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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF HAWAII

In the Matter of the Application of

)
)

HAWAII ELECTRIC LIGHT COMPANY, INC.

)

Docket No. 2017-0122

)

Decision and Order No. 3 4 7 2 6

For Approval of a Power Purchase
)
Agreement for Renewable Dispatchable )
Firm Energy and Capacity.
)
)

DECISION AND ORDER

By

this

HRS § 269-27.2,
the

Amended

Decision

and

and

HAR

§

Restated

and

Order, ^

6-60-6(2),
Power

the

Purchase

and

pursuant

to

commission

approves

Agreement

("PPA")

for Renewable Dispatchable Firm Energy and Capacity ("A&R PPA"),
dated May 9, 2 017, ,by and between HELCO
Hu Honua biomass project

and Hu Honua,

("Hu Honua Project"

or the

Because

the

commission approves

the

"Project"),

submitted for review under Hawaii Electric Light Company,
Letter Request.^

for

Inc.'s

the A&R PPA

iThe Parties to this docket are HAWAII ELECTRIC LIGHT COMPANY,
INC. ("HELCO"), HU HONUA BIOENERGY, LLC ("Hu Honua"), and the
DEPARTMENT OF COMMERCE AND ' CONSUMER AFFAIRS,
DIVISION OF
CONSUMER ADVOCACY ("Consumer Advocate"), an ex officio party,
pursuant to Hawaii Revised Statutes
("HRS")
§ 269-51 and
Hawaii Administrative Rule'^s ("HAR") § 6-61-62 (a) . The Participants
are TAWHIRI POWER, LLC ("Tawhiri"), HAMAKUA ENERGY PARTNERS,
L.P.("HEP"), and Life of the Land ("LOL").
^see "Hawaii Electric Light Company, Inc.'s Letter Request for
Approval of Amended and Restated Power Purchase Agreement,"

pursuant

to

the

does not address
the

purchase of

"normal"

criteria

Hu Honua's

request

for

PPAs,

the

commission

for preferential

rates

for

renewable ' energy produced in conjunction with

agricultural activities pursuant to HRS § 269-27.3.

In addition,

pursuant to the Framework for Competitive Bidding,^ Part II.A.S.d,
the commission grants HELCO's request for a waiver therefrom for
the A5cR PPA.

I.
HELCO'S LETTER REQUEST
A.
Procedural Background
The instant proceeding arises out of a previously granted
waiver from the Competitive Bidding Framework,'^ and approved PPA for
Renewable Dispatchable Firm Energy and Capacity, dated May 3, 2012,

filed on May 9, 2017, in Docket No. 2012-0212; as supplemented by
HELCO's filing of Exhibit 11 to Exhibit B on May 10, 2017, which it
stated was
inadvertently left out of
its Letter Request
(collectively, the "Letter Request").
^See
"In re Public Utilities Commission Instituting a
Proceeding to Investigate Competitive Bidding for New Generating
Capacity in Hawaii," Decision and Order No. 23121, Exhibit A
("Framework for Competitive Bidding" or "Framework").
^See Docket No. 2008-0143, In the Matter of the Application of
HAWAIIAN ELECTRIC COMPANY, INC., HAWAII ELECTRIC LIGHT COMPANY,
INC., For Approval of a Request for Waiver from the Competitive
Bidding Framework ("Docket No. 2008-0143"), Decision and Order,
filed on November 14, 2008 (the "Waiver Order").
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by

and

between

HELCO

and

Hu Honua,

for

the

Hu Honua

Project

("Original PPA")Despite the commission's approval, the Hu Honua
Project was never brought on-line.

HELCO explained what transpired

as follows:
[Hu Honua] failed to meet certain Guaranteed
Project Milestones which resulted in events
of default under the terms of the PPA.
[HELCO] terminated the [Original] PPA based
on [Hu Honua's]
(1) failure to meet its
contractual obligations under the [Original]
PPA; (2) failure to justify an extension of the
subject Guaranteed Milestones under conditions
that are advantageous to [HELCO's] customers;
and (3) failure to provide adequate assurances
that [Hu Honua] could perform or has the
financial means to perform in the future
or otherwise be relied upon as a provider
of renewable firm generation on the Island
of Hawaii.
[Hu Honua] disputed the termination of the
PPA and on December 1, 2016, filed a civil
action
challenging
the
validity of
the
termination, among other claims.
The matter
is currently pending.
On March 13, 2017,
the court issued an order scheduling an early
settlement conference between the Parties to
take place on May 18-19, 2017. In anticipation
of the settlement conference, the Parties
worked collaboratively and were able to come
to agreement on the terms of the [A&R PPA] ,
with the exception of the Contract Price.
Provided that the benefits to be provided to
customers are sufficient and the Commission
approves the preferential pricing sought by
[Hu Honua, HELCO] has agreed to rescind the
termination of the Original PPA and enter into
^See Docket No. 2012-0212, In the Matter of the Application of
HAWAII ELECTRIC LIGHT COMPANY, INC., For Approval of a Power
Purchase Agreement for Renewable Dispatchable Firm Energy and
Capacity ("Underlying Docket"), "Decision and Order No. 31758,
filed on December 20, 2013" (the 'Underlying Decision and Order").
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the [A&R PPA] with Hu Honua. The Parties have
therefore agreed to enter into a Settlement
Agreement by June 20, 2017 on terms and
conditions agreeable to both parties and
conditioned
on
the
PUC's
timely,
non-appealable final approval of the [A&R PPA] .
The Settlement Agreement will compromise,
resolve,
settle,
terminate,
discharge and
release all claims, demands, actions or causes
of action related to the termination of the
Original PPA as between Hu Honua and the
Hawaiian Electric Companies.®
As a result of the Settlement Agreement between HELCO and
Hu Honua, 'HELCO filed its Letter Request with the commission on
May 9,

2017,

in the Underlying Docket.

However,

the Underlying

Docket had been closed pursuant to Order No. 33901, issued therein
on September 8, 2016.
Because the Underlying Docket was closed, the commission
issued Order No.

34554 on May 17,

2017,

opening this docket to

review and adjudicate the Letter Request.
the

commission,

among

other

things:

In Order No.
(1). identified

34554,
HELCO,

Hu Honua, and the 'Consumer Advocate as the named parties in this
proceeding (collectively, the "Parties");
participant

status

to

the "Participants"),

LOL,

Tawhiri,

contingent

on

(a)

(2) granted conditional
and
a

HEP

(collectively,

re-evaluation of

the

scope of participation for each entity after submission of proposed
procedural

orders

determination

of

by
the

the

final

^Letter Request at 3-4.
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Parties,
issues

and
to

(b)

the

govern

commission's
this

docket;

(3) ordered

the

Parties

to

file

their

proposed

procedural

schedules, including a Statement of Issues, for the commission's
review by May 24, 2017; and (4) ordered HELCO to file a bill impact
analysis for the Amended and Restated PPA contained in the Letter
Request by May 24, 2017.
On May 18, 2017, the commission issued Order No. 34556
in Docket No. 2012-0212, transferring the Letter Request to this
docket (i.e.. Docket No. 2017-0122).
The Parties were unable to reach agreement on a stipulated
procedural schedule and,

on May 24,

2017,

the Consumer Advocate

filed its proposed Procedural Schedule and Statement of Issues,
and

HELCO

and

Hu Honua

filed

their

Procedural Schedule and Statement of Issues.
Project

Economic

and

Bill

Impact

Analysis

joint

proposed

HELCO also filed its
on

May

24,

2017

("Initial Analysis").
On
Support

of

May

30,

2017,

HELCO

filed

its

Memorandum

in

Request to Waive Framework for Competitive Bidding

("Waiver Justification").
After reviewing the various procedural schedule proposals
submitted by the Parties, the commission issued Order No. 34597 on
June 6, 2017
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("Order

No.

34597"),

establishing

a

Procedural

Schedule,"^ Statement of the Issues, and Scope of Participation for
the Participants.®
Pursuant

to the

Procedural

Schedule,

Participants issued Information Requests

the

("IRs")

Parties and

to one another

between June 6 and June 30, 2017.
On June 30,

2017, HELCO filed a Project Economic Bill

Impact Analysis; which reflected the HEP 60 MW cogeneration facility
("HEP Facility") as an Independent Power Producer ("IPP")

instead

of a facility under HELCO ownership, being operated only until 2030,
i.e., when HEP's current PPA expires ("Supplemental Analysis").®
On July 10, 2017, the Consumer Advocate, Tawhiri, and LpL
filed their respective Statements of Position.

HEP did not file a

Statement of Position.
On

July

17,

2017,

Hu

Honua

and

HELCO

filed

their

respective Reply Statements of Position.

■^The Procedural Schedule was modified by Order No. 34612,
filed on June 14, 2017, to clarify that Hu Honua should receive
two copies of all filings made by any Party or Participant in
this proceeding.
®LOL filed a Motion to Upgrade Status on June 2, 2017,
seeking to become
an Intervenor.
The
commission denied
LOL's Motion to Upgrade Status pursuant to Order No. 34651,
filed on June 23, 2017.
®The Initial Analysis and Supplemental Analysis were amended
pursuant to Errata filed by HELCO on July 3 and 7, 2017, to correct
(1) an inadvertent reference, to the A&R PPA being deemed a
"capital lease" when it should have been referred to as an
"operating lease," and (2) a calculating error, respectively.
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The

commission

notes

that

this

elicited extensive interest from the public.
of its Letter Request,

docket

process

has

Since HELCO's filing

more than 700 public comments have been

submitted to the commission, including approximately 550 petition
signatures and more than 150 public comment letters.

Comments in

support of the Project tended ,to focus on the expected increase
of

job

opportunities,

economic

growth,

agricultural

benefits,

fulfillment of the Renewable Energy Portfolio Standards
targets,

and

energy

resource

self-reliance.^®

("RPS")

Comments

in

opposition to the Project tended to focus on potential adverse
environmental
emissions,

an

impacts,
expected

an

expected

increase

in

rise
HELCO

in

greenhouse

customers'

gas

bills,

noise and nuisance in the delivery process, and general objections
to biomass as a fuel resource.

^®The commission notes that several elected officials testified
in support of the Project.
See Letter from Sen. Lorraine Inouye
(June 7, 2017) (Project provides consistent demand for harvesting
and transportation of trees on a daily basis), filed June 8, 2017;
Letter from Sen. Kaiali'i Kahele (June 7, 2017)(Project will help
secure a better economic future), filed June 7, 2017; Letter from
Rep. Cindy Evans (May 15, 2017) (this Project is appropriate
for preferential
rates),
filed May 18,
2017;
Letter from
Rep. Chris Todd & .Rep. Mark Nakashima (May 3, 2017) (Project will
benefit local economy), filed May 4, 2017, in Docket No. 2012-0212;
and
Letter
from
Council
Chair
Valerie
Poindexter,
Hawaii County Council (June 15, 2017) (Project provides consistent
demand for harvesting and transportation of trees on a daily basis) ,
filed June 15, 2017.
'
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' B.
Requested Approvals And Authorizations
In the Letter Request, HELCO and Hu Honua requested that
the commission review:
1.

The A&R PPA; and

2.

Hu Honua's request for preferential rates for the
purchase of renewable energy produced in conjunction with
agricultural activities pursuant to HRS § 269-27.3,
a copy of which was attached as Exhibit ' B with
Exhibits 1-14 to HELCO's Letter Request ("Request for
Preferential Rates"

HELCO and Hu Honua also requested that the commission:
1.

Re-open Docket No. 2012-0212;
Reinstate Protective Order No. 30848 issued therein;
Approve a waiver for the Project based on similar reasons
as those addressed by HELCO in Docket No. 2008-0143
and the
docket
record
for
the
Original
PPA
(i.e., [the Underlying Docket]),
if
the
commission
determines that a waiver from the Competitive Bidding
Framework for the A&R PPA is not provided for by the
Waiver Order; and
Expedite its review in order to have a decision no later
than Monday, July 3, 2017.
In support of its requests, HELCO explained that HELCO

and Hu Honua had "negotiated and agreed upon all terms set forth
in the [A&R PPA] except for the Capacity Charge and Energy Charge

^^Letter Request at 1.
i^Letter Request at 1 and 3.
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(collectively,

the "Contract Price")The Contract Price was

submitted by Hu Honua as a request for preferential rates pursuant
to HRS

§ 269-27.3.

Thus,

assuming commission approval of the

Contract Price, HELCO asserted that approval of the A&R PPA would
be reasonable for the reasons previously set forth in the Underlying
Decision and Order, among other reasons, including:
1.

The Project's contribution
energy goals;

to

the

State's

renewable

2.

The State's policy of promoting the long-term viability
of agriculture;

3.

The Contract Price for the A&R PPA remains delinked from
fossil fuel pricing, as provided in HRS § 269-27.2;

4.

The renewable energy provided
by the Project could
potentially save approximately 15,700 barrels of fuel per
year, which over the term of the A&R PPA amounts to
approximately 329,000 barrels of fuel oil saved;

5.

The Project, if completed on schedule by the end of 2018,
will be able to take advantage of the federal Investment
Tax Credit ("ITC") for renewable energy (in lieu of a
Production Tax Credit)and

6.

The
Project is
anticipated
to provide
economic
stimulation
and
jobs
directly
at
the
Hu
Honua
facility and indirectly in the forestry, harvesting,
and hauling industries.

^^Letter Request at 2.
^^See Letter Request at 3 (citing Letter dated May 2, 2017,
from Latham & Watkins, LLP, attached to the Letter Request as
Exhibit 2 to Exhibit E).
^^See Letter Request at 2-3.
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c.
Comparison of Original PPA and A&R PPA
HELCO explained that the negotiations on the A&R PPA were
limited to only those elements necessary to facilitate expeditious
review and operationality.

The changes between the Original PPA

and the A&R PPA are generally focused on:
•

Incorporation of the terms of the previously
approved Amendment No. 1 to the Original PPA
(dated May 3, 2012);

•

Revisions
to
the
Contract
i.e., Energy Charge and Capacity Charge;

•

Revision
to
Milestone
Events,
i.e..
Guaranteed Milestones and Reporting Milestones;

•

Revisions to term of PPA from 20 to 30 years;
and

•

Conforming revisions and other non-substantive
miscellaneous changes.

Price,

The A&R PPA also provides that if commission approval is
not obtained by July 3,
null and void.^®

2017, Hu Honua may declare the A&R PPA

To date,

the commission has not received any

^^Aside
from certain
changes
to
the
Underlying
PPA,
the Hu Honua Facility itself has not been changed.
For a
description of the Facility, see Underlying Decision and Order
at 6-10.
^"^Letter Request at 5 (citing Letter Request, Exhibits G
(Comparison of Original PPA vs. A&R PPA) and H (Summary of
Significant Changes in A&R PPA)).
^®See Letter Request at 5.
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notice

that

Hu Honua has

made

such a

declaration

and,

thus,

continues with its review.

D.
Contract Pricing
Hu

Honua

described

its

proposed

contract

pricing

as follows:
Hu Honua's A&R PPA rate is a reduction to
the approved rates in the Original PPA.
In the [Underlying Decision
and Order],
the Commission noted that the estimated all-in
levelized cost of the Hu Honua [Project] would
be $0.253/kWh over the 20-year PPA term,
assuming the level of dispatch estimated by
HELCO
(154,000
[megawatt hours
("MWh")].
When escalated
per
the
PPA
terms
to
2017
dollars
for
an
apples-to-apples
comparison to the A&R PPA to be filed in
May 2017, this estimated all-in levelized cost
for the Original PPA would be $0.286/kWh.
By contrast, the A&R PPA's pricing results
in an estimated all-in levelized cost of
$0.221/kWh, assuming a dispatch of 200,000 MWh,
which Hu Honua believes is appropriate given
that the reduction to the energy price will
make Hu Honua more competitive with other
system resources.
As a comparative tool, Hu Honua provided the following
table

to show the difference

in costs of

the Original

PPA in

2011 dollars and 2017 dollars, and the A&R PPA in 2017 dollars.

i^Request for Preferential Rates at 14.
^ORequest for Preferential Rates at 6.
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' Summarized Hu Honua PPA Provisions
Fuel Component (cenis/kWh)

Original PPA Pricing
(2011$)

Original PPA Pricing
(2017$)

A&RPPA Pricing
(2017$)

24.16- 18.12 cents('X^>

26.59- 19.95 cents^'^^^

8.005 cents*'^^'

■

$0.0030

Variable O&M Component ($/kWh)

$0.0033

$0.0099

Fixed O&M Component ($/MW-monlh)

$7,727.27

$8,505.86

$25,000.00

Capacity Charge Rate ($/MW-month)

$4,364.00

$4,364.00

$54,000.00

21.5

21.5

21.5

10,000

10,000

10,000

20

.20

30

GDPIPD'^’

GDPIPD'^”

GDPIPD^

Levelized Cost (cents/kWh)

25.3

28.6

22.1

Average Dispatch (MWh/yr)

154,302

154,302

200,000<5>

Committed Capacity (MW)
Minimum Economic Dispatch (MW)
Term
Escalator

(1) Fuel Component, Variable O&M Component and Fixed O&M Charge are escalated each year by the GDPIPD
of the 3"* quarter result of the previous year and increased approximately 10.076% during the period
from January 2011 - January 2017.
(2) Fuel Component pricing for the Original Approved PPA is based on a sliding scale based on the
plant heat rate that starts at 24.16 cents (2011$) at 7 MW and decreases to approximately 18.12 cents
at 21.5 MW (2011$)
(3) Fuel Component will be increased by a one-time price bump of 15% on the 6^** anniversary of the
Commercial Operations Date
(4) Escalator applies to Fuel Component, Variable O&M • Component, and Fixed O&M Component, but not
Capacity Charge Rate (GDPIPD means Gross Domestic Product Implicit Price Deflator)
(5) Dispatch increased to 200,000 MWh to reflect approximately 60% drop in electricity charges to 8
cents per kWh (Fuel Component) '

In • crafting this rate,

Hu Honua. explained that

its

priorities were to (1) fulfill HELCO's request that Hu Honua reduce
rates below the rates approved by the commission in the Underlying
Decision and Order,

(2)

establish overall rate levels that give

Hu Honua an opportunity to earn enough revenue to cover Hu Honua's
costs,
are

including cost of capital,

received,

maintenance
costs,

{3)

{"OScM")

structure

if expected levels of dispatch

capacity

and

fixed

operation

and

rates that adequately cover Hu Honua's fixed

so that Hu''Honua's energy' and variable O&M rates could

2017-0122

correspond more closely to the true marginal cost of dispatching
the Hu Honua Facility,
Renewable

Energy

(4)

establish rates aligned with National

Laboratory

("NREL")

benchmarks

for

biomass

capacity provided in the various HELCO Power Supply Improvement
Plan ("PSIP") iterations, and (5) craft rates that would be just,
reasonable,
benefit

and

de-linked

utility

customers

from

the

and

price

receive

of
the

fossil

fuels

support

of

to
the

Consumer Advocate.21
Pursuant to the A&R PPA and Hu Honua's calculations,
HELCO

is

required

generated

by

the

to

accept

Project

and pay

at

a

for

combined

capacity

and

levelized

energy

rate

,of

approximately $221 per MWh during the term of the A&R PPA, based.on
estimated annual capacity and energy payments over the 30-year term
of the PPA.

At the time the Original PPA was approved, its combined

levelized rate per MWh was estimated to be $253 based on the annual
capacity and energy payments over its 20-year term.
Based on these considerations, Hu Honua submits that the
energy pricing for the project is just, reasonable, and consistent
with

HRS

269-27.2 (c)

and

the

applicable

portions

of

^^See Hu Honua's Response to PUC-Hu Honua-IR-9, filed on
July 11, 2017. While Hu Honua asserted that this rate is the result
of arms-length negotiations between Hu Honua and HELCO, HELCO stated
that the Contract Price and corresponding rate do not represent an
agreed-upon amount, but rather Hu Honua's request for preferential
rates. See id.; and Letter Request at 2.
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13

HAR

Chapter

6-74,

or,

in

the

alternative,

appropriate

as

a "preferential rate" under HRS § 269-27.3.

