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Testimony of Randall J. Hee
(Exhibit KIUC 10-T-100)

Testimony of David J. Bissell
(Exhibit KIUC 10-T-200)

Testimony of Robert L. O'Brien
(Exhibit KIUC 10-T-300)

Testimony of Richard W. Cuthbert
(Exhibit KIUC 10-T-400)

Testimony of Karissa Jonas
(Exhibit KIUC 10-T-500)

Testimony of Laurie A. Tomczyk
(Exhibit KIUC 10-T-600)

Testimony of Michael Yamane
(Exhibit KIUC 10-T-700)

Testimony of Steven B. Handy
(Exhibit KIUC 10-T-800)

Testimony of Nancy Heller Hughes
(Exhibit KIUC 10-T-900).

V.

OTHER REQUESTS

A. Enerqy Rate Adjustment Clause (ERAC)

In addition to the above, KIUC also respectfully requests Commission

approval, pursuant to HRS § 269-16, as amended, and HAR § 6-60-6, to modify its

existing ERAC mechanism such that KIUC will only recover actual fuel and

purchased power costs, as well as to rename it the Cost of Power Adjustment

(COPA). Under the current ERAC, which was established over 15 years ago under
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the prior owner Citizens, the utility is provided with an incentive to operate more
efficiently by allowing for the recovery of additional revenues to the extent it can
operate more efficiently than an established heat rate target. Under this incentive,
the amount of additional revenues received is directly linked to the price of oil. As
part of this Application, KIUC believes that it would be in the best interest of its
members to remove this financial incentive, such that KIUC would only recover its
actual fuel and purchased power costs.”

B. Removal of Annual Patronage Capital Refund Requirement

KIUC also respectfully requests Commission approval to remove the condition
requiring KIUC to seek approval on an annual basis for specified patronage capital
refunds. Specifically, in connection with the Commission’s approval of KIUC’s
acquisition of Kauai Electric’'s assets from Citizens in Decision and Order No. 19658
in Docket No. 02-0060, KIUC is required to use its best efforts to propose and obtain
RUS approval to return twenty-five percent (25%) of its previous year's margins to its
members as a patronage capital refund. Specifically, Ordering Paragraph No. 8.b
(Part VIII, subpart 8.b) of Decision and Order No. 19658 states, in relevant part:

On or before April 30 of each year commencing in 2004, KIiUC
shall prepare and submit to RUS a calculation of its achieved
operating margin dollars for the prior reporting period. Based
upon this calculation, KIUC shall propose and strongly
recommend RUS approval for payment of patronage capital
cash refunds to its members in a total amount equal to
twenty-five per cent (25%) of such reported prior period margin
amounts. Upon RUS approval of the proposed patronage
capital cash refunds, payments are to be made by check to
KIUC members as soon as practical thereafter, but not later
than thirty (30) days from receipt of RUS approval of that year.

“® See the testimony of Randall J. Hee (Exhibit KIUC 10-T-100) for an additional discussion.
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This provision for specified patronage capital refunds will
continue until modified by commission Decision and Order in
any future rate case proceeding.

Typically, cooperative utilities set rotation cycles of 20-25 years for retirement
of patronage capital refunds. This means that although the cooperative utility’s
previous year margin is allocated to the member accounts, it is not retired or returned
for approximately 20-25 years, with the Board determining annually how much, if any,
of this amount should be retired and distributed to its members on a first-in-first-out
(FIFO) basis.”® Despite this typical arrangement, in an effort to provide KIUC's
members, at the time of the 2002 acquisition, with more immediate refunds and
benefits to reduce their energy cost, KIUC made the commitment to attempt to retire
a material portion of its patronage capital on an annual basis. Since the acquisition
in November 2002, KIUC has made retirements of patronage capital or other refunds
in excess of $20 million to its members.

Due to the current local, national, and international financial condition, and
KiUC'’s consequent projections for calendar year 2009 and the 2010 test year, KIUC
believes that it would be in the best interest of its members to remove the annual
requirement for retirement of specified patronage capital. As a cooperative utility,
KIUC needs to build sufficient equity to remain financially sound and to be able to
properly rotate patronage capital under the conditions of its loan covenants.
Accordingly, KIUC'’s financial health and viability depends upon KIUC maintaining an

optimum mix between debt, equity that should be retained for its operations and

“® See the testimony of Richard W. Cuthbert (Exhibit 10-T-400) for a further discussion of the
patronage capital rotation cycles of other cooperatives.
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requirements, and equity that should be returned to its members as early as possible.
As such, KIUC proposes that the amount, timing, and manner of patronage capital
retirements and refunds should be determined by KIUC’s management and Board of
Directors, consistent with its EMP and the bylaws adopted by its Board, as opposed
to an annual requirement for a specified patronage capital refund.”’

