The authorization to issue special purpose
revenue bonds under this Act shall lapse on June 30, 2013.

SECTION 7. This Act shall take effect upon its approval.

INTRODUCED BY:




