TESTIMONY OF CARLITO P. CALIBOSO
CHAIRMAN, PUBLIC UTILITIES COMMISSION
DEPARTMENT OF BUDGET AND FINANCE
STATE OF HAWAII
TO THE
HOUSE COMMITTEE ON FINANCE
MARCH 26, 2010

MEASURE: S.B. No. 2809, S.D. 2, H.D. 1
TITLE: Relating to Utilities Regulation

Chair Oshiro and Members of the Committee:

DESCRIPTION: )
This bill appropriates moneys for the reorganization of the Public Utilities Commission
(“Commission”) and the Division of Consumer Advocacy (“DCA”").

POSITION:

The Commission supports this bill, which recognizes the need to fully fund regulatory
resources that are needed to achieve important and high priority goals of the State.

COMMENTS:

¢ The Commission is appreciative of the support that this bill lends towards effecting the
Commission’s restructuring plan, which was previously required by the Legislature, and
required to be implemented by the Legislature.

e As described in the bill, the Legislature already recognized the importance of fully
funding public utility regulatory agencies when it passed Act 143, Session Laws of
Hawaii (“SLH") 2006, which required the Commission and the DCA to develop a
comprehensive plan to restructure and supplement their respective agencies and
resources to function more effectively and efficiently.

e The Commission submitted the restructuring report required by Act 143 to the
Legislature in December 2006 (the “Commission’s Report”). The Division of Consumer
Advocacy submitted a similar report.

¢ The Legislature then further recognized the need to provide adequate resources to the
Commission when it required in Act 177, SLH 2007, that the Commission shall
restructure its operations as provided in the Commission’s Report. In Act 177, the
Legislature also recognized the need to obtain additional office space and to relocate the
Commission's office.

¢ The Commission agrees that improving the capabilities of regulatory bodies is essential
to successful implementation of current and future energy policy reforms. In addition to
traditional regulatory responsibilities, the Commission’s role in regulatory and policy
matters has been changing recently with increased responsibility in many important
policy and administrative matters, with an emphasis in energy policy. As such, the
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restructuring and relocation proposals detailed in the Commission’s Report and required
by Act 177 are still required to enable the Commission to efficiently and effectively carry
out its statutory duties and the State’s high priority initiatives. The Commission believes
that investing in the Commission to make it as effective as possible will greatly benefit
the public interest.

The need for Act 177 has not changed, and in fact, the need for Act 177, is even greater
with the increased need to evaluate and implement, where appropriate, many new clean
energy policy objectives that are high priorities for the State.

The restructuring required by Act 177 can be fully funded with the Commission’s Special
Fund. The Commission and DCA are funded with revenues from the Commission’s
Special Fund, established in Chapter 269, Hawaii Revised Statutes (“HRS”), which is
supported primarily from fees charged to the entities that the Commission regulates.
Funding the Commission’s restructuring plan will require, in addition to the Commission’s
budget request in HB 2200 H.D. 1, approximately $4.95M in Fiscal Year 2011 and
approximately $2.42M (recurring costs) in Fiscal Year 2012. Section 2 of the bill should
be revised to include these supplemental funding amounts.

However, given the State’s current fiscal situation, the Commission is open to only
funding all currently unfunded reorganization and previously abolished (pursuant to
Act 162, SLH 2009) positions in Fiscal Year 2011 and postponing the initiation of the
relocation of the Commission’s Honolulu office until Fiscal Year 2012, Doing so would
reduce additional funding requirements to approximately $1.07M in Fiscal Year 2011,
approximately $4.93M in Fiscal Year 2012, and approximately $2.39M in Fiscal Year
2013. It should be noted that if the implementation of the relocation portion of the
Commission’s reorganization plan is postponed, it is critical that the Commission be
allowed to begin its office relocation in Fiscal Year 2012 to sufficiently accommodate the
increased staffing resources that the reorganization is providing the Commission. If the
Legislature prefers this option, Section 2 of the bill should be amended to include these
supplemental funding amounts, including those estimated for Fiscal Years 2012 and
2013, to the extent possible.