E.
Project Economic and Bill Impact Analysis
In its Letter Request, HELCO stated that it was conducting
an

independent

and

comprehensive

analysis

of

the

Project's

economics and projected impact on customer bills in light of the
revised terms of the A&R PPA, to be provided to the commission on
or before May 31, 2017.22
In Order No. 34554, the commission ordered HELCO to file
the results of its bill impact analysis by May 24, 2017, given the
importance of that analysis to the commission's review.23
HELCO

filed

its

Initial

Analysis

on

May

24,

2017,

explaining that:
[t]he analysis sets as a baseline the [HECO]
Companies' resource plan developed for Hawaii Island
in their PSIP Update Report: December 2016.
The baseline plan does not contain the proposed
Project. An alternative case, where the Project is
implemented, was modeled to compare the differences
between the plans to evaluate the differences in
costs between resource plans with and without the

22See Letter Request at 6.
23See Order No. 34554, Ordering Paragraph No. 5, at 14-15
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Project. The planning period covers the years 2019
to 2045 to incorporate the PSIP study horizon.
As explained above,
June 30,

2 017,

^

HELCO submitted a Supplemental Analysis on

and two Errata to the

Initial

and Supplemental

Analyses on July 3 and 7, 2017.25
The following is a summary of the Project pricing used
for both the Initial and Supplemental Analyses:
Contract Length

30 years

Maximum Output

25 MW

Minimum Output

10 MW

Emergency Minimum Output
Capacity Payments, non-escalating

7 MW
$13.93 M/year

Fuel Rate

8.005 (!:/kWh

Fuel Rate Step Increase at Year 6

1.325 <:/kWh

Fixed O&M, escalating

$6.5 M/year

Variable O&M, escalating
Fuel & O&M Escalation Rate

$9.9 /MWh
GDPIPD (assumed 1.8% /year)

2^Letter from J. Ignacio, Exhibit A, filed on May 24, 2017,
at 1 (citing Chapter 4 of the HELCO'S PSIP update report,
submitted on December 23, 2016, in Docket No. 2014-0183).
25The Supplemental Analysis reflected the HEP Facility being
operated only until 2030, i.e., when HEP's current PPA expires.
The Errata addressed (1) an inadvertent reference to the A&R PPA
being deemed a "capital lease" when it should have been referred to
as an "operating lease," and (2) a calculating error, respectively.
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The following is a comparison of HELCO's "key findings"
for

the

Initial

and

Supplemental

Analyses

incorporating

the

corrections made pursuant to the Errata:
!

Initial Analysis

Key Finding

Supplemental Analysis i

Benefit/Cost Ratio^®

0.92-^

1.128

Levelized Biliks Impact

$2.26

($1.21)

Range of Bill^^ Impacts

$6.68 - ($12.11)

$6.65 - ($22.13)

Per HELCO, both the Initial and Supplemental Analyses show that the
Project provides significant renewable energy-related benefits,
primarily through its firm capacity and contribution to the State's
RPS

goals.

the

RPS

goal

For

the .island

levels

increase

of

Hawaii,

with

the

by

approximately

11%

Project,
over

the

30-year life of the Project.^®

2«A ratio of less than 1.0 indicates that the costs exceed the
benefits. A ratio of greater than 1.0 indicates that the benefits
exceed the costs.
^~^See Letter from J. Ignacio, Exhibit A, filed May 24, 2017,
at 2 .
28See Letter from D. Brown, Exhibit A,

filed June 30, 2017,

at 3 .
^^See Letter from D.
at 4-6.

Brown,

Exhibit A,

filed July 7,

^°See Letter from J. Ignacio, filed May 24, 2017, at 2.
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F.
A&R PPA Terms, Conditions, And Pricing Formulae
As mentioned above, the provisions of the A&R PPA do not
differ greatly from the terms of the Original PPA.
is

an

excerpt

from

a

chart

provided by HELCO

The following
explaining

the

significant changes from the Original PPA:^^
Section Reference / Description

Original PPA

A&RPPA

2.2(A) Term

Initial term shall commence on the
Effective date and terminate on the
twentieth (20*) anniversary of the
Commercial Operation Date

Initial term shall commence on the
Effective date and terminate on the
thirtieth (30*) anniversary of the
Commercial Operation Date

2.2(C) PUC Approval

This section allowed 18 month PUC
Approval period before either party
may provide written notice within
180 days to declare Agreement null
and void

Revised to obtain satisfactory PUC
Approval of Amendment Order by
July 3, 2017

2.2(E) Extension Term

This section allows month-to-month
extension after the initial term if
parties are actively negotiating

Revised to incorporate language
from approved Amendment No. 1 to
the PPA which limited the Extension
term to not exceed twenty-four (24)
months without the approval of the
PUC, and added pricing for capacity
or energy after the expiration of the
extension term shall be agreed by the
Parties and approved by the PUC.

5.1(F) Energy Charge and 5.1(G)

(1) Fuel component based on Facility
load equation for 15-minute metered
loads, adjusted on Jan. 1, 2012 of
change in GDPIPD, not to exceed 4%
annual.

(1) Fuel component shall be
$0.08005 kWh (2017 dollars) as of
Jan. 1, 2017, adjusted on Jan. 1,2018
on change in GDPIPD, not to exceed
4% annual.

(2) Variable O&M component based
on $0,003 per kWh (2011 dollars),
adjusted on Jan. 1,2012 of change in
DGPIPD, not to exceed 4% annual.

(2) Variable O&M component
$0.0099 kWh (2017 dollars),
adjusted on Jan. 1, 2018 on change in
GDPIPD, not to exceed 4% annual.

(3) Capacity charge rate: $4,364.00
per MW month.

(3) Capacity charge rate: $54,000.00
per MW month.

(4) Fixed O&M rate: $7,727.27 per
MW month (2011 dollars) adjusted

(4) Fixed O&M rate: $25,000.00 per
MW month (2017 dollars) and

^^Letter Request, Exhibit H.
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on Jan. 1, 2012 of change in
GDPIPD, not to exceed 4% annual.

adjusted onJan. 1,2018 of change in
GDPIPD, not to exceed 4% annual.
Added new provision to document
relation of Amended and Restated
PPA to proposed Settlement
Agreement between the Parties in the
matter entitled Hu Honua v.
Hawaiian Electric Industries, Inc.,
Civil No. 16-00634

25.26 Settlement Agreement -

If the commission approves Hu Honua's Request

for Preferential

Rates, HELCO
maintains that approval of the [A&R PPA] would
be reasonable and in the best interest of
customers for the reasons previously set forth
in [the Underlying Decision and Order] and
based on the Project's contribution to the
State's renewable energy goals, the State's
policy of promoting the long-term viability of
agriculture, and other benefits . . . .

GWaiver Request
In the Letter Request, HELCO and Hu Honua sought a waiver
from the Competitive Bidding Framework for the Project based on
similar reasons to those addressed by HELCO in Docket No. 2008-0143
and the docket record for the Original PPA {i.e.,
Docket] ) ,

if

the

commission determined

provided for by the Waiver Order.

^^Letter Request at 7.
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that

a

[the Underlying
waiver was

not

In
the

Order

commission

No.

found

34554

that

(!)

opening

the

compliance

instant

with

the

docket,

conditions

placed upon the waiver granted in the Underlying Docket would b'e
impossible,
had
on

changed

and

(2)

since

November 14, 2008.^^

HELCO's

circumstances
the

on

underlying

Accordingly,

the

island

waiver

was

of

Hawaii
granted

the commission identified

request for a new waiver as an issue for adjudication

in this proceeding.
On May 30, 2017, HELCO filed a Memorandum in Support of
Request

to Waive

Framework

for

Competitive

Bidding.

Therein,

HELCO asserted that a waiver for the Hu Honua Project is warranted
based on multiple provisions of the Competitive Bidding Framework
that allow for such waivers, as follows
1.
Part II.A.3.b(iv) - as competitive
bidding under the current circumstances will
impede
achievement
of
the
government
objectives
and
policies
set
forth
in
HRS §§ 269-27.2 and 269-27.3 and the RPS law.
2.
Part II.A.3.b(iii) - as competitive
bidding under the current circumstances could
result in the less efficient procurement of
more expensive biomass generation (due to
the
expiration
of
the
Investment
Tax
Credit ("ITC").

^^See Order No. 34554 at 7-9.
^^Hawaii
Electric
Light
Company,
Inc.'s Memorandum in
Support of Request to Waive Framework for Competitive Bidding;
Attachment A; and Certificate of Service, filed on May 30, 2017
("Waiver Memorandum"), at 3-4.
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3.
Part II.A.3.c(iii) - as the Hu Honua
Project
will
help
meet
the
government
objectives
and
policies
set
forth
in
HRS §§ 269-27.2 and 269-27.3 and the RPS law.
4.
Part II.A.S.d - as a waiver for the
Hu Honua project is in the public interest
because the Hu Honua project currently presents
the most expeditious means to increase the
amount of renewable energy on Hawaii Electric
Light's system without increasing the amount
of as-available, intermittent renewable energy
resources on Hawaii Electric Light's system.
Further, the project will provide capacity
and ancillary services necessary to support
the
reliability
of
a
system
with
an
existing
high
penetration
of
renewable
intermittent resources.
5.
Part
II.A.3.d
under
current
circumstances, a waiver is in the public
interest as: (a) the project will likely result
in an increase in the reliable supply of
renewable firm dispatchable electricity to
customers, (b) if completed on schedule by the
end of 2018, the project will be able to take
advantage of the federal ITC for renewable
energy (in lieu of a Production Tax Credit) ,
(c) the renewable generation from the Hu Honua
project, if completed on schedule, will be
available much sooner than if the project
was put out for bid via a competitive
solicitation, (d) the project is anticipated
to
provide
community
benefits
including
economic
stimulation,
employment
creation
(through direct
jobs
at
the
Hu
Honua
facility and indirect forestry, harvesting,
and hauling jobs), promotion of long-term local
agriculture industry, and increases in energy
security, (e) the price remains delinked from
the price of fossil fuel generated electricity;
and (f) the addition of Hu Honua would enable

^^HELCO noted that this was the commission's
granting the waiver in the Underlying Docket.
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rationale

in

the
Company
to
expedite
fossil-fuel plants.

retirement

of

II.
STATEMENT OF ISSUES
As

identified by the

commission,

the

issues

in this

proceeding are as follows:
1.

Whether HELCO has met its burden of proof in
support of its request to waive Hu Honua's
Project from the commission's Framework for
Competitive Bidding.

2.

Whether HELCO has met its burden of proof in
support of its request for the commission to ,
approve the Amended and Restated PPA for the
Hu Honua Project.
a.

Whether the purchased power costs to be
paid by HELCO pursuant to the Amended and
Restated PPA are reasonable.
i.

b.

Whether the energy price components
in the Amended and Restated PPA
properly reflect the cost of biomass
fuel supply.

Whether
HELCO's
purchase
power
arrangements
under
the
Amended
and
Restated PPA are prudent and in the
public interest.
*

3.

Whether Hu Honua has met its burden of proof
in support of its request for preferential
rates for the purchase of renewable energy
produced in conjunction with agricultural
activities
pursuant
to
Hawaii
Revised
Statutes § ,269-27.3.

The commission notes that the Underlying Docket contained
a number of additional issues that are not addressed in this docket.
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namely,

Issue Nos.

various costs), 2

l.a

(relating to PPA pricing in relation to

(relating to the inclusion of certain costs in

HELCO's Energy Cost Adjustment Clause and Power Purchased Clause),
3

(relating

to

construction

of

five

69

kV

line

extensions) ,

4 (relating to the transfer of the retired Pepeekeo substation to
Hu Honua), 5.a (relating to excess generation capacity on HELCO's
system),

5.b

(relating to displacement of more economical energy

supply and/or unreasonable curtailment), and 5.c (relating to the
accommodation

of

Because

issues

those

materially

affected

the commission
proceeding,

additional
have been
by

adopts ' and

the

renewable

the

energy , resources) .

fully adjudicated and are

changes

incorporates

commission's previous

to
by

the

Original

reference

findings

and

not
PPA,

into

this

conclusions

related thereto.
As previously noted, Tawhiri, HEP, and LOL were granted
Participant

status

only.

