BEFORE THE NEW MEXICO PUBLIC REGULATION COMMISSION

IN THE MATTER OF SOUTHWESTERN
PUBLIC SERVICE COMPANY’S
APPLICATION FOR REVISION OF ITS
RETAIL RATES UNDER ADVICE
NOTICE NO. 255,

CASE NO. 15-00139-UT

SOUTHWESTERN PUBLIC SERVICE
COMPANY,

APPLICANT.

DIRECT TESTIMONY

of

BRAD BALDRIDGE

on behalf of

SOUTHWESTERN PUBLIC SERVICE COMPANY



TABLE OF CONTENTS

GLOSSARY OF ACRONYMS AND DEFINED TERMS..........cccccoiiiiniiiiiinn
LIST OF ATTACHMENTS ...
L. WITNESS IDENTIFICATION AND QUALIFICATIONS .....cccccoiiiniieenne
IL. ASSIGNMENT AND SUMMARY OF TESTIMONY AND
RECOMMENDATIONS ..ot
II1. CAPITAL PLANT ADDITIONS DURING THE TEST YEAR ....................

IV.  VOLTAGE CONVERSION COSTS AND CORRECTED
ALLOCATION OF FIVE DISTRIBUTION-RELATED FERC

ACCOUNTS ...
V. PROPOSED TARIFF MODIFICATION TO ADDRESS REQUESTS TO

RELOCATE FACILITIES ......c.cooiiiiiiiiiiiiicieeccecccece e
VL. CONCLUSION......ooiiiiii e e
VERIFICATION ..ottt

i1



GLOSSARY OF ACRONYMS AND DEFINED TERMS

Acronym/Defined Term

Base Period
CWIP
FERC

ISD

Oo&M
ROW

SPS

Test Year

Xcel Energy

Meaning
Calendar Year 2014

Construction Work in Progress

Federal Energy Regulatory Commission
In-Service Date

Operation and Maintenance

Right of Way

Southwestern Public Service Company, a
New Mexico corporation

Calendar Year 2016

Xcel Energy Inc.
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I. WITNESS IDENTIFICATION AND QUALIFICATIONS

Q. Please state your name and business address.
My name is Brad Baldridge. My business address is 600 S. Tyler Street,
Amarillo, Texas 79101.

Q. On whose behalf are you testifying in this proceeding?
I am filing testimony on behalf of Southwestern Public Service Company, a New
Mexico corporation (“SPS”) and wholly-owned electric utility subsidiary of Xcel
Energy Inc. (“Xcel Energy”). Xcel Energy is a registered holding company that
owns several electric and natural gas utility operating companies.!

Q. By whom are you employed and in what position?
I am employed by SPS, the service company subsidiary of Xcel Energy, as Senior

Director, Distribution Operations.

I Xcel Energy is the parent company of four wholly-owned electric utility operating companies:

Northern States Power Company, a Minnesota corporation; Northern States Power Company, a Wisconsin
corporation; Public Service Company of Colorado, a Colorado corporation; and SPS. Xcel Energy’s
natural gas pipeline subsidiary is WestGas InterState, Inc. Xcel Energy also has two transmission-only
operating companies, Xcel Energy Southwest Transmission Company, LLC and Xcel Energy Transmission
Development Company, LLC, both of which are regulated by the Federal Energy Regulatory Commission
(“FERC”).
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Please briefly outline your responsibilities as Senior Director, Distribution
Operations.
My responsibilities as Senior Director, Distribution Operations include leading
the SPS Distribution Operations organization. Distribution Operations includes
electric distribution design and layout, construction, operations, maintenance, and
emergency repair activities for the SPS distribution systems. As such, I provide
the central point of contact for all issues regarding SPS Distribution Operations. I
also have responsibility for overseeing and managing Distribution control center
operations. Additionally, I am responsible for deploying Distribution Operations
personnel in an effective and efficient manner, with an emphasis on safety,
reliability, customer satisfaction, and compliance.
Please describe your educational background.
I graduated from Texas Tech University, in Lubbock, Texas in 1999, receiving a
Bachelor of Science in Electrical Engineering.
Please describe your professional experience.
Upon earning my engineering degree in 1999, 1 was hired by SPS in Lubbock,

