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• KKR/TEP
• Duke/Cinergy
• Exelon/Constellation
• Duke/Progress
• Pepco/Exelon
• Fortis/TEP
• NV Energy/Pacificorp

ASU Utility of the Future Center 2

Previous Major Merger Cases
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Proposed HECO/NextEra Merger



• Renewable energy penetration at highest levels in US.
• Distributed generation penetration topping 17 percent 

on some islands; 50 percent when counting both dg 
and utility scale.

• Poverty levels among highest in US.
• Utility rates, due to burning of oil, exceeding 44 cents 

per kwh, highest in US.
• Drive by Gov. Ige to go to 100% renewables, while 

lowering utility rates.
• A growing sense among some that HECO was 

underperforming.
• HECO, and its three underlying utilities – Hawaii Electric, 

Hawaii Electric and Light, Maui Electric – serve 95 
percent of the residents of Hawaii.
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The Hawaiian Context



• Florida-based utility holding company NextEra
would purchase HECO for $4.3 billion.

• Utility decisions would be made at NextEra in 
Florida, some HECO execs would be retained, 
though not clear which ones.

• Some “synergies” in the workforce of the utility 
would be found as a result of the merger.

• $60 million in rate credits to customers 
promised.

• $10 million in community funding promised.
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The Proposed Merger



• NextEra and HECO claimed the merger 
would strengthen the finances of HECO, 
upgrade its bond ratings.

• Companies asserted Nextera would put 
HECO in better position to meet 100% 
Renewable energy goal.

• Companies also promised ring fencing 
provisions that would protect HECO from 
financial distress, bad decisions or 
bankruptcies at NextEra and its other 
affiliates.
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The Proposed Merger



• Unprecedented four-month long hearing 
process

• Dozens of witnesses
• 29 interveners (extraordinary number for a PUC 

proceeding)
• Cross examination of each witness by more 

than a dozen interveners that occurred over 
days

• Hearing occurred at the Blaisdell Center – too 
many interveners and interested individuals to 
fit in PUC hearing room
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Proposed HECO/NextEra Merger



Proposed NextEra/HECO Merger

• County of Hawaii was a Party to the merger 
case before the HPUC

• Written comments/filings made
• Data requests
• Written direct and rebuttal testimony filed
• Witness questioning
• Oral testimony in February
• Major objectives: Protect ratepayers of COH, 

ensure an outcome that allowed for the 
lowering of Helco rates over time.



STAR-ADVERTISER / FEB. 2, 2016
Public Utilities Commission Commissioner, Lorraine Akiba, left, PUC Chair Randy Iwase, with Eric Gleason, president and CEO of 
NextEra Energy Hawaii on the stand at the NextEra hearings at the Blaisdell Center on Feb. 2.
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https://www.youtube.com/watch?v=mFkKy7AY7gQ
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Proposed HECO/NextEra Merger

• Was NextEra the right suitor for HECO?
• Florida utility/holding company that had a 

track record of failing to support customer 
energy options like solar.

• Enormous company 4,600 miles away.
• Would there be “synergies” = layoffs and how 

would that impact Hawaii?
• Would Nextera seek to install LNG, inter-island 

cables?
• Would promised rate benefits ever materialize?
• Would HECO’s bond rating improve, or dip?



• A Tale of Two Companies: Which NextEra
Would Show Up in Hawaii?

• Interveners questioned Florida Power and 
Light’s track record on solar in Florida  would 
that company’s ethic prevail, or NextEra
Energy Resources, a renewables company?

• What did NextEra executives think about 
Hawaii’s 100 percent RPS and its demonstrated 
commitment to customer-sited energy like solar 
and EE?

• Was the purchase of HECO just a Trojan Horse 
for building LNG and inter-island cables?
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Proposed NextEra/HECO Merger
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Proposed NextEra/HECO Merger
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Proposed HECO/Nextera Merger
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Proposed HECO/NextEra Merger
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Proposed HECO/NextEra Merger
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Proposed HECO/NextEra Merger





• Commission decision:
• NextEra’s rate commitments were too vague to 

justify the merger: $60 million in rate credits 
were not assured, might not materialize.

• Company’s commitments on demand energy 
resources were also too vague, especially in 
light of HI’s 100% RPS. Commission left to guess 
whether the Company just forgot to address it 
or it represented a “predisposition toward utility 
scale solutions”.

• Commission’s “Inclinations” document had been out 
since 2014, and yet still the Applicants said little to 
address how they would meet the Inclinations.
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Proposed HECO/NextEra Merger



• Commission decision:
• Company failed to demonstrate how it would 

preserve competitive energy environment in HI 
post merger.

• Concerns about corporate structure after the 
merger weren’t addressed: local control was a 
major issue. 

• It was clear Hawaii would be a tiny speck in the 
larger NextEra constellation and could lose out to the 
interests of Florida Power and Light and NextEra
Energy Resources.

• NextEra’s ring-fencing provisions inadequate –
wouldn’t protect HI ratepayers in the event of 
a NextEra or affiliate bankruptcy.
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Proposed HECO/NextEra Merger



• Commission made it clear that HECO is still 
under orders to meet the Inclinations and 
to lower energy costs/rates for all 
consumers.

• At 44 cents per kwh or higher, HI has the 
highest utility rates in America, 
exacerbating its poverty/homelessness 
levels, placing stress on the working poor.

• Commission also stressed that it was not 
precluding future merger proposals.
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Proposed HECO/NextEra Merger



• Major questions to be answered:
• Will there be another suitor for HECO?
• Can HECO meet 100 percent renewable 

energy goal by itself?
• Will Hawaii continue to lead the nation in 

rooftop solar and customer sited energy?
• Can Hawaii bring down its utility rates to make 

itself more competitive on the global 
stage/drive job creation?

• Will the PUC be able to guide the process and 
forge the changes it sought in the Inclinations?
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What Comes Next for 
Hawaii’s Energy System?



• With 17 percent DG penetration on some 
islands and 50% overall renewable energy 
on Big Island, HI is unique and will lead the 
nation into the utility of the future.

• Key takeaway from Nextera case: HECO 
may need infusion of new ideas/new 
leadership, and gaining the support of 
Hawaiians must come first.

• Process for arriving at consensus should be 
hosted by PUC and driven by stakeholders.
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Stakeholder Involvement Is Key



• Intra-Governmental Wheeling (COH Intervener – Docket Open)
• Energy Efficiency Portfolio Standards (COH set high Energy 

Efficiency Standards and drove Energy Efficiency $ to low-income 
residents)

• Reliability Standards Working Group (COH led Demand-Side 
Options Group – starting new PUC Docket in Demand Response)

• AKP Biodiesel (COH opposed/PUC denied/closed - saved State 
Ratepayers $50M/year)

• Integrated Resource Planning (COH Intervener - PUC denied IRP –
2012, 2013, hatched Power Supply Improvement Plan Docket)

• Decoupling (COH/PUC revised interest rate - saved Ratepayers 
$10-20M/year – Docket Open)

• Power Supply Improvement Plans (COH Intervener – Docket Open)
• NextEra and HEI Merger (COH conditioned/PUC denied/closed)
• Potential PUC Dockets on:

• Utility of the Future 
• Business Model of the Future 
• Regulatory Model of the Future

ASU Utility of the Future Center/County 
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COH docket intervention



• HI PUC has on at least two occasions 
rejected HECO’s PSIPs as inadequate.

• PSIP will be the blueprint for how HECO 
should develop and implement energy 
projects and customer-sited energy in the 
future.

• PUC has invited major Parties like COH to 
present ideas, modeling to help inform the 
PUC and HECO.
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PSIP: Power Supply 
Improvement Plans



• Previous PSIP relied heavily on LNG and 
natural gas as means to bring down rates 
and costs.

• PUC seems unsatisfied that this is the most 
optimized approach.
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PSIP: Power Supply 
Improvement Plans



• Hawaii has a unique, and utility-centric 
decoupling provision

• Revenue Balancing Account
• Revenue Adjustment Mechanism

• Most other states only allow revenue 
adjustments that are tied to lost load or 
revenues due to energy efficiency and/or 
distributed generation technologies.

• Hawaii’s decoupling allows for pass 
through of costs related to actual plant in 
service, with a cap on the yearly amount.
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Decoupling



Island of Hawai`i     50% Renewable
State of Hawaii Energy Leader

200 MW Electric System

• Geothermal - 38 MW 

• South Wind Farm – 20 MW 

• North Wind Farm – 11 MW

• Hydro – 16 MW

• Photovoltaic – 60+ MW

• NELHA OTEC – 100 kW
Courtesy Will Rolston, Energy Coordinator, COH



On-Site Renewables
West Hawai`i Civic Center:

• LEED Silver Certified

• 250 kW Photovoltaic Array

• 100 kW – 250 kWh Lithium-Ion Battery

• 100% Renewable Government Center

• 5 Plug-in Hybrid Electric Vehicles

• 6 Level 2 Chargers



Lālāmilo Wind Farm

Courtesy: Will Rolston, County of Hawaii



On-Site Renewables
Lālāmilo Wind Farm:

• Wind Turbines Up - April 2016
• Wind Farm Power - September 2016
• Up to $1 Million Savings to Ratepayers
• Top Wind Site in Hawai`i & United States
• Fifty (50) year Low-cost Lease with DLNR
• Electricity is 50% Cost of Water Distribution
• 3.3 MW Wind Farm = 5 x 660 kW Wind Turbines



• New York State/REV process
• Hawaii’s Inclinations, DER and PSIP dockets
• Arizona Corporation Commission – Comm. 

Bob Burns’ Emerging Technologies Docket
• Powering Tomorrow Initiative
• CPUC Inquiry 
• Minnesota’s E21 process
• Powering Tomorrow

Keeping the Future in Mind: 
Inquiries into Changing the Utility 
Business Model and Incentives



• Boulder, Colorado
• Minnesota (leading to E21)
• Maui, Hawaii
• HIEC on the Big Island
• KIUC on Kauai, Hawaii
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Municipalization/Condemn
ation



• In late 1800’s, monopoly utility service 
territories were created to protect 
consumers against:

• Too many inefficient providers
• Potential for discrimination by utilities.
• Failure to provide universal service to all

• States like NY, WI established PUC’s to 
oversee utilities, which, in return for the right 
to serve all customers, were given the 
obligation to protect all customers.

• Provide reliable service at a reasonable cost.
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Traditional Role of Utilities 
and Regulators



Cost of service ratemaking: 
The traditional role of utility 
regulators
• The rate formula:
• R=O + (V-d)r

R=the Company’s revenue requirement
O=the Company’s operating expenses
V=the gross value of the Company’s capital 

investment
D= the Company’s accrued depreciation
(V-d)= the Company’s rate base
r= the rate of return established by the regulatory 

commission for the company to earn on its 
capital investment or rate base.
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• To be reliably served a commodity –
electricity.

• Limited interface with the incumbent utility.
• Monthly interaction = monthly bill.
• Interactions generally limited to voicing 

concerns about service interruptions 
(power outages) or rate increases.
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Traditional Role of 
Consumers
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The New Energy Deliver-
ers

• Bloom Energy
• Focused on 

developed Fuel-Cells 
for on-site energy 
delivery.

• Solar PV with Battery
• MIT and Stanford are 

leading research 
efforts for storage.

• Compressed-Air-Storage
• Air compressed off-

peak to be later used 
as an energy source.

• Energy Efficiency
• The Nest Thermostat and 

Google



FROM:
Did customers pay the 
correct amount for what 
they got?