The

commission

specifically

limited

Tawhiri's and HEP'S participation in this proceeding to Sub-Issue
No. 2.b,

and

LOL's

participation

to

Sub-Issues

and 2 .b.

^^See Underlying Decision and Order at 22-23
3'^Order No. 34597 at 7.
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Nos.

2.a.i.

Ill.
DISCUSSION AND FINDINGS
HELCO and Hu Honua cite the following authority in support
of the various requests contained in the Letter Request:
•

Commission approval of the waiver from Competitive
Bidding Framework is requested pursuant to Part
II.A.3-b (iii) and
(iv),
Part
II.A.3.c(iii),
and Part II.A.3.d.

•

Commission approval of the A&R PPA and the associated
purchased energy charges is requested pursuant to
HRS § 269-27.2 and HAR Chapter 6-74, or, in the
alternative,
pursuant to HRS § 269-27.3
as a
"preferential rate;"
i
Each of

these will be discussed with respect

to the

particular relevant issue, below.

A.
Issue No. 1 - Whether HELCO has Met its Burden of Proof in
Support of its Request to Waive Hu Honua's Project From the
Commission's Framework for Competitive Bidding
The positions of the Parties with respect to these issues
are as follows.

1.
HELCO's Position
HELCO's primary argument in support of a waiver is that
"the Commission's basis for granting the original waiver for the
Hu

Honua

2017-0122

project

remains

applicable

and

[]

a

waiver

remains

justified

under

Framework."3®

Part

II.A.S.d

of

the

Competitive

Specifically, the commission found that the previous

waiver was in the public interest because it
opportunity
HELCO's

Bidding

to

system,

increase
without

the

amount

of

"could provide an

renewable

energy

on

increasing the amount of as-available,

intermittent renewable energy resources on HELCO's system."®^
HELCO stated that the issues related to the integration
of intermittent renewable energy resources on HELCO's system "are
greater today than ever before.
HELCO

stated

that

at

the

end

In support of that statement,
of

the

first

quarter

of

2017,

"approximately 45.5% of all energy on [HELCO's] system was generated
from

renewables

intermittent
photovoltaic

with

renewable
("PV"),

approximately
energy

hydro,

sources,
wind,

and

20.1%

generated

from

including utility

scale

customer-sited

rooftop

solar.HELCO stated that these levels of fluctuation "must be
offset by 'firm' generators, like Hu Honua.'"^^
HELCO also asserted, among other things,
would be warranted under Part II.A.3.b(iv)

®®Waiver Memorandum at 7.
^^Waiver Order at 7.
^°Waiver Memorandum at 6.
^^Waiver Memorandum at 6.
“^^waiver Memorandum at 6.
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that a waiver

of the Framework to

prevent impeding achievement of the State's RPS goals.

For the

island of Hawaii, HELCO stated that the Hu Honua Project "increases
current RPS levels

(i.e.,

53.8%)

30-year life of the project.

by approximately 11% over the

"[I]n the near-term, a grant of a^

waiver for the completion of the Hu Honua project represents the
most expeditious, means of adding renewable firm dispatchable energy
and

capacity

on

[HELCO's]

grid

contribution to RPS goals.

and

represents

a

significant

Additionally, a waiver of the Project

would help to achieve other State objectives and policies like
increasing energy self-sufficiency,

agricultural

sustainability,

I

and de-linking electricity pricing from fossil fuel prices.
HELCO's

Reply

Statement

of

Position,

filed
I
July 17, 2017, essentially sets forth the same arguments."*®

on

I

2.
Consumer Advocate's Position
The Consumer Advocate expresses several reservations in
its Statement of Position regarding HELCO's request for a waiver

^^Waiver Memorandum at 7.
^^Waiver Memorandum at 8.
>®See Waiver Memorandum at 10.
^®See "Hawaii Electric Light Company, Inc.'s Reply Statement
of Position; and Certificate of Service," filed on July 17, 2017
("HELCO Reply SOP").
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from

the

Competitive

Bidding

Framework,

beginning

overarching concern that HELCO has yet to file

with

its

its new system

security analyses to assess the impact of the proposed Hu Honua
Project on the HELCO system.In addition, the Consumer Advocate
identifies specific issues with the methodology and assumptions
underlying the Plasch Econ Pacific, LLC Report ("Plasch Report"),^®
which Hu Honua

submitted to evaluate

the economic

impacts

and

benefits of the Project, which include the following:*^^
•
•

•

•

•
•

Lacks clear documentation of methods (raw source files)
Use of multipliers not consistent with the State of Hawaii
Department of Business, Economic Development, and Tourism
("DBEDT") methodology
Employment impacts detailed in Table 3, section 3.f
appear to mix source values and assumptions across direct
and indirect effects and the assumptions around the
"best fit" multiplier for power plants, which are already
incorrectly computed
Unclear about the Plasch Report use of 65%/35% split
on impacts between the Big Island and Oahu when the
DBEDT methodology captures interlinkages across the
entire State
Plasch Report "artificially imposes a rebound effect"
(i.e., increased consumption to due customer savings)
Methodology to estimate the population and housing
supported
by
the
project
is
unclear
and
conflating metrics

^■^Division of Consumer Advocacy's Statement
filed July 10, 2017 ("CA SOP"), at 11-12.

of

‘^^See Letter from D. Yamamoto, filed June 16, 2017.
49See CA SOP at 12-14.

2017-0122

Position,

The Consumer Advocate

states

that the waiver request

needs to consist of more than an assertion that a proposal involves
a

renewable

energy

project,

and

the

achievement

of

the

RPS;

the waiver request needs to prove value beyond just being a firm
source of renewable energy.Finally, the Consumer Advocate finds
that, at least in regards to the waiver request, realization of tax
credits may be compelling, but only if it is demonstrated that the
proposed pricing and impact on customers is reasonable and in the
public interest.Ultimately, the Consumer Advocate refrains from
making any recommendation as to whether the waiver should be granted
and, instead, defers to a resolution of the remaining issues in the
Statement of Issues to determine whether a waiver is warranted.

3.
Findings and Conclusions
Based on its review of the entire record, the commission
makes the following findings and conclusions:
/

1.

HELCO seeks approval of its waiver request under the

Framework for Competitive Bidding,

Part II.A.3.b(iii)

Part II.A.3.c(iii), and Part II.A.3.d.

sosee CA SOP at 15
siSee CA SOP at 15
52See CA SOP at 15
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and

(iv),

2.

Part II.A.3 of the Framework for Competitive Bidding

provides, in pertinent part, as follows:
3.

Competitive bidding, unless the Commission
finds it to be unsuitable, is established
as the required mechanism for acquiring a
future generation resource or a block of
generation
resources,
whether
or
not
such resource
has been
identified
in
a
utility's
[Integrated
Resource Plan]
("IRP")].
The basis for such a finding
shall be explained by the utility in its IRP,
and the determination shall be made by
the Commission
in
its
review
of
the
utility's IRP. . . . The following conditions
and possible exceptions apply:

Under
certain
circumstances,
to
be
considered by the Commission in the
context [Of an electric utility's request
for waiver^ under Part II.A.4, below,
competitive
bidding
may
not
be
appropriate. These circumstances include:
. . . (iii) when more cost-effective or
better performing generation resources are
more
likely
to
be
acquired
more
efficiently through different procurement
processes;
or
(iv)
when
competitive
bidding
will
impede
or
create
a
disincentive for the achievement of IRP
goals,
renewable
energy
portfolio
standards or other government objectives
and
policies,
or
conflict
with
requirements of other controlling laws,
rules, or regulations.
Other circumstances that could qualify
for a waiver include: . . . (iii) the
acquisition of power from a non-fossil
fuel facility . . . that is being installed
to meet a governmental objective ....
Furthermore, the Commission may waive this
Framework or any part thereof upon a

2017-0122

showing that the waiver will likely result
in a lower cost supply of electricity to
the utility's general body of ratepayers,
increase
the
reliable
supply
of
electricity to the utility's general body
of ratepayers, or is otherwise in the
public interest.
3.
which

was

HELCO sought a similar waiver for the Original PPA,

granted,

subject

commission's

finding

that

is

public

interest

in

the

opportunity
HELCO's

to

increase

system,

without

intermittent renewable

to

"a

the

two

waiver

conditions,

based

on

for

Honua

Project

because

the

it

amount

of

Hu

'could

the

provide

an

energy

on

renewable

increasing the amount of ^as-available,

energy

resources

on

HELCO's

system.

The two conditions were that HELCO (1) file a fully executed term
sheet with the commission within four months of the date of that
Decision and.Order, and (2) provide the commission with evidence
in any application for approval of any PPA that the price paid by
HELCO

to

Hu

Honua

is

fair

and

in

the

best

interest

of

the ratepayer.^"*
4.

The conditions were satisfied on March 16,

2009,

when HELCO filed a fully executed term sheet with the commission,
and on December 20, 2013, when the commission issued the Underlying

^^Waiver Order at 7 (internal quotation and citation omitted).
^^See Waiver Order at 8.
55See Letter from D.
Docket No. 2008-0143.
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Endo-Omoto,

filed March 16,

2009,

in

Decision and Order finding the pricing for the Original PPA to
be reasonable.^®
5.
increase
system,

The

the

amount

without

intermittent

commission
of

that

the

renewable

increasing

renewable

finds

the

energy

energy

amount

resources

"opportunity

of

on

on

to

HELCO's

as-available,

HELCO's

system[,]"

continues to be in the public interest.®'^
6.

In support of this finding,

the commission notes

HELCO's calculations that " [a]s of the end of the first quarter of
2017,

approximately 45.5% of all energy on

[HELCO's]. system was

generated from renewables with approximately 20.1% generated from
intermittent

renewable

energy

sources,

including utility

scale

photovoltaic[], hydro, wind, and customer-sited rooftop solar."®®
7.
December 2016

Furthermore,
E3

plan,

as

HELCO's
provided

PSIP
in

the

Update

Report:

Initial

Analysis,

shows that HELCO plans on adding more than 100 MW of intermittent
renewable energy (30.4 MW of DG-PV and 72 MW of Wind) over the next
5 years, which will require sufficient firm dispatchable energy to
ensure reliability of grid services.®®

®®See Underlying Decision and Order at 52, Paragraph No. 10.
®"^Waiver Order at 7 (internal quotation and citation omitted)
®®Waiver Memorandum at 6.
®®See Initial Analysis, Exhibit A, Table 1, at 3-4.