Texas as a distribution engineer. As a distribution engineer, I was responsible for

the design, procurement of materials, and management of projects primarily
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related to the extension of electrical service to new customers in and around the
Lubbock, Texas area. In 2001, I accepted a position as a substation maintenance
engineer in Lubbock. In this position, I provided engineering analysis and
solutions regarding equipment for electric substations and interchanges on the
SPS distribution and transmission systems. In 2004, I was promoted to
Distribution Design Engineering Manager, leading a team of designers and
engineers responsible for the design of projects that safely serve new electric
customers and provide for distribution system reliability. In 2011, 1T was
promoted to Director of Distribution Engineering, Construction, and Maintenance
for the Texas Panhandle division of SPS. In January of 2014, I began my current
position as Senior Director of Distribution Operations for SPS, where I devote my
time to operating SPS’s Texas and New Mexico electric distribution system.
Do you hold a professional license?
Yes. I am a Registered Professional Engineer in the State of Texas and the State
of New Mexico.
Have you filed testimony before any regulatory authorities?

Yes. I have filed testimony before the Public Utility Commission of Texas

regarding Distribution Utility capital additions and expenses.
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II. ASSIGNMENT AND SUMMARY OF TESTIMONY AND
RECOMMENDATIONS

What is your assignment in this proceeding?

My testimony addresses: (1) Distribution Utility capital additions from the end of
the Base Period (December 31, 2014) through the end of the Test Year,
(December 31, 2016);? (2) the adjustment for voltage conversion expenses for the
Test Year; and (3) a proposed addition to a rule tariff. More specifically, I will:

e describe how Distribution Utility capital projects are ranked and
selected for funding;

e describe capital projects for the Distribution Utility business area that
are to be placed in-service between January 1, 2015 and December 31,
2016, and the process by which the Distribution Utility business area
manages capital plant additions;

e explain the Test Year adjustments for (i) voltage conversion expenses;
and (ii) the corrected allocation of expenses in five distribution-related

FERC accounts; and

e support a proposed change to a rule tariff regarding relocation of SPS
facilities.

In addition, I sponsor Schedules P-8 and P-10 of SPS’s Rate Filing

Package.

2 The Base Period is calendar year 2014. The Test Year is calendar year 2016.
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Please summarize the conclusions and recommendations in your testimony.
The Distribution Utility capital additions of $215.56 million (total company) for
the period January 1, 2015 through December 31, 2016 are reasonable and
necessary, and support SPS’s ability to provide safe and reliable electric service to
its customers.

O&M costs for voltage conversions, which are expected to increase by
$700,000 from the Base Period to the Test Year, are also reasonable and
necessary as they enable SPS to provide reliable and safe energy service to its
New Mexico retail customers. Also, the allocation of expenses in five
distribution-related FERC operations and maintenance (“O&M”) accounts should
be corrected so that expenses are allocated to both the New Mexico retail
jurisdiction and the Texas retail jurisdiction, instead of just to the Texas retail
jurisdiction, to accurately assign costs to the jurisdictions that benefit from the
work related to these costs.

Finally, I support a proposed rule tariff, Rule Tariff No. 27, Temporary or
Permanent Relocation/Modification of Company Facilities and Fees, that

addresses requests for SPS to temporarily or permanently relocate its facilities.

The proposed tariff ensures that SPS receives full cost recovery for these types of
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requests and is provided adequate notice of the request. SPS witness Richard M.

Luth sponsors this proposed rule tariff.
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III. CAPITAL PLANT ADDITIONS DURING THE TEST YEAR

Please describe the scope of activities and functions performed by the
Distribution Utility business area.