TO:
Are customers getting 
what they want?

Changing the 
central focus:

Utility and 
Regulatory Models 
for the Modern Era

by Ron Lehr



“If it doesn’t fit into clean energy, grid 
modernization or a focus on the customer, 
we aren’t doing it anymore.” – Brian Wolff, 
executive vice president for public policy, 

Edison Electric Institute.

ASU Utility of the Future Center 39

Changing Mindset at Some 
Utilities



Where are the tipping points?

• Significant customer benefits...& changing expectations
• Limited growth in utility rate base
• These tipping points cause us to ask: Are changes to 

traditional cost-of-service utility model beneficial?

Wind PPA 
prices 
< existing 
system 
costs in CO

>1 Million 
Nest 
thermostats 
sold

Upfront 
incentives 
= $0 in CA 
& AZ

EIM to 
increase 
asset 
utilization



Slide courtesy of SWEEP
41
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Renewable Portfolio Standard Policies..
www.dsireusa.org / March 

2013.

29 
states,+ 

Washington DC 
and 2 

territories,have 
Renewable 

Portfolio 
Standards
    

http://www.dsireusa.org/


Renewable Portfolio Standard Policies 
w ith Solar /  Distributed Generation Provisions.

www.dsireusa.org / March 2013.

16 states,+ 
Washington DC have 
Renewable Portfolio 
Standards with Solar 
and/or Distributed 

Generation provisions

http://www.dsireusa.org/
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Net Metering.
www.dsireusa.org / July 

2013

43 
states,

+ Washington 
DC 
& 4 

territories,hav
e adopted a 

net metering 

Note: Numbers indicate individual system capacity limit in kilowatts. Some limits vary by customer type, technology and/or 
application. Other limits might also apply. 

This map generally does not address statutory changes  until administrative rules have  been adopted to implement 
such changes. 
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Energy Efficiency Resource Standards.
www.dsireusa.org / 
February 2013

20 states
have Energy 

Efficiency 
Resource 

Standards. 
(7 states have 

goals).

Note: See following slide for a brief summary of policy details. For more details on EERS policies, see 
www.dsireusa.org and www.aceee.org/topics/eers.

http://www.dsireusa.org/
http://www.aceee.org/topics/eers
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US Electricity consumption
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DG Penetration Rises 
Nationally



Utilities with High PV Penetration
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Utilities with High Penetration
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Source: Smart 
Electric Power 
Alliance 2015 
Snapshot



Utilities with High PV Penetration
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• Bloomberg New Energy Finance recently 
estimated that two thirds of the $7.7 trillion to be 
spent on energy projects between now and 2030 
will go toward renewable energy projects, the 
result of declining costs.

• In Colorado, Xcel Energy recently announced that 
wind energy bid in to an RFP at below its system 
costs.

• Mid-American in Iowa, plans to spend $1.3 billion 
on 1,000MWs of wind, for largely economic 
reasons.

• Utility scale solar bids are coming in @ 5-7 cents a 
kw  far lower than just a decade ago.
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Renewables Costs Declining 
Everywhere



• When pursuing high RPS goals and dg policies 
regulators and utilities should:

• Take major changes slowly: pilot your way to 
success.

• Ensure that all income groups have access to new 
technology, through rate design and targeted 
installation programs.

• Avoid integrated resource plans that are heavy on 
capital-intensive infrastructure, to avoid stranded 
costs.

• Engage all consumers through participatory 
modeling.

• Make sure that RE projects that carry above market 
costs also carry high value for all customers.
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Keeping cost and all 
income brackets in mind



• Reliability and other metrics that positively 
impact all consumers should be paramount 
when designing new programs/rate designs.

• For technologies that are newly 
commercialized, targeted efforts to 
encourage deployment in diverse 
communities should be made.

• Incentives should be transparent for all energy 
sources.