2017-0122

30

8.

Accordingly, after review of the updated information

in the record,

the same basis

for granting the waiver for the

Original PPA remains valid.
9.

Moreover,

the

Project

provides

the

most

viable

opportunity to add firm, dispatchable, renewable generation in the
near term,

and requiring the Project to enter the next round of

competitive bidding would very likely forego the opportunity to
utilize the federal ITC benefits.

(

B.
Issue Nos. 2, 2.a, 2.a.i, and 2.b
The commission established I three sub-issues with respect
to the second issue in this docket.The general issue addresses
whether HELCO has met its burden of proof in support of its request
for the commission to approve the A&R PPA.

The sub-issues are as

follows:

costs

HELCO

(1)

whether the purchased power

to be paid by

pursuant to the Amended and Restated PPA ,are reasonable,

(2) whether the energy price components in the A&R PPA properly
reflect the cost of biomass fuel supply, and (3) whether HELCO's
purchase power arrangements under the A&R PPA are prudent and in
the public interest.

Each of these sub-issues will be discussed

in turn, prior to addressing general Issue No. 2.

®osee Order No. 34597 at 5.
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1.
Issue No. 2.a: Whether the Purchased Power Costs to Be Paid by
HELCO Pursuant to the A&R PPA are Reasonable
a.
HELCO's Position
In its Reply Statement of Position,
that,

to

the

extent

that

Hu

Honua

is

the

preferential rates pursuant to HRS § 269-27.3,

HELCO pointed out
party

requesting

it is Hu Honua's

burden to show that the purchased power costs are reasonable.®^
Nevertheless, HELCO provided the commission with two independent
analyses of the Project's economics and estimated impact on customer
bills incorporating the terms of the A&R PPA (i.e.,

the Initial

Analysis and the Supplemental Analysis).
The main difference between the Initial and Supplemental
Analyses is the removal of the HEP Facility after the year 2030.
The Initial Analysis assumed that the HEP Facility would operate
as utility-owned through 2045

"consistent with the PSIP Update

Report: December 2016," at which point it would be converted to
biodiesel operation.®^
in part,

The Supplemental Analysis was performed,

to address the commission's determination in a separate

docket that (1) "the future use and value of the HEP Facility after'"

®iHELC0 Reply SOP at 20.
®^See HELCO Reply SOP at 20.
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2030 is uncertain and any valuation assumptions beyond the PPA's
scheduled termination are speculative without supporting analyses
or documentation" and (2) "the commission finds it reasonable and
prudent to only consider Applicants'

economic evaluation for the

HEP Facility through the end of the PPA term in 2030 because these
terms are known and the costs can be reasonably estimated.
One effect of removing the HEP Facility is to increase
the benefit/cost ratio of the Hu Honua Project from 0.9 to 1.1
(i.e., indicating that the Project changed from not cost-effective
to cost-effective).

HELCO explained that "[b]ecause HEP lowers

overall system cost, removing it from the baseline plan increases
the total baseline plan costs and provides a greater opportunity
for the Hu Honua facility to displace more relatively expensive
energy.

This in turn would result in a better B/C Ratio.

^^Docket No. 2016-0033, In re Hawaiian Electric Company, Inc,
and Hawaii Electric Light Company, Inc., "Decision and Order
No. 34536," at 63 and 65. The commission further notes that when
the Initial Analysis was filed on May 24, 2017, HELCO was awaiting
a commission determination on its Motion for Enlargement of
Time to file a Motion to Reconsider and/or Clarify Decision and
Order No. 34536, issued in Docket No. 2016-0033, wherein the
commission had denied HELCO's request to purchase the HEP Facility.
On June 7, 2017,
the commission issued Order No.
34600 in
Docket No. 2016-0033, denying HELCO's Motion for Enlargement of
Time and its Motion for Reconsideration and Clarification of
Decision and Order No. 34536.
Thereafter, on June 30, 2017,
HELCO filed the Supplemental Analysis to reflect the commission's
decisions in Decision and Order No. 34536 and Order No. 34600
in Docket No. 2016-0033.
s^hELCO
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Reply SOP at 23.

HELCO

also

noted

that

the

Supplemental

Analysis

"was modeled to dispatch up to 25 MW at Hu Honua's request (and as
represented

in

its

offer)"

despite

the

contractual

committed

capacity set forth in the A&R PPA of only 21.5 MW.Thus, there is
no obligation or penalty if Hu Honua is unable to provide anything
above 21.5 MW.

Per HELCO,

"[a]nalyzing the facility at 25 MW

increases value but without modification of the contract terms,
there

is

no

assurance

that

this

capacity

will

be

made

consistently available."®®
In regards to bill impacts,

HELCO points out that the

Supplemental Analysis projects increases to customer bills while
the HEP Facility is in operation (through 2030), and a decrease to
customer bills when the HEP Facility's PPA expires.®"^

"In the

aggregate, the customer bill impact from the project using NPV of
system cost and generation is approximately -$1.21/month."®®

®5HELC0 Reply SOP at 24.
®®HELCO Reply SOP at 24.
®~^See HELCO Reply SOP at 24 .

,
/

®®HELC0 Reply SOP at 24-25. The commission notes that Hu Honua
disagrees with HELCO's inclusion of imputed debt arising from the
Project in the analyses.
HELCO maintains that Generally Accepted
Accounting Principles and Standard and Poor's approach to debt
imputation requires a utility to impute PPA-related debt costs based
on an estimated 25% risk that a commission will "undo" or "renege"
on its previous approval of the utility's recovery of PPA costs
from customers, leaving utility investors responsible for the
remaining payments due to the Independent Power Provider under the
PPA.
Hu Honua asserted that under the Standard and Poor's
methodology, the risk factor should be between 0% and 15%,
2017-0122

Finally,
circumstances

HELCO

should be

asserted

that

considered when

the

reviewing

totality

of

whether

the

purchased power costs are reasonable, and not just the estimated
bill impacts, despite its importance.

For example, there are other

important considerations that are not quantified or monetized in
the

bill

impact

objectives,

analysis,

contributions

including
towards

governmental

RPS,

reducing

policies

and

dependency

on

fossil fuels, decreased price volatility, de-linking energy costs
from

fossil

fuel

pricing,

realization

of

tax

incentives,

and community benefits.®^

b.
Hu Honua's Position
In its Reply Statement of Position, Hu Honua appears to
address Issues 2.a and 2.c at the same time by asserting that the
purchased power
reasonable,

costs

prudent,

and the
and

in

purchase power
the

public

arrangements

interest

because

are
the

given Hawaii's legislatively-created cost recovery mechanism under
Hawaii Administrative Rules § 6-60-6(2), which reduces the risk of
recovery and would increase the projected savings under the Project.
Without fully addressing the issue at this time, the commission
emphasizes that it does not approve or accept HELCO's arguments
related to the so-called imputed debt.
69See HELCO Reply SOP at 31.
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A&R

PPA's

pricing

will

reduce

rates

when

compared

to

six different benchmarks.

customer
as

First,

by HELCO's

bills

relative

evidenced by

Analysis

the

calculations,

to

HELCO's

Supplemental

shows a benefit/cost

the

optimized

Analysis.

ratio of

A&R

PPA

reduces

30-year
The

PSIP,

Supplemental

1.1 and a reduction of

customer bills of $1.21/month.
Second,

by PA Consulting's calculations

(PA Consulting

is Hu Honua's consultant), the A&R PPA reduces customer bills by
as much as $4.24/month relative to HELCO's optimized 30-year PSIP.''^
This projected increase in savings is a result of the following
changes that Hu Honua believes HELCO should make to the Supplemental
Analysis:

(1) resource plan optimization, and (2) a removal of the

imputed debt

assumption discussed

in footnote no.

68,

above.

Hu Honua acknowledged that PA Consulting did not have access to
the information necessary to accurately make changes to HELCO's
resource plan,

but made estimates based on

"potential

resource

“^PSee "Hu Honua Bioenergy, LLC's Reply Statement of Position,
Exhibits 1-6, and Certificate of Service," filed on July 17, 2017
("Hu Honua's Reply SOP"), at 8.
■^^See

Honua's Reply SOP at
14,
(contains PA's reports and calculations).
‘^^See Hu Honua's Reply SOP at 10-14.
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and

Exhibits

1-2

changes [that] could increase levelized representative bill savings
by an additional $1.79/month, to $3.00/month total.
Third,

Hu

Honua

noted

that

(1)

plan-based approach to avoided cost analysis
HELCO's

traditional

against

the

plants[,]"

cost "of

and

approach
HELCO's

of

estimated

current

(2) the commission.

HELCO's
.

.

. differs from

IPP's

portfolio

"resource

of

avoided

cost

fossil

fuel

Consumer Advocate,

and HELCO

relied on the traditional approach in approving the Original PPA."^^
According to PA Consulting's calculations using the traditional
approach, the A&R PPA "results in savings of more than $1.3 Billion
over the A&R PPA Term ($354 Million in NPV terms)" when applying
an "avoided cost [calculation] against the cost of HELCO's current
portfolio of
200,000

fossil

MWh of

fuel plants [,]"

dispatch per year

assuming a reallocation of
from HELCO's

major

existing

dispatchable fossil fuel resources to Hu Honua.Hu Honua again
acknowledged that PA Consulting did not have access to information
necessary

to

do

a

full

production

cost

model,

and based

its

estimates on HELCO's publicly-available fuel forecasts.”^®

“^^Hu Honua's Reply SOP at 11.
'^‘^Hu Honua's Reply SOP at 15.
'^^Hu Honua's Reply SOP at 15 and 16; see also Request for
Preferential Rates, Exhibit 11 {PA's calculations).
’®See Hu Honua's Reply SOP at 15-16.
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37

Fourth, by HELCO's calculations, "the Original PPA would
increase levelized representative bills, whereas the A&R PPA would
reduce

representative

bills

that

"at

by

$1.21/month.

expected

dispatch

In
levels,

addition,

Hu Honua

stated

energy,

capacity,

and ancillary services from the Hu Honua Facility PPA

will cost approximately $0.221/kWh in 2017 dollars, as compared to
$0.286/kWh under the Original PPA.""^®
Fifth, the fixed costs of the A&R PPA are reasonable when
compared to

the Hawaii

Island-specific biomass

cost benchmarks

provided by NREL during the PSIP Process.In support of this
assertion, Hu Honua provided the following table
NREL 21.5 MW
Facility

NREL 30 MW
Facility

Hu Honua 30 MW
Facility

Capacity Cost ($/y)