The Distribution Utility business area assists the SPS executive leadership with
engineering support and managerial reporting for SPS operations. Distribution
Utility is comprised of the following functional areas: (1) SPS Ultility President;
(2) Electric Distribution Design Engineering, Construction, and Maintenance; (3)
Community Service and Economic Development; (4) Business Customer
Relations; and (5) Vegetation Management. These functional areas focus on
reliability, safety, customer service, operational efficiency, and the fiscal
oversight necessary to construct, operate, and maintain SPS’s electric distribution
system in New Mexico and Texas. Please refer to Attachment BB-1 for a copy of
the Distribution Utility business area organizational chart.

As part of this rate case, is SPS asking to include Distribution Utility capital
additions in its rate base?

Yes. The capital additions to SPS’s New Mexico distribution system support
SPS’s ability to provide electric service to its New Mexico retail customers and

are appropriately included in rate base.



10

11

12

13

14

15

16

17

18

Case No. 15-00139-UT
Direct Testimony
of
Brad Baldridge
What is the time period for the Distribution Utility capital additions you are
addressing in your testimony?
As discussed in my testimony, projects included in rate base are those
Distribution Utility projects that are planned to be completed and placed in
service between January 1, 2015 through the end of the Test Year (December 31,
2016).
What is the dollar amount of the Distribution Utility capital additions that
SPS is requesting in this case?
The total dollar amount of Distribution Utility capital additions for SPS during the
period January 1, 2015 through December 31, 2016, is approximately $215.56
million (total company). Attachment BB-2 provides a list of all SPS Distribution
Utility additions for the 24-month period to be included in rate base. I will
discuss this attachment in detail later in my testimony.
What are the primary business drivers affecting the level of Distribution
Utility capital additions?
The business drivers that impact the capital additions for the Distribution Utility

business area are safety, quality of service, environmental requirements, mandated

regulatory requirements, and financial prudence. Components of these drivers
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include system growth, capacity expansion, and replacement for normal wear and
tear of the electric distribution assets and the fleet vehicles.
How are capital expenditures determined for Distribution Utility?
Distribution Utility has a well-defined process for identifying, ranking and
determining electric distribution projects. At a high level, the process of
determining capital expenditures within the business area begins with completing
all the steps necessary to evaluate the capital expenditures for a project’s life
cycle. The identification and assessment of problems, or “risks,” along with their
related solutions, or “mitigations,” is central to this process. Risks are problems
that can result in negative consequences to SPS’s customers, the environment, or
SPS’s ability to provide safe and reliable service. Mitigations are solutions that
address the risks. Each risk can have one or more identified mitigations.
Therefore, to ensure each risk is being addressed correctly, both the risk and the
mitigations are ranked and the solution that provides the best value is selected.
Please outline the steps necessary to build the capital expenditures budget for
the Distribution Utility business area.

The following key steps are necessary to ensure that a comprehensive capital

budget is prepared with a focus on providing safe and reliable electric service:
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Engineering and operations personnel identify potential risks and
mitigations, the estimated life of the project, the associated costs,
and the estimated in-service date.
Each risk and mitigation and its associated attributes are reviewed
for accuracy, completeness and reasonableness.
As each risk and mitigation is submitted for consideration, it is
scored based on certain criteria and the likelihood of the risk
occurring as well as the consequences of not addressing the risk.
All risks and mitigations are ranked or prioritized.
After ranking, the business area determines which risks/mitigations
will be funded during the year.
Risks/mitigations are assigned a capital project number based on the
type of work involved. Capital projects are either classified as
“specific” or “routine.”
Capital project numbers are automatically tied to closing patterns

based on the attributes of the work. Alternatively, in-service dates

are given to large specific projects.