Accordingly, KIUC respectfully requests that the Commission approve the
removal of the condition for the annual refund of a specified portion of its patronage
capital, as required pursuant to Ordering Paragraph No. 8.b (Part VIII, subpart 8.b) of
Decision and Order No. 19658.%°

VL.

CONCLUSION

WHEREFORE, KIUC respectfully prays as follows:

1. That this Application be deemed a completed application under HRS
§ 269-16, as amended, and HAR § 6-61-87;

2. That a public hearing be conducted on the island of Kauai to consider
this Application in accordance with HRS § 269-12, HRS § 269-16 and HAR
§ 6-61-30;

3. That the Commission find that KIUC’s present rates and charges for its

customers are unjust and unreasonable and will not allow KIUC to earn a sufficient

7 KIUC is not, by this requesi, suggesting that it is not willing or does not intend to distribute
patronage capital refunds to its members. Rather, KIUC proposes that in order to remain fiscally
responsible, its distributions of patronage capital refunds should no longer be tied to a specified capital
rotation cycle, but rather, that KIUC's Board should have the discretion to decide when and how much,
if any, patronage capital should be retired.

% A discussion of KIUC's request to remove this regulatory condition is also found in the
testimony of Randall J. Hee (Exhibit KIUC 10-T-100).

19



level of revenues in order to ensure its ability to comply with its debt loan targets and
covenants, meet its funding needs, and build sufficient equity to ensure its ongoing
financial health and viability;

4. That the Commission approve, pursuant to HRS § 269-16, as
amended, the rates and charges proposed by KIUC as set forth in Exhibit KIUC 5,
together with the tariff changes resuiting therefrom or set forth therein, and authorize
KIUC to place into effect the proposed rates, charges and changes after the date of
authorization by the Commission;

5. That the Commission approve, pursuant to HRS § 269-16, as
amended, and HAR § 6-60-6, the proposed modification to KIUC’s ERAC to
(a) remove the efficiency component in the existing ERAC such that KIUC will
recover only actual fuel and purchased power costs, and (b) rename it the Cost of
Power Adjustment (COPA);

6. That the Commission approve the removal of the condition imposed
upon KIUC pursuant to Ordering Paragraph No. 8.b (Part Viil, subpart 8.b) of
Decision and Order No. 19658, which requires KIUC to seek approval to retire
patronage capital of twenty-five percent (25%) of its margins on an annuai basis, to
instead allow KIUC to have the discretion to decide when and how much patronage
capital should be retired in any given year; and

7. That KIUC be granted such other relief as the Commission may deem

just and reasonable under the circumstances.
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DATED: Honolulu, Hawai'i, June 30, 2009

kK D0 ~——

KENT D. MORIHARA
KRIS N. NAKAGAWA
DANA O. VIOLA
SANDRA L. WILHIDE
Morihara Lau & Fong LLP

Attorneys for
KAUAI'ISLAND UTILITY COOPERATIVE

21



VERIFICATION OF KENT D. MORIHARA

STATE OF HAWAII )
) SS:
CITY AND COUNTY OF HONOLULU )

KENT D. MORIHARA, being first duly sworn, deposes and says: That he is
an attorney for KIUC in the above proceeding; that the officers of KiUC are not present
within the City and County of Honolulu; that he has read the foregoing Application, and
knows the contents thereof; and that the same are true of his own knowledge except as

to those matters stated on information and belief, and that as to those matters he

believes them to be true.

[ <98=Tp) _

KENT D. MORIHARA

This 1 page Verification to Kauai Island

Utility Cooperative’s Application dated

June DO , 2009 was subscribed and ettt .
sworn to before me on June 30, 2009 \ﬁ“fN’F p -

in the First Circuit, State of Hawaii by ;’ ~(BRY ‘4&6\ %
Kent D. Morihara. HES @
H :‘ *e =
5 v o M
Opparloin LI L5 e S
* P Crensant® \ o
%.' € \ o
' OF §.¢.
J%ﬁJhﬂFER LE,E “"'ﬂ}jo‘d‘i“.’

Notary Public, State of Hawaii

My commission expires: August 25, 2012



CERTIFICATE OF SERVICE

| hereby certify that on this date, copies of the foregoing document were duly
served on the following party, by having said copies delivered as set forth below:

DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS 6 COPIES
DIVISION OF CONSUMER ADVOCACY HAND DELIVERY
335 Merchant Street, Room 326

Honolulu, HI 96813

HONORABLE BERNARD P. CARVALHO, JR. 1 COPY
MAYOR, COUNTY OF KAUAI U.S. MAIL
4444 Rice Street, Suite 235

Lihue, HI 96766

DATED: Honolulu, Hawai'i, June 30, 2009.
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KENT D. MORIHARA
KRIS N. NAKAGAWA
DANA O. VIOLA
SANDRA L. WILHIDE
Morihara Lau & Fong LLP

Attorneys for
KAUAI ISLAND UTILITY COOPERATIVE