$15,247,160

$21,275,107

$13,932,000

Fixed 06J1 Cost
($/y)

$6,305,000

$6,305,000

$6,450,000

Capacity + Fixed
O&M Cost ($/y)

$21,552,160

$27,580,107

$20,382,000

‘^’Hu Honua's Reply SOP at 18 (citing HELCO's response
PUC-HELCO-lR-1 (as corrected by HELCO's July 7, 2017 Errata)).

to

■^SHu Honua's Reply SOP at 18.
~^^See Hu Honua's Reply SOP at 20.

j

®°Hu Honua's Reply SOP at 21 (noting that Hu Honua expects to
provide up to 30 MW of Available Capacity, although the A&R PPA
caps the capacity charge and fixed O&M charge at 21.5 MW. For this
reason, Hu Honua compares its facility to both a 21.5 MW and 30 MW
facility)(internal citations omitted).
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Sixth, the costs of Hu Honua Facility are less than those
for

"comparable"

By "comparable,"

wind + battery or solar + battery facilities.
Hu

Honua

means

"a

baseloadable

facility,

contractually obligated to provide capacity, energy and ancillary
services 24 hours a day, 7 days a week, just like the fossil fuel
plants it is designed to replace."®^

According to PA Consulting's

estimates, "the levelized annual fixed cost {capital recovery plus
fixed O&M) of solar + storage and wind + storage facilities capable
of replacing Hu Honua would cost 4-5 times as much as Hu Honua.

c.
Consumer Advocate's Position
The

Consumer Advocate

expressed

its

concern

that

it

lacked adequate time to review (1) HELCO's July 7, 2017 Errata to
its A&R PPA bill impact analysis showing a NPV {2017 dollars) of
{$1.21)/month, and {2) Hu Honua's concerns with HELCO's analyses,
including the issue of imputed debt.®®

In lieu of stating a position

on whether the Purchased Power Costs to be paid by HELCO pursuant

®^Hu Honua Reply SOP at 22.
®2Hu Honua Reply SOP at 23.
Q^See CA SOP at 19.
The commission notes that despite the
Consumer Advocate's contention that it lacked adequate time to
conduct its review, the Consumer Advocate did not file any motions
seeking additional time or a change to the procedural schedule.
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to

the

A&R

PPA

are

reasonable,

the

Consumer

Advocate

noted

the following:
1.
dispatch

Hu

of

Honua's

200,000

estimated

MWh,

pricing

which would assume

is

based

on

a dispatch

a

level

greater than 21.5 MW.®^
2.

Hu Honua's new steam power turbine generator is

rated to produce 36 MW gross,
available
Hu Honua's

for

use

Covered

February 18, 2016,
generator

by

is

HELCO),

Source
which

sized

and 30 MW net
which

Permit

denotes

for

23.8

(i.e., the capacity-

appears
No.

0724-01-C,

that
MW

inconsistent

its

issued

steam power

gross,

21.5

with

MW

on

turbine
net

at

0.85 power factor.®^

2.
Issue No. 2.a.i: Whether the Energy Price Components in the
A&R PPA Properly Reflect the Cost of Biomass Fuel Supply
a.
HELCO's Position
HELCO stated that Hu Honua was named as a necessary party
to this proceeding and Hu Honua provided information related to the
cost of its biomass fuel in Exhibits 4 and 5 of its Request for

®^See CA SOP at 19.
®^See CA SOP
CA/Hu Honua-IR-2).
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at

19-20

(citing

Hu

Honua's

Response

to

Preferential Rates consistent with its burden of proof in support
of the request.®®

Accordingly, HELCO did not perform any analysis

to determine whether the energy price components in the A&R PPA
properly reflect the cost of Hu Honua's biomass supply, but did
perform analyses of the total pricing package in the A&R PPA in the
Initial Analysis and Supplemental Analysis.

b.
Hu Honua's Position
Hu Honua stated that the energy price components in the
A&R PPA properly reflect

the cost of

its biomass

fuel

supply.

In support of its position, Hu Honua pointed to (1) the commission's
finding

that

the

energy price

components

in

the

Original

PPA

properly reflected the cost of its biomass fuel supply, and (2) the
A&R PPA contains

the

same key provisions

that protect HELCO's

customers as the Original PPA.®”^ Specifically, the A&R PPA maintains
the following key provisions from the Original PPA:
1.

Pass through by Hu Honua of higher-than-expected fuel
costs is not allowed.®®

®®See HELCO's Reply SOP at 31.
®'^See Hu Honua's Reply SOP at 41.
®®See Hu Honua's Reply SOP at 41
and Order at 49) .
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41

(citing Underlying Decision
'

2.

If fuel costs are lower than as set forth in Hu Honua's
first Fuel Report, Section 3.2(F) (3) of the A&R PPA states
that, under certain circumstances:
the parties agree to renegotiate the Agreement
pricing such that savings due to lower fuel
costs shall be reflected in the Agreement
energy pricing for future years.®®
Hu Honua then challenged a number of Tawhiri's comments,

which will be addressed below.

c.
LQL's Position
LOL asserted that "[t]he cost of biofuel includes both
financial and non-financial components, which Hu Honua has failed
to adequately address.LOL asserted that the
components"
species

that

include
were

impacts
not

on

climate

explicitly

change

quantified

"non-financial
and

or

endangered

monetized

in

HELCO's benefit/cost ratio.

®^See Hu Honua's
Exhibit A, at 55.

Reply

SOP

at

41;

and

Letter

Request,

90"Life of the Land's Statement of Position; and Certificate
of Service," filed July 10, 2017 ("LOL's SOP"), at 4.
®iSee LOL's SOP at 3-4, and 6-7.
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3.
Issue No. 2.b: Whether HELCO's Purchase Power Arrangements Under
the A&R PPA are Prudent and in the Public Interest.
a.
HELCO^s Position
HELCO
arrangements
interest,

took

the

position

that

the

under the A&R PPA are prudent

to the

extent

that

purchase

power

and in the public

the commission

"finds Hu Honua's

request for preferential rates reasonable and approves the Contract
Price.

In

support

negotiated

changes

to

of

its

the

position,

Original

HELCO

PPA

noted

were

{!)

that

the

minimal,

(2) necessary to facilitate expeditious review, and (3) generally
focused on:
•

Incorporation
of
the
terms of
the
previously approved Amendment No. 1 to the
Original PPA {dated May 3, 2012) ,-

•

Revisions
to
the
Contract
Price,
i.e.. Energy Charge and Capacity Charge;

•

Revision
to
Milestone
i.e.,
Guaranteed Milestones
Reporting Milestones; •

•

Revisions to
30 years; and

•

Conforming
revisions
and
other
non-substantive miscellaneous changes.®^

term

92heLCO's Reply SOP at 33.
93hELCO's Reply SOP at 32.
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of PPA

from

Events^/
and

20

to

b.
Hu Honua's Position
As

mentioned

above,

Hu

Honua

appears

to

address

Issues 2. a and 2. c at the same time by asserting that the purchased
power costs and the purchase power arrangements are reasonable,
prudent, and in the public interest because the A&R PPA's pricing
will

reduce

rates

when

compared

to

six

different

benchmarks.

Accordingly, see Section III.B.l.b, above.
I
I

c.
LOL^s Position
LOL does not address the question of whether the power
purchase arrangements under the A&R PPA are prudent and in the
public

interest,

but

instead

further

discusses

the

issue

of

climate change.®*^

d.
Tawhiri's Position
Tawhiri

argued

purchase arrangements,

against

the

the

power

Information Request No.

6

CA-IR-6 asked Hu Honua to describe the "activities"

s^see LOL's SOP at 4-7.
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of

in part, by taking issue with Hu Honua's

response to the Consumer Advocate's
("CA-IR-6").

prudency

involving the two leases attached as Exhibits 4

and 5

to the

Request for Preferential Rates that are "still going," and Hu Honua
r

responded as follows:
Hu Honua has deposited $3,300,000.00 into an
escrow account to acquire leases to harvest
trees located on approximately 8,000 acres of
mature timberland. These lands are capable of
supplying approximately 40% of the Committed
Capacity of the Plant on a sustainable basis.
Hu Honua intends to extend the leases on these
lands to 30 years. Hu Honua has entered into
a Letter of Intent with a third party that
intends to supply the remaining feedstock
needed by the Plant on a 30-year contracted
basis.
Hu Honua expects to finalize these
contracts prior to PUC approval of its Amended
and Restated PPA.^^
Tawhiri's concerns were as follows:
1.

Hu Honua's $3,300,000 deposit into an escrow account to
acquire leases to harvest trees "may only be enough to
cover fuel costs for a few months of operation."^®

2.

The claim that leased- timberland could meet plant fuel
supply requirements for sustaining its operation at
40% of its committed capacity only means that the
plant will be able to meet its minimum must-run capacity
of 10 MW.

V

^^"Hu Honua Bioenergy,
LLC's Responses to Division of
Consumer Advocacy's
Submission
of
Information
Requests,"
filed June 7, 2017; Exhibit 1, Exhibit A, and Certificate of
Service, filed June 14, 2017, at CA/Hu Honua-IR-6 at 16.
5®"Tawhiri Power, LLC's Statement of Position; and Certificate
of Service," filed , on July 10, 2017 ("Tawhiri's SOP"), at 5
(citing Hu Honua's Response to CA-IR-6, filed on June 14, 2017).
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3.