In addition, the Commission requests that the following sentence in Section 2 of the bill,
be revised to state:

“SECTION 2. There 1is appropriated out of the public
utilities commission special fund the sum of $ or so
much thereof as may be necessary for fiscal
year 2010-2011 for the operations of the public
utilities commission, including funding all positions
included in the reorganization approved by Act 177,
Session Laws of Hawaii 2007; including the reinstating
and funding of the #em nine positions removed by Act
162, Session Laws of Hawaii 2009; and funding all
expenses related to the relocation of the commission's
offices as approved in Act 177, Session Laws of Hawaii
2007.”
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Thank

To prevent the possible automatic transfer of moneys appropriated for a relocation into
the State General Fund at the end of each year as provided in Chapter 269, HRS, some
provision should be made to prevent the lapsing of relocation moneys if the moneys
cannot be spent or encumbered by the end of the year. The full relocation of the
Commission’s Oahu office is a critical, necessary component of the Commission's
restructuring. Preventing the lapsing of such funds under Chapter 269, HRS will enable
the Commission to proceed with the relocation and address any unforeseen issues that
may occur beyond the Commission’s control that may delay any required initial steps
and prevent the completion of the relocation project. If the annual lapsing of relocation
funds under Chapter 269, HRS is not prevented, the moneys earmarked for relocation
that are not spent or encumbered due to unforeseen relocation delays will lapse to the
State General Fund.

The Commission also supports funding the DCA’s reorganization plan as detailed in
Act 183, SLH 2007. As an ex officio party to any proceeding before the Commission, the
DCA'’s ability to perform its duties and responsibilities efficiently has a direct impact on
the Commission’s operational efficiency and effectiveness. The Commission defers to
the DCA for their specific budget requirements to the extent that the Commission’s
Special Fund can support their request and is in compliance with Chapter 269, HRS.

you for the opportunity to testify.
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SENATE BILL NO. 2809, S.D. 2, H.D. 1 - RELATING TO UTILITIES REGULATION

DESCRIPTION:

This measure proposes to authorize sufficient funding for the operation and
staffing of the Public Utilities Commission (“Commission”) and the Division of Consumer
Advocacy (“Consumer Advocate”) in order to facilitate the agencies’ abilities to meet
their expected objectives and to fulfill the intent of the reorganizations that were begun
with Act 177 and Act 183 from the 2007 legislative session. In addition, the measure
proposes to require that applicable state and/or county agencies should assist in
carrying out the proposed measure.

POSITION:
The Consumer Advocate supports this measure.

COMMENTS:

This measure proposes to make available the resources necessary to ensure
that the Commission and the Consumer Advocate are sufficiently funded and staffed to
handle the normal ongoing workload associated with regulating various public utility
industries, such as the electric, natural gas, telecommunications, water, and wastewater



s

S.B. No. 2809, S.D.2,H.D. 1
House Committee on Finance
Friday, March 26, 2010, 12:00 p.m.
Page 2

industries, as well as the regulation of transportation companies, such as those
engaged in intraisland shipping. It should be noted that the normal, ongoing workload
generally includes, but is not limited to, rate change and capital improvement project
applications. This normal, ongoing workload has significantly increased recently due to
the Hawaii Clean Energy Initiative (HCEI), which the State is actively pursuing. This
initiative is resulting in dockets which are novel, complex and resource consuming.

In order to manage the workload, the Consumer Advocate has been considering
and implementing various measures to meet the ongoing workload and the associated
procedural deadlines that are established. One of these measures is evaluating the
dockets to identify applications in proceedings that the Consumer Advocate will not
provide an analysis and recommendation, such as requests filed by companies seeking
certification of authority to provide telecommunications services in Hawaii and certain
types of applications filed by telecommunications services providers related to financing.
These determinations are guided by factors, including federal mandates deregulating
particular utility industries, such as telecommunications due to findings that there are
sufficient competitive forces to protect consumers. The Consumer Advocate has also
implemented other measures, including reducing the scope of analysis in order to
minimize the time that might be required by available staff or consultants to complete
the review of numerous applications within the procedural deadlines.