10
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Step 8 - All capital projects that are included within the authorized funding
level are reviewed and approved both at the business area level and
at the corporate level.
Step 9 - Approved projects are deployed during the year.
The determination of the estimated in-service date of all large projects
(noted in Step 1 above) and the closing patterns associated with different types of
work (noted in Step 7 above) determine the date the project goes from
construction-work-in-progress (“CWIP”) to plant-in-service and becomes a plant
addition. The process of moving projects from CWIP to plant-in-service is
described in more detail by SPS witness Lisa H. Perkett, as it relates to integrating
SPS’s capital budget across all business areas at the corporate level.
Within the Distribution Utility business area, my focus will be on how

capital projects are developed and become plant additions for the electric

distribution system.

11
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Please describe how engineering and operations personnel identify and
propose risks and mitigations for inclusion in the capital expenditures budget
(Step 1).
The electric distribution system serves a diverse range of customers across an
equally diverse topography. As a result, numerous problems or risks can occur.
As described in the beginning of my testimony, each functional area is made up of
operating areas across the service territory. As capital spending is determined and
throughout the year as new issues are identified, each operating area brings risks
and mitigations forward based on its knowledge of the assets and operations
within its territory. The operating areas’ focus is on building, operating, and
maintaining physical assets while achieving quality improvements and cost
efficiencies. Engineers that support the operating areas also submit risks and
mitigations for consideration. All risks and mitigations are submitted as project
requests and entered into Risk Register, a software tool used to track and rank
project requests based on the inputs provided.

An example of a risk and mitigation that would be entered into Risk

Register is as follows:

12
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Risk- Overloaded 12.5 kV transformer at Dumas 19" Street

Mitigation- Reinforce Dumas 19™ Street 115/12.5 kV transformer #2 to 28
MVA and add feeder.

When engineering and operations personnel are identifying risks and
mitigations within Step 1, please describe how they estimate the costs of
proposed capital projects.

Estimates are constructed based on historical actuals of projects with similar
scope and scale. Known variations from historical actuals are taken into
consideration in developing the final estimate.

Please describe the review process (Step 2).

Budgeting personnel focus on asset health, standardization, and mitigation of risk,
and provide coordination and consistency in evaluating project requests within the
electric distribution organization. A thorough review of each submission ensures
that the proposed projects will be ranked and scored appropriately based on their
merits. Additional review may occur after the project requests are scored based
on the comparative ranking of individual projects. Corporate guidelines and
economic factors (such as inflation) are identified annually and their impacts are

included in the budgeting process and the review.

13
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Please describe how the risks and mitigations are scored (Step 3).

In order to facilitate the review and ranking process, project requests that are

presented and entered into Risk Register must include specific information

regarding their annual costs and benefits. Engineering and operations personnel

work with budgeting personnel to score each risk and mitigation individually

before ranking the projects. The business values used to score risks and

mitigations and assign a risk score are as follows:

Reliability — Identification of the overloaded facilities, potential
customer minutes out and the annual hours at risk, failure probabilities,
peak day hours, age of facilities, potential customer outages;

Safety — Identification of the yearly incident rate before and after the
risk is mitigated;

Environmental — Evaluation of compliance before and after the risk is
mitigated, and the estimated exposure;

Legal — Evaluation of compliance before and after the risk is
mitigated; and

Financial — Identification of the gross cash flow, such as incremental
revenue, realized salvage value, incremental recurring costs, etc., and
identification of avoided costs such as quality of service pay-outs and
failure repairs.

Q. Please describe how and why projects are ranked (Step 4).

A. Funding for projects is not unlimited and typically the cost for projects identified

exceeds the available funding. Therefore, it is important to rank or prioritize the

14
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risks and mitigations prior to authorizing or deploying the work. In addition, the
volume and diverse types of risks require that a systematic process be used to
perform asset specific risk assessment over the life cycle of the asset. That
assessment is then ranked against other asset assessments that have been reviewed
using the same criteria. Non-discretionary projects and discretionary projects
providing the most value receive a higher ranking based on the business values
discussed earlier: safety, reliability, environment, legal, and financial.

Please describe how the authorized funding or spending guideline is
determined and applied (Step 5).