Hu . Honua must do more than declare its intention to
supply remaining biofuel feedstock to cover 30 years
of operation.
^
Hu Honua responded to the first concern by explaining

that the deposit is not intended to cover Hu . Honua's operating
costs, but to be a deposit for the acquisition of timber that can
supply 40% of Hu Honua's Committed Capacity for 3 0 years.
Hu Honua groups Tawhiri's concerns under the issue of
whether Hu Honua will be able to sustain plant operation, to which
Hu Honua responded was addressed and approved by the commission in
the Underlying Docket when the commission concluded:
Among other things, HELCO states that Hu Honua
plans to contract with multiple biomass fuel
suppliers to achieve competitive pricing,
diversity, and reliability of fuel supply
with multiple sources; and the PPA requires
that Hu Honua maintain a fuel supply inventory
of 37-days
which
includes
7-days
of
prepared biomass fuel and 30-days of readily
accessible logs.
In addition, Hu Honua explained its interest in ensuring
adequate fuel supply due to the loss of both energy sales revenue
and "fixed" revenue, because Hu Honua's capacity charge and fixed

^"^See Tawhiri's SOP at 5 (Tawhiri also argued-that HELCO failed
to show that the purchase power arrangements under the A&R PPA will
be cost effective).
^^See Hu Honua's Reply SOP at 43.
®^Hu Honua's Reply SOP at 43
and Order at 49).
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(citing the Underlying Decision

O&M payments will both be adjusted downward based on availability
of the Facility.

e.
HEP'S Position
HEP did not file a Statement of Position or otherwise
indicate its position on this issue, or any other issue'.

f.
Consumer Advocate's Position
Citing the dispute between HELCO and Hu Honua regarding
the deadline to assert the right to terminate the Original PPA,
the Consumer Advocate expressed its concern that "Section 2.2(C)
PUC Approval" of the A&R PPA should be amended to "clearly state
the

intent

and

purpose,

to

refer

non-appealable

Commission Decision

all

rules

relevant

agency

reconsideration

The Consumer Advocate

and
and

all

and Order

statutes
civil

proposed

•

milestones

calculating

court
the

that

to

a

final

incorporates
times

appellate
following

for

review.
amendment,

or something similar thereto, to Section 2.2(C)(1) of the A&R PPA:
Upon
the
execution
of
this
Agreement,
the Parties shall use good faith efforts to
loosee Hu Honua's Reply SOP at 44 (citing Hu Honua's Response
to CA-Hu Honua-IR-10, filed on June 14, 2017).
lo^CA SOP at 21.
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obtain, as soon as practical by July 3
a aatiafacteiry Non-appealable PUC Approval of
Amendment Order.
Company shall submit to the
PUC an application for a satisfactory PUC
Approval Order. A satisfactory Non-appealable
PUC Approval of Amendment Order is a PUC order
that meets the conditions of Section 25.12(A)
and (B) (P^UC—Approval—ef—Amendment—Order) .
If
the
satisfactory
Non-appealable
PUC
Approval of Amendment Order is not obtained
within eighteen
(18)
Months of the PUC
Submittal Date by July 3,—2017, or within such
longer period as Company and Seller may agree
to by a written agreement.
Seller may,
by written notice delivered within thirty (30)
Days of such date, declare this Agreement null
and void.
If the Agreement is declared null
and void as provided herein, the Parties hereto
shall thereafter be free of all obligations
hereunder,
except
as
set
forth
in
Section 2.2(D)
(Obligations of the Parties
Upon Declaration of the Agreement as Null and
Void) and shall pursue no further remedies
against one another.
The

Consumer Advocate

stated that

a

lack of

clarity

surrounding when the A&R PPA may be terminated (1) prohibits HELCO
from seeking alternatives to this Project,
of

granting

unilateral

extensions,

and

(2) puts HELCO at risk
(3)

may

ultimately

negatively impact ratepayers.
Hu Honua expressed concern that the Consumer Advocate's
suggested amendments would not affect in any way the interpretation

102CA SOP at 22
lo^cA SOP at 22
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of the milestone dates in the A&R PPA or HELCO's termination rights,
and, instead,
it would clarify the Parties' obligation to use
good faith efforts to not only obtain a
satisfactory PUC Approval of Amendment Order .
. . but also to ensure any applicable appeal
period runs, or that any appeal that is filed
is dismissed ....
Second, it would
dramatically delay the date on which Hu Honua
can walk away from the PPA in the event of PPA
non-approval.
1

While Hu Honua is amenable to an expansion of the contracting
parties' duties to use good faith efforts, Hu Honua is not agreeable
to "the CA's proposal to dramatically extend the date on which
Hu Honua may walk away from the PPA [as any] such extension would
leave Hu Honua with insufficient time to complete the plant in
December 2018 and thereby qualify for the safe harbor provisions
of the ITC."i°5
In the alternative, and "in the spirit of compromise,"
Hu

Honua

is

willing

to

accept

the

following

revision

Section 2.2(C)(1):
Upon
the
execution
of
this
Agreement,
the Parties shall use good faith efforts to
obtain, by July—3-t---- 2017,
a oatiofactory
Non-appealable
PUC Approval
of Amendment
Order.
A satisfactory
Non-appealable
PUC
Approval of Amendment Order is a PUC order that
meets the conditions of Section 25.12(A) and
(B)(PUC Approval of Amendment Order).
If the

^°“^Hu Honua's Reply SOP at 46.
^°^Hu Honua's Reply SOP at 46-4 7.
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to

satisfactory PUC Approval of Amendment Order
is not obtained by July 3, 2017, or within such
longer period as Company and Seller may agree
to by a written agreement,
Seller may,
by written notice delivered within thirty (30)
Days of such date, declare, this Agreement null
and void.
If the Agreement is declared null
and void as provided herein, the Parties hereto
shall thereafter be free of all obligations
hereunder,
except
as
set
forth
in
Section 2.2(D)
(Obligations of the Parties
Upon Declaration of the Agreement as Null and
Void) and shall pursue no further remedies
against one another.
As for HELCO, in light of the Consumer Advocate's concerns
and suggested amendment, HELCO expressed its willingness to work
with Hu Honua on an appropriate amendment to the A&R PPA to clarify
this perceived ambiguity, if ordered by the Commission.

'

4.
Issue No. 2 - Whether HELCO has Met its Burden of Proof in
Support of its Request for the Commission to Approve the
Amended and Restated PPA for the Hu Honua Project
a.
Position of the Parties and Participants
The Consumer Advocate stated that, based upon its review
of the record, and due to its unresolved questions and concerns,
"it

is unable

to offer a definitive position on the proposed

^°^Hu Honua's Reply SOP at 47.
Hu Honua's transcription of Section
certain typographical errors.
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The commission notes that
2.2(C)(1) appears to have

project.

In lieu of taking a position, the Consumer Advocate

"offered suggested areas where Hawaii Electric Light and/or Hu Honua
could

provide

facilitate

additional

the

evidence

Commission's

or

commitments

decision

on

that

this

should

matter.

Specifically, the Consumer Advocate expressed concerns regarding:
1.

HELCO's, as of yet, unfiled new system security
analyses to assess the impact of the proposed
Hu Honua project on HELCO's system.^®® In its Reply
SOP, HELCO stated that "it appears that the project
will not impact the resources required for system
security and there should be no significant cost
impact to integrating the project onto the Company
system[,]" noting that a formal report will be
issued and distributed as soon as available.

2.

As noted above, the methodology and
assumptions
underlying the Plasch Report.
Hu Honua provided
both detailed responses to the Consumer Advocate's
concerns,^nd a general response that the "Plasch
Report,
like
similar
job
creation
analyses,
is intended as an aggregate estimate of the valuable
economic
activity
that
will
be
created
by
a project."^^^

3.

The
proper
assumption
of
lease
treatment,
imputed debt, and HELCO's avoided costs, which the

|^°'^CA SOP at 35.
Again, the commission notes that
Consumer Advocate never sought additional time to finalize
review, as is allowed under HAR •§ 6-61-23.
i°sCA SOP at 35 . ■
io9see CA SOP at 11-12.
------

\

iiOHELCO's Reply SOP at 35-36.
i^^See CA SOP at 12-14; and Section III.A.2, above,
ii^see Hu Honua's Reply SOP, Exhibit 6.
Honua's Reply SOP at 36.

2017-0122

the
its

Consumer Advocate stated it had inadequate time to
review.
As noted above, the apparent inconsistency of
Hu Honua's Covered Source Permit No. 0724-01-C,
which denotes that the steam power turbine generator
is sized for 23.8 MW gross, and 21.5 MW net at 0.85
power factor, and Hu Honua's claim that the net
capacity of its unit will be 30 MW with a Committed
Capacity of 21.5 MW under the A&R PPA.^^^
The lack of finalized contracts for a significant
share of Hu Honua's feedstock supply.
Hu Honua
replied that it has a stable, economic, and adequate
fuel supply.
System security, unit retirements, and cost recovery
(if any) for prematurely retired assets given
Hu Honua's likely displacement of older, fossil fuel
generation, presuming that system security analyses
do not suggest any critical
issues exist,
HELCO countered that the "aging [HELCO] fossil-fuel
generating units would be the prime candidates for
retirement if such is warranted at the time and
would, in all likelihood be the same such units that
would need to be retired as [HELCO] moves to
100% RPS."ii9
The integration of additional renewable energy. 120

ii^see CA SOP at 19.
ii®See CA SOP at 19.
ii^See CA SOP at 20; and Section III.B.l.c, above
^^~^See Hu Honua's Reply SOP at 41-4 5.
iissee CA SOP at 23.
ii^HELCO's Reply SOP at 36.
i2osee CA SOP at 24.
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LOL is not in favor of commission approval of the A&R PPA,
but focused its rationale on concerns outside of the scope of its
limited

participation,

namely

climate

change

and

comparative

pricing with other forms of energy.
Tawhiri

also

focused some

of

its

comments

on

issues

outside of the scope of its limited participation in opposing the
AScR

PPA.

Tawhiri

questioned the

reliability

and adequacy of

Hu Honua's feedstock, as well as the accuracy of the benefit/cost
ratio calculations given the potential curtailment of, or inability
to add, other sources of energy.

5.
Findings and Conclusions with Respect to
Issue Nos. 2, 2.a, 2.a.i, and 2.b
-Based on the commission's review of the entire record,
including the responses to Information Requests,

the commission

makes the following findings and conclusions with respect to Issue
Nos. 2, 2.a, 2.a.i, and 2.b.
1.
Original

The majority of

the provisions

contained in the

PPA have not been materially changed in the A&R PPA,

but for changes to the Contract Price,

Milestone Events,

and an

increase of the term of the PPA from 20 to 30 years.
2.

The Project itself has not materially changed in

design or operation.
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3.

Given the relatively minimal number of changes from

the Original PPA, many of the commission's findings and conclusions
in the Underlying Decision and Order remain relevant and applicable
to its analysis of the A&R PPA.
4.

Hu Honua seeks approval of the energy pricing under

the A&R PPA primarily pursuant

to HRS

§ 269-27.2,

and in the

alternative, under HRS § 269-27.3, as a preferential rate for the
purchase

of

renewable

energy

produced

in

conjunction

with

agricultural activities.
5.
A&R

PPA

The commission begins its review and analysis of the

pursuant

to

Hu

Honua's

primary

request

for

(i.e., under HRS §269-27.2).
6.