Historically, the Commission and the Consumer Advocate have had difficulties
finding and retaining qualified individuals to fill available vacancies. These difficulties
are more pronounced for the Consumer Advocate because of the expectations of
analysts to provide written and oral testimonies under the applicable deadlines. The
Consumer Advocate had already implemented various measures meant to be short-
term in nature in order to address the staffing deficiencies experienced, but with the
additional budget cuts and elimination of vacant positions, the already difficult situation
has been exacerbated, which required even more extreme measures. Such measures
adversely affect the Consumer Advocate’s effectiveness on both short- and long-term
bases, but are necessary to meet the ongoing workload and procedural deadlines. If
the eight eliminated positions, budgeted at approximately $604,000, and the training
budget, $30,000, were restored, the Consumer Advocate would be better able to
continue protecting and advancing the interest of utility consumers, as well as providing
increasingly substantive contributions to proceedings related to clean energy and
energy efficiency. The Consumer Advocate defers to the Commission as it relates to
the funds necessary to facilitate the reorganization and relocation of the Commission
approved by the Legislature in 2007, but contends that the amounts identified above
related to the restoration of the eight positions in the Consumer Advocate should be
able to be accommodated by the Commission’s total budget and the funds collected
through the Public Utilities Fee as authorized by HRS section 269-33.
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It should be noted that, on an ongoing basis, the Consumer Advocate’s
participation in various rate proceedings results in millions of dollars in reduced rate
increases on behalf of consumers on an annual basis. If the Consumer Advocate
continues to face resource challenges, it is likely that the effectiveness of the agency
will be diminished and the savings that might have been generated by an adequately
staffed Consumer Advocate will decrease as the Consumer Advocate will be forced to
continue limiting its participation in various proceedings.

In addition, Hawaii is embarking on efforts to irreversibly migrate away from its
dependence on imported fossil fuels. Both the Commission and the Consumer
Advocate are expected to play integral roles in this process. Given that efforts in this
clean energy initiative will be likely to affect Hawaii for decades to come, it is important
that both the Commission and the Consumer Advocate are adequately staffed and
funded to ensure that recommendations and decisions are made based upon thorough
research, analysis, and consideration.

Thus, the Consumer Advocate truly appreciates the acknowledgement by the
Legislature of the importance that the Consumer Advocate and the Commission have
on Hawaii’'s businesses and residents on a daily basis. The Consumer Advocate
understands the current situation with the State’s budget crisis, but believes that it is
important for the Consumer Advocate and the Commission to be adequately staffed and
funded in order to enable the agencies to address the overall State objectives regarding
renewable energy and energy efficiency, as well as meeting the continuing demands of
utility regulation.

One suggestion relates to possible language that may have already been
considered by the Legislature regarding the appropriateness of including provisions
similar to those included in Act 183, SLH 2007, which had specific language to
appropriate monies out of the PUC special fund to be deposited into the compliance
resolution fund. For your convenience and consideration, the language from Act 183,
SLH 2007, modified for the purposes of SB2809 SD2, HD1, is provided as follows:

SECTION _. There is appropriated out of the public utilities commission special
fund the sum of $604,000 for fiscal year 2010-2011 and the sum of $604,000 for
fiscal year 2010-2011 to be deposited into the compliance resolution fund.

SECTION _. There is appropriated out of the compliance resolution fund the
sum of $604,000 or so much thereof as may be necessary for fiscal year 2010-
2011 and the sum of $604,000 or so much thereof as may be necessary for fiscal
year 2010-2011 for the eight positions eliminated for the 2009-2010 fiscal year
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and training in the division of consumer advocacy, department of commerce and
consumer affairs. :

The sums appropriated shall be expended by the department of commerce
and consumer affairs for the purposes of this part.

SECTION _. There is appropriated out of the publié utilities commission special
fund the sum of $30,000 for fiscal year 2010-2011 and the sum of $30,000 for
fiscal year 2010-2011 to be deposited into the compliance resolution fund.

SECTION _. There is appropriated out of the compliance resolution fund the
sum of $30,000 or so much thereof as may be necessary for fiscal year 2010-
2011 and the sum of $30,000 or so much thereof as may be necessary for fiscal
year 2010-2011 to send the professional staff of the division of consumer
advocacy to specialized training seminars to obtain a general understanding of
the subject matter and receive regular updates of regulatory condition changes.