The capital expenditure guidelines are determined at the corporate level for both
the legal entity and the business area, as explained in the direct testimony of SPS
witness Gregory J. Robinson. Capital expenditures associated with non-
discretionary projects are included in the budget first and then any authorized
spending is targeted at discretionary projects based on their ranking. Non-

discretionary projects and discretionary projects that fall within the approved

funding guidelines are included in the annual capital expenditures budget.

15
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Please describe how risks and mitigations are assigned project numbers
(Step 6).
Project numbers are assigned based on the type of work the project request
entails. The project requests for electric distribution fall into the following types

of work (i.e., “categories”):

e (Capacity

e Equipment purchases
e Asset health

e Mandates

e New service

e Street lights

e Reliability

e Other

Each of these areas will be discussed in more detail later in my testimony.

Why are in-service dates or closing patterns determined and assigned to
capital projects (Step 7)?

Closing patterns are developed to forecast when the construction of assets is
expected to be complete and the assets placed in service. Thus, closing patterns
determine how and when capital expenditures are moved from CWIP to plant in-

service.

16
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How are closing patterns for electric distribution developed?
Closing patterns are developed based on the type of work involved. Routine
projects are assigned to a closing pattern. The estimated in-service date is used for
large and complex projects. These patterns are determined by evaluating the type
of work (e.g., underground relocation, overhead new services, underground
rebuilds) and using historical data to evaluate what percentage of the expected
budgeted expenditures should close to plant in-service on a monthly basis. This
analysis is based on the average time of construction and the energized date of the
project. For example, Overhead Extension projects have a closing pattern of three
months and Underground Extension projects have a closing pattern of four
months due to the nature of the work involved. These closing patterns are
monitored and revised as construction practices change.
Please describe the capital expenditures budget approval process (Step 8).
Capital projects that have been included in the approved funding are uploaded
into the Financial Management System. The Utility President executive
management team reviews and approves this list. After the business area has been

afforded the opportunity to make adjustments, the capital projects are available

for corporate approval. At the corporate level, the business area and legal entity

17
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capital expenditures budget is reviewed and approved as described by SPS
witness Robinson. After receiving approval at the Financial Council level, work
release plans are finalized and work can be deployed.
Please describe the capital expenditures budget deployment process (Step 9).
After the capital expenditures budget is finalized, the approved project list
becomes the basis for the release of projects during the related calendar year.
This process is flexible to allow for additions and deletions within a given year.
For example, should an emergency occur during the year, priorities may change
and result in an adjustment to the list of projects included for funding. Projects
that were previously approved may be delayed to accommodate the emergency.
You stated earlier that Attachment BB-2 shows the planned plant additions
to be completed and placed in service for the Distribution Utility business
area between January 1, 2015 and December 31, 2016. What types of costs
are included in the $215.56 million additions?
The $215.56 million consists of the plant additions expected to be completed
after the end of the Base Period for each of the calendar years 2015 and 2016.

The plant additions expected to be completed in 2015 total $111.03 million and

the forecasted plant additions for 2016 total $104.53 million. These dollars are

18
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reflected at the total company level and include the allowance for funds used

during construction, but do not include the capital cost of removal.

Please describe the information contained in Attachment BB-2, which

provides details regarding the Distribution Utility capital additions requested

in this case.

Attachment BB-2 provides the following information:

Column A — | Functional Class Identifies each project as either Electric
Distribution or Electric General
Column B — | Parent Work Order | Provides the parent work order number
Number for the project.
Column C — | Description Provides a short description of the parent
work order.
Column D — | Estimated ISD Provides the estimated in-service date
(“ISD”) of the parent work order.
Column E — | 2015 Provides plant additions expected in
calendar year 2015.
Column F— | 2016 Provides plant additions expected in
calendar year 2016.
Column G — | Total Period Provides the total plant additions
(Jan. 1, 2015 — Dec. | expected in calendar year 2015 and 2016.
31, 2016)
Column H — | Category Provides a high level category to which
similar projects are assigned.