HRS § 269-27.2 (c) provides:

The rate payable by the public utility to the
producer for the nonfossil fuel generated
electricity supplied to the public utility
shall be as agreed between the public utility
and the supplier and as approved by the public
utilities commission; provided that in the
event the public utility and the supplier fail
to reach an agreement for a rate, the rate
shall be as prescribed by the public utility
commission
according
to
the
powers
and
procedures provided in this chapter.
The commission's determination of the just and
reasonable rate shall be accomplished by
establishing a methodology that removes or
significantly reduces any linkage between the
price of fossil fuels and the rate for the
nonfossil
fuel
generated
electricity
to
potentially enable utility customers to share
in the benefits of fuel cost savings resulting
from the use of nonfossil fuel generated
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approval

electricity.
As
the
commission
deems
appropriate, the just and reasonable rate for
nonfossil fuel generated electricity supplied
to the public utility by the producer may
include
mechanisms
for
reasonable
and
appropriate incremental adjustments, such as
adjustments
linked
to
consumer
price
indices for inflation or other acceptable
adjustment mechanisms.
Hu

Honua

also

seeks

approval

under

HAR

§§

6-60-6,

which generally governs the propriety of fuel adjustment clauses.
7.

The

AScR

PPA

contemplates

that

Hu Honua

will

construct and operate a 21.5 MW biomass power plant located on a
site in Pepeekeo, Hawaii, although Hu Honua expects to provide 30 MW
of

Available

Capacity.

Under

the

terms

of

the

A&R

PPA,

the difference of 8.5 MW of Available Capacity would be provided
to HELCO at no additional charge.
8.

Consistent

with

the

requirements

of

HRS

§ 269-27.2(c), the energy pricing for the Hu Honua project is fixed
for the A&R PPA Term,

and is calculated using a pricing formula

with the operating load, energy purchased by the utility, and GDPIPD
as the only variables.
9.

Pursuant to the A&R PPA, HELCO is required to accept

and pay for capacity and energy generated by the Facility at a
combined levelized rate of approximately $221 per MWh during the
term of the A&R PPA, based on estimated annual capacity and energy
payments over the 30-year term of the A&R PPA.
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As in the Underlying Decision and Order, the commission
continues to conclude that the levelized rate should not be the
sole factor to be used in determining whether a project should be
approved.

Other factors can be used to determine whether a rate

is just and reasonable to the utility's ratepayers, depending on
the facts and circumstances associated with a proposed project.
Here, as in the Underlying Docket, the commission finds that the
Project will provide performance and operational features similar
to HELCO's existing steam generators with dispatchable capacity,
inertial

and

primary

frequency

following capabilities,

response,

regulation

and

load

and will add to the diversity of HELCO's

existing portfolio of renewable energy resources.
Stated
firm,

succinctly,

dispatchable,

the

renewable

energy,

will

and

will

provide
provide

^

ancillary services.
10.

Project

The energy price components will properly reflect

the cost of biomass fuel supply.
of the record,

Based on the commission's review

including confidential

filings,

it appears that

(a) the cost of fuel based on the projected energy production is
very close to the contract fuel rate,

and (b)

the contract -rate

reflects the variable cost of the biomass resource.
Additionally,

when

the

commission

approved

the

Original PPA, Hu Honua had plans to contract with multiple biomass
fuel

suppliers
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to

achieve

competitive

pricing,

diversity.

and reliability of

fuel

supply with multiple

sources.

Today,

Hu Honua has entered into two purchase and sale agreements for the
leasehold interest in timber stands, deposited $3,300,000 into an
escrow

account

to

assure

the

closing

of

these

agreements,

and entered into a Letter of Intent to secure further fuel supplies.
Despite the concern of the Consumer Advocate and Tawhiri
that Hu Honua has not entered into contracts to secure a sufficient
amount

of

its

the commission

feedstock
finds

that

for
such

the
is

whole
not

term

required,

of
and

the

PPA,

that

the

arrangements entered into by Hu Honua provide even more surety that
Hu Honua will be able to meet, if not exceed, its obligations under
the A&R PPA, which requires, in part, that Hu Honua maintain a fuel
supply inventory of 37-days,

which includes

7-days of prepared

biomass fuel and 30-days of readily accessible logs.^^i
Moreover,

when questioned what

recourse HELCO has

if

Hu Honua is unable to contract for, acquire, or otherwise provide
for a reliable source of fuel, Hu Honua responded that, under the
terms of the A&R PPA,

HELCO will have the right to declare an

Event of Default, and if the Event of Default is not cured within
the applicable cure period, HELCO will have the right to terminate

i2iLetter Request, Exhibit A, Section 3.2(F)(1), at 54
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the A&R PPA and claim damages

in the

amount

of

$1,000,000.^^2

In addition, no capacity payments will be due for capacity that is
unavailable due to fuel supply interruptions. ^23
11.

The

Project

HELCO's ratepayers.

will

provide

economic

benefits

to

HELCO's payments to Hu Honua for capacity and

energy costs are estimated to provide a Net Present Value cost
savings of $22,457,000 to HELCO ratepayers in 2017 dollars, per the
Supplemental Analysis.

The Supplemental Analysis also estimates

1

that a typical residential customer that uses 500 kWh per month
will

have

levelized

savings

of

$1.21/month

on

the

customer's

electric bill over the term of the A&R PPA.
I

12.

Consistent

with HRS

§

269-27.2(c),

the proposed

pricing structure is delinked from fossil fuel pricing.
13.

The commission further finds that approval of the

A&R PPA is supported by the following additional factors:
a.
the

Original

That

being

The levelized cost of the A&R PPA is less than
PPA
said,

in 2017
the

dollars,

commission

under most
notes

that

conditions.
the

pricing

structure of the A&R PPA is very different than the Original
PPA, and has changed from a low fixed component/high variable

^^^See Hu Honua's Response
June 14, '2017, at 28.

to CA-Hu Honua-IR-10,

filed

on

^23see Hu Honua's Response
June 14, 2017, at 28.

to CA-Hu Honua-IR-10,

filed

on
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component to a high fixed component/low variable component
structure.
Project

This shift increases the risks to customers if the

is

underutilized.

The

commission will

carefully

I

monitor dispatch and utilization of the Project to ensure it
is being, used to benefit HELCO customers, as well as evaluate
utilization of all HELCO's generation resources in the next
round of resource planning and acquisition.
b.
the

As

a

firm,

dispatchable

biomass

resource,

Project provides diversification of HELCO's generation

portfolio

in two ways:

(1)

the

Project's

fuel

source

is

different than any other energy resource and is less vulnerable
to

weather-

and

climate-related

reliability

and {2) the Project adds another form of firm,

concerns,

dispatchable

renewable energy with operational characteristics similar to
HELCO'S existing fossil-fueled steam generators. ^^4
c.
including

Based on the commission's review of the record,

confidential

information,

it

appears

that

the

addition of the Project may primarily displace fossil fuel
generation resources.
that,

Accordingly, the commission anticipates

based on the, representations made

in HELCO's

PSIP,

i24see Docket No. 2012-0036, Decision and Order No. 32052,
Exhibit A, "Commission's Inclinations on the Future of Hawaii's
Electric Utilities," filed on April 28, 2014, at 5 (highlighting the
need to pursue a balanced portfolio of new energy resources).
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this Project will accelerate the retirement of fossil fuel
plants, including Hill 5 and 6, and Puna Steam.
d.

The Project is anticipated to provide community

benefits, including economic stimulation and the creation of
jobs,

both at the Hu Honua facility and supporting jobs in

industries such as forestry, harvesting, and hauling.
e.
improved

The

Project

vegetation

provides

management,

an

like

opportunity
the

removal

for
and

conversion of albizia trees into biomass feedstock.
14.

Based on the above findings, the commission finds

that HELCO has met its burden of proof in support of its request
for the commission to approve the A&R PPA.

The purchased power

costs and arrangements set forth in the A&R PPA appear reasonable,'
prudent, in the public interest, and consistent with HRS chapter 269
in general,

and HRS

§ 269-27.2(c),

in particular.

While

the

commission, in this instance, finds the pricing to be reasonable,
the commission makes clear that its decision to approve the A&R PPA
is not based solely on pricing, but includes other factors such as
the

State's need to

limit

its

dependence on

fossil

fuels

and

mitigate against volatility in oil pricing.
15.

The commission notes that in the Underlying Decision

and Order regarding the Original

PPA,

the

commission found it

"reasonable to authorize recovery of the purchased energy charges
through

[HELCO's]
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ECAC

[(Energy Cost Adjustment Clause)],

and to

recover the non-energy purchased power costs (including the related
revenue

taxes)

through

the

PPAC

[(Purchased

Power

Adjustment

Clause) ] , to the extent that such costs are not included in base
rates.''

Because the energy and capacity payments in the A&R PPA,

as in the Original PPA, continue to not be included in another cost
recovery mechanism, and given the above findings concerning pricing
under the A&R PPA, the commission authorizes the same recovery under
the A&R PPA.

IV.
IMPORTANCE OF MEETING COMMERCIAL OPERATION DATE MILESTONE IN A&R
PPA
The commission notes that this proceeding to review the
A&R

PPA was

triggered by Hu Honua missing major

milestones established in the Original PPA.

construction

The A&R PPA sets the

Commercial Operation Date deadline at 18 months after PUC Approval
of Amendment Date, as that term is,defined in the A&R PPA.

Hu Honua

has represented that the project is 50% complete and that meeting
the Commercial Operation Date deadline will allow the project to
qualify

for

federal

tax

incentives.

Given

these

factors,

the commission expects Hu Honua and HELCO to make all reasonable
attempts to complete the project according to this schedule and
does not expect future requests to extend the Commercial Operation
Date deadline.
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V.
ORDERS
THE COMMISSION ORDERS:
1.

Pursuant to the Framework for Competitive Bidding,

Part II.A.3.d, the commission grants HELCO's request for a waiver
for the Amended and Restated Power Purchase Agreement for Renewable
Dispatchable Firm Energy and Capacity with Hu Honua Bioenergy, LLC,
dated May 9, 2017.
2.

HELCO's

Amended

and

Restated

Power

Purchase

Agreement for Renewable Dispatchable Firm Energy and Capacity with
Hu Honua Bioenergy, LLC, is approved.
3.

HELCO

is authorized to

include the energy power

purchase costs (including the related revenue taxes) in its ECAC,
and to include the non-energy purchased power costs (including the
related revenue taxes) in its PPAC, to the extent that such costs
are not recovered through HELCO's base rates.
4.

Pursuant to the commission's approval of HELCO's

proposal to exchange the Switching Station property for the Retired
Substation property in the Underlying Order, HELCO is still directed
to submit a copy of any executed transfer agreement and related
documents,to the commission and Consumer Advocate within 30 days
of the date that the transfer is finalized, which will be filed in
this docket.
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5.

HELCO

and

Hu

Honua

shall

work

together

on

an

appropriate amendment to the A&R PPA to clarify the deadline for
either party to exercise its rights to terminate the Amended and
Restated Power Purchase Agreement for Renewable Dispatchable Firm
Energy and Capacity with Hu Honua Bioenergy, LLC.
6.

Unless ordered otherwise by the commission,

this

docket is closed.

DONE at Honolulu, Hawaii

JUL 2 8 2017
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