The sums appropriated shall be expended by the department of commerce
and consumer affairs for the purposes of this part.

Thank you for this opportunity to provide testimony on this matter.
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Senate Bill No. 2809, S.D. 2, H.D. 1
Relating To Utilities Regulation

(WRITTEN TESTIMONY ONLY)
TO CHAIRPERSON OSHIRO AND MEMBERS OF THE COMMITTEE:

The purpose of Senate Bill 2809, S.D. 2, H.D. 1 is to authorize sufficient funding
for the operation and staffing of the public utilities commission and the Department of
Commerce and Consumer Affairs’ division of consumer advocacy to accomplish the
objectives of those agencies and to complete the reorganization that was begun by Act
177 and Act 183, Session Laws of Hawaii 2007.

The Department of Human Resources Development (DHRD) has concerns with
Section 3(b) which states,
“(b) The department of human resources development shall work
cooperatively with:
(1)  The public utilities commission, as the commission deems necessary; and
(2)  The department of commerce and consumer affairs' division of consumer
advocacy, as the division deems necessary,

in establishing and amending job descriptions in a timely manner.”
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Section 26-35, Hawaii Revised Statutes, provides that boards and commissions
that are established within a principal department for administrative purposes shall be
represented by the head of the department, and personnel matters shall be subject to
the approval of the head of the department. The Public Utilities Commission (PUC) is
attached to the Department of Budget and Finance (B&F) for administrative purposes.
As such, establishing and amending job descriptions for the PUC as proposed by
Section 3(b) of this bill must include the review and approval by B&F's Director,
otherwise, it may be contrary to existing statutes.

We find that Section 3(b) is unnecessary as we are willing to assist B&F and the
PUC with their position classification needs. Therefore, we respectfully request that
Section 3(b) be deleted from the bill. Thank you for the opportunity to provide
comments on this bill.
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S.B. NO. 2809, S.D.2, H.D.1
RELAT!NG TO UTILITIES REGULATION

By Kevin Katsura
Associate General Counsel, Legal Department
Hawaiian Electric Company, Inc.

Chair Oshiro, Vice-Chair Lee, and Members of the Committee:

My name is Kevin Katsura providing written testimony in support of S.B. No. 2809,
S.D.2, H.D.1 on behalf of Hawaiian Electric Company, Inc. and our subsidiary
companies, Hawaii Electric Light Company, Inc. and Maui Electric Company, Ltd.
(collectively, “the Hawaiian Electric Companies”).

The Hawaiian Electric Companies strongly support this bill, which authorizes funding for
the operation and staffing of the Public Utilities Commission (PUC) and the Division of
Consumer Advocacy of the Department of Commerce and Consumer Affairs (Consumer
Advocate).

While we are not qualified to address the amount of funding required to fund all
positions included in the reorganization approved by Act 177, Session Laws of Hawaii
2007, we can endorse the need for additional resources within the PUC and the
Consumer Advocate.

From the Hawaiian Electric Companies’ perspective, the workload of the PUC has never
been greater, and our look at the future suggests the situation which presently exists is
not a temporary one. The PUC’s work in the electric utility sector includes general rate
cases, project applications, and dockets initiated by the Commission in response to
legislative action or external events. Each of these requires extensive review, and
timely action beneficial to all involved. The Consumer Advocate is automatically a party
to every docket involving the electric utility.

In addition, the PUC and the Consumer Advocate bear statutory responsibilities in the
regulation of telecommunications, water and wastewater utilities, and water and motor
catrriers.

For these reasons, we support S.B. No. 2809, S.D.2, H.D.1 and request its passage.
Thank you for the opportunity to provide testimony.
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IN SUPPORT OF SB 2809, SD2, HD1 - Relating to Utilities Regulation

I am Carl Freedman, Chair of the Regulatory Reform Working Group of the Hawaii
Energy Policy Forum (“Forum”). The Forum is comprised of 47 representatives from
Hawaii’s electric utilities, oil and natural gas suppliers, environmental and community
groups, renewable energy industry, and federal, state and local government, including
representatives from the neighbor islands. We have been meeting since 2002 and have
adopted a common vision and mission, and a comprehensive “10 Point Action Plan,”
which serves as a framework and guide for meeting our preferred energy vision and
goals.