• Incentives should be ramped down in tandem 
with technology cost declines.
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Keeping cost and all 
income brackets in mind



• NY Con Ed’s Brooklyn DER Project: $500 million 
investment in DER, microgrid, energy storage 
and clean energy replaced proposed $1 
billion upgrade to a substation.

• SDG&E’s Borrego Springs Microgrid Project
• Utility operates microgrid at far eastern edge of 

service territory, dramatically increasing reliability at 
lowest cost.

• Hawaii/Office of Naval Research’s $2.1 million 
microgrid pilot; HIEC; KIUC; Parker Ranch.
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Piloting your way to lower 
costs and equity for all



• Regulators and utilities also must:
• Get past the net metering debates that are 

roiling Commissions and getting in the way 
of progress.

• Get serious about crafting and 
implementing the Utility of the Future.

• In devising new regulatory structures and 
business models, regulators can target 
new technologies and microgrids to low-
income communities. 
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Getting past the divides



The Fight over Net Metering
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Net Metering hits the 
airwaves






Sources: 
• 2013 Colorado College “Conservation in the West Poll” conducted by Fairbank, 

Maslin, Maullin, Metz & Assoc. and Public Opinion Strategies: 
• 2013 Public Opinion Strategies Poll.
• 2011 APS/Morrison Institute Informed Perception Project Report: 

• 62% of voters say that solar  is the first 
energy source they would encourage AZ 
to use more of. 

• 60% of Republican primary voters said they 
would be less likely to vote for a candidate 
who voted to end solar programs.

• 9 in 10 people say renewable energy is 
worth the additional cost to develop it.

= PARTICIPATORY MODELING IS KEY
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Keep Customer Desires 
Central
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Deer Valley High School


	The Proposed NextEra/HECO Merger Case: What Happened and What Comes Next?
	Previous Major Merger Cases
	Proposed HECO/NextEra Merger
	The Hawaiian Context
	The Proposed Merger
	The Proposed Merger
	Proposed HECO/NextEra Merger
	Proposed NextEra/HECO Merger
	Slide Number 9
	Slide Number 10
	Proposed HECO/NextEra Merger
	Proposed NextEra/HECO Merger
	Proposed NextEra/HECO Merger
	Proposed HECO/Nextera Merger
	Proposed HECO/NextEra Merger
	Proposed HECO/NextEra Merger
	Proposed HECO/NextEra Merger
	Slide Number 18
	Proposed HECO/NextEra Merger
	Proposed HECO/NextEra Merger
	Proposed HECO/NextEra Merger
	What Comes Next for Hawaii’s Energy System?
	Stakeholder Involvement Is Key
	COH docket intervention
	PSIP: Power Supply Improvement Plans
	PSIP: Power Supply Improvement Plans
	Decoupling
	Island of Hawai`i     50% Renewable�State of Hawaii Energy Leader
	On-Site Renewables
	Slide Number 30
	On-Site Renewables
	Keeping the Future in Mind: Inquiries into Changing the Utility Business Model and Incentives
	Municipalization/Condemnation
	Traditional Role of Utilities and Regulators
	Cost of service ratemaking: The traditional role of utility regulators
	Traditional Role of Consumers
	The New Energy Deliver-ers
	Changing the central focus:
	Changing Mindset at Some Utilities
	Where are the tipping points?
	Slide courtesy of SWEEP
	Slide Number 42
	Slide Number 43
	Slide Number 44
	Slide Number 45
	US Electricity consumption
	DG Penetration Rises Nationally
	Utilities with High PV Penetration
	Utilities with High Penetration
	Utilities with High PV Penetration
	Renewables Costs Declining Everywhere
	Keeping cost and all income brackets in mind
	Keeping cost and all income brackets in mind
	Piloting your way to lower costs and equity for all
	Getting past the divides
	The Fight over Net Metering
	Net Metering hits the airwaves
	Keep Customer Desires Central
	Deer Valley High School