SB 2809 SD2 HD1 would implement the reorganizations of the Public Utilities
Commission (PUC) and the Division of Consumer Advocacy (DCA) that were
approved by the Legislature in 2007 in Acts 177 and 183. The Forum wholeheartedly
agrees with 2007 Legislature’s findings that the reorganizations of these agencies “are
essential for providing sufficient regulation of Hawaii's public utilities; controlling
utility costs for Hawaii's people, businesses, and governmental agencies; and
successfully implementing meaningful energy policy reform in Hawaii.”

SB2809 SD2 HD1 is a cost saving measure. It would reduce the annual utility
expenditures of State government by several times as much as the annual cost of fully
funding the reorganization of the PUC and DCA. These agencies regulate over $3
billion of annual telecommunications and electricity utility bills paid by Hawaii’s
people, businesses and government agencies. The Forum estimates that fully funding
the reorganizations would ultimately result in savings of at least $100 million annually
due to increased regulatory efficiency and consumer protection, bolstered utility
industry financial health and prudent allocation of utility investments and expenditures.
Funding for the PUC and DCA, including funding of the reorganizations reestablished
by this bill, derives from revenues collected by the PUC from users of utility services,
not from state general funds.

Sufficient utility regulation and consumer protection are especially essential in the next
several years as Hawaii prepares to invest billions of dollars in new utility and private
sector infrastructure associated with a transition from over-dependence on fossil fuels
to increased reliance on efficiency and renewable energy resources.

Based on the foregoing, the Forum supports SB2809 SD2 HD1and respectfully urges
passage of the bill.

Thank you for the opportunity to testify.

This testimony reflects the position of the Forum as a whole and not necessarily of the individual
Forum members or their companies or organizations.

2424 Maile Way * Saunders Hall 723 * Honolulu, HI 96822 « Telephone (808) 956-4237 * Fax (808) 956-6870
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TESTIMONY IN SUPPORT
Alcha Chair Oshiro, Vice Chair Lee, and Members of the Committee:

The Hawaii Solar Energy Association (HSEA) supports SB 2809 SD2 HD1, a measure
that would implement the reorganization of the Public Utilities Commission (PUC) and
the Division of Consumer Advocacy (DCA) that were approved by the Legislature in
2007 in Acts 177 and 183.

HSEA strongly agrees with the 2007 Legislature's findings that the reorganization of
these agencies "are essential to providing sufficient regulation of Hawaii' s public
utilities; controlling utility costs for Hawaii' s people, businesses, and governmental
agencies; and successfully implementing meaningful energy policy reform in Hawaii."

Over the next several years as Hawaii gears up to meet the goals set forth in the Hawaii
Clean Energy Initiative; billions of dollars will be spent in new utility and private sector
infrastructure in order to transition from the over-dependence on fossil fuels to an
increased reliance on efficiency and renewable energy resources. it is essential that
both the PUC and DCA be adequately staffed and funded in order to successfully
regulate the current and future proceedings associated with this movement.

HSEA also supports SB 2809 SD2 HD1 as it would reduce the annual utility
expenditures of State government by several times as much as the annual cost of fully
funding the reorganization of the PUC and DCA. These agencies regulate over $3 billion
of annual telecommunications and electricity utility bills paid by Hawaii's people,
businesses and government agencies. Funding for the PUC and DCA, including funding
reorganizations reestablished by this bill, derives from revenues collected by the PUC
from users of utility services, not from state general funds.

Thank you for the opportunity to testify on this measure.

Mark Duda
President, Hawaii Solar Energy Association

About Hawaii Solar Energy Association

Hawaii Solar Energy Association (HSEA) is comprised of installers, distributors,
manufacturers and financers of solar energy systems, both hot water and PV, most of
which are Hawaii based, owned and operated. Our primary goals are: (1) to further solar
energy and related arts, sciences and technologies with concern for the ecologic, social

P.0. Box 37070 Honoluly, Hawaii 96837
SOLAR HOTLINE (808)521-9685



and economic fabric of the area; (2) to encourage the widespread utilization of solar
equipment as a means of lowering the cost of energy to the American public, to help
stabilize our economy, to develop independence from fossil fuel and thereby reduce
carbon emissions that contribute to climate change; (3) to establish, foster and advance
the usefulness of the members, and their various products and services related to the
economic applications of the conversion of solar energy for various useful purposes;
and (4) to cooperate in, and contribute toward, the enhancement of widespread
understanding of the various applications of solar energy conversion in order to increase
their usefulness to society.
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TESTIMONY IN SUPPORT OF SB 2809 SD2 HD1, PROPOSED AMENDMENTS

Chair Oshiroc and members of the Committee:

The Blue Planet Foundation strongly supports Senate Bill 2809 SD2 HD1, a measure to ensure
proper funding for the Public Utilities Commission (PUC) to complete their essential work,
including funding to implement the reorganization approved by Act 177 (2007), including the
reinstating and funding of the nine positions removed by Act 162 (2009).

This measure is critically important to Hawaii's clean energy future. The PUC is charged with
developing and enforcing policies that govern the lifeblood of Hawaii's economy: electricity.
They need to be properly funded to successfully navigate the multi-billion dollar transition to a
clean energy future. The full amount of revenue generated in the special fund should be
dedicated to the public utilities commission.

Funds FY 2008 FY 2009
PUC special fund revenue $ 17,443,000 $ 17,617,000
PUC budget $ 7,719,000 $ 8,279,000

Transfers to general fund  $ 9,724,000 $ 9,339,000

Currently, the PUC is funded through the PUC special fund which collects funding from various
sources, most significantly an annual fee of one-half of one per cent of the gross income of the
public utility’s previous year’s business. Over half of the revenue in this special fund—which
receives about $17.5 million.annually—is diverted to the state’s general fund, however. For
fiscal year 2009, of the $17.6 million in revenue generated, $8.3 million was expended by the
PUC while $9.3 was diverted to the state general fund. The PUC is currently deliberating

Jeff Mikulina, executive director + jeff@blueplaneffoundation.org
55 Merchant Street 17t Floor « Honolulu, Hawai'i 96813 » 808-954-6142 « Dblueplanetfoundation.org



dockets that will fundamentally reshape Hawaii’s electric utility sector. Smart grid, utility
decoupling, feed-in tariffs for clean energy, integrated resource planning—these dockets require
thorough deliberation, research, and expert input. The PUC must have the talent and resources
to adequately investigate and develop the right policies for Hawaii’'s 21st century electricity
industry. The total funding available to them through their revenues should be available for their
work.

The public utilities commission needs funding to navigate the multi-billion dollar transition to
Hawaii’s clean energy economy.

PROPOSED AMENDMENTS
e Blue Planet respectfully asks that this committee amend SB 2809 SD2 to appropriate the
full amount of the PUC special fund to the PUC for fiscal year 2010 — 2011.

e We also respectfully ask that this Committee amend the effective date so the measure is
effective July 1, 2010.

Please forward SB 2809 SD2 HD1 with these amendments.

Thank you for the opportunity to testify.

Blue Planet Foundation Page 2 of 2
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Comments:

Thank you Chair Oshiro and committee members. I am Gareth Sakakida, Managing Director of the
Hawaii Transportation Association (HTA) with over 400 transportation related members
throughout the state of Hawaii.

Hawaii Transportation Association supports this bill.

The Public Utilities Commission is charged with the regulation of various industries
who pay a fee to support the regulatory activities.

Although the collections are adequate to maintain the regulatory function, the PUC is
limited as to the amount they may expend. This hamstrings the Commission.

The worst part of it is the “excess” lapses into the General Fund. The PUC fee is
statutorily payed by certain industries for a service. That money belongs to the PUC and/or
those industries.

Any excess should be remitted back, or credited, to the industries in some manner, or
at the very least, NOT handed off to the General Fund.

Thank you.