19
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Column D contains a number of dates before January 1, 2015. Why are
these dates included?
For various projects, charges can continue for a short period after the in-service
date is recognized on a work order. These charges are for recognition of the final
bills from vendors, testing of the equipment, restoration of the ground, settlement
of any disputes, and returning unused stock to inventory
Please provide a definition for the categories listed in Attachment BB-2.

The categories listed in Attachment BB-2 are used to group projects by type of

work as follows:

e “Asset Health” - includes the replacement for various parts of the
distribution system such as poles, wire, cross-arms, and protective
equipment.

e “Capacity” - includes all distribution system equipment associated with
upgrading or increasing capacity to handle system load growth.

e “CIAC” — contribution in aid to construction paid by a customer per
extension policy.

e “Equipment Purchase” — includes meters and transformers.
e “Mandates” - includes avian and poles, wire, labor, fleet, and other costs
associated with relocation of existing plant required by regulatory

agencies.

e “New Service” - includes all costs associated with extending facilities to
new customers.

20
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e “Other” - includes fleet, tools, right-of-way (“ROW”), land, and
miscellaneous costs associated with modifications or additions to the
distribution system or supporting assets.

e “Reliability” - includes all distribution system equipment associated with
upgrading or increasing capacity to maintain or improve the reliability of
the distribution system.

e “Street Lights” - includes items to support maintenance of the street light
equipment, light heads, steel poles, arms, contacts, wire, and labor
required for continuous operation.

Please describe these plant additions based on type of work.
As noted in Step 6, project requests are assigned project numbers based on the
type of work involved. The individual electric distribution plant additions by

project are listed on Attachment BB-2. The subtotals by type of work for the

24-month period are listed below in Table BB-1:

Table BB-1
Plant Additions by Type of Work (in millions)
Percent of
Category 2015 2016 Total Total

Asset Health $ 1171 $ 20.10 $ 31.81 14.76%
Capacity 61.83 38.99 100.82 46.77%
Equipment

Purchase 12.58 12.06 24.64 11.43%
Mandates 0.71 0.72 1.43 0.66%
New Service 14.98 25.37 40.35 18.72%
Other 6.85 3.42 10.27 4.76%
Reliability 0.64 0.73 1.36 0.63%
Street Lights 1.74 3.15 4.89 2.27%
Total $111.03 | $ 104.53 $ 215.56 100 %

21



10

11

12

13

14

15

16

17

18

Case No. 15-00139-UT
Direct Testimony
of
Brad Baldridge

Please describe the cost drivers for each type of work.

Each type of work represents a unique group of similar projects. The projects can
be routine or specific, discretionary or non-discretionary. Significant items
include costs associated with new customers, increased capacity requirements,
reconstruction of existing facilities, street light expenditures, equipment purchases
(meters, transformers) and fleet vehicles.

New Service: New service projects comprise approximately $40.35
million, or 18.72 percent, of the 24-month forecasted plant additions. $38.48
million of the $40.35 million in this category is for routine overhead new
extensions and routine underground new extensions. Projects required to support
this growth include the installation of feeders, primary and secondary extensions,
and service laterals. $1.87 million is for specifically identified projects.

Capacity: Distribution line and substation capacity projects comprise
approximately $100.82 million, or 46.77 percent, of the forecasted plant
additions. These projects include infrastructure work related to increasing feeder
and substation capacity to mitigate equipment overloads. This work generally

spans multiple years and is necessitated by increased load either from existing

customers or new customers. In addition, meeting the new transmission power
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factor requirements increases the cost of new distribution substations and capacity
upgrades. Of the $100.82 million in capacity plant additions shown in Table
BB-1, the majority of the distribution line and substation projects are specific
projects and total $94.06 million. The remainder, or $6.76 million, are designated
as routine and include overhead reinforcements and underground reinforcements.

Street Lights: Street light projects are $4.89 million, or 2.27 percent, of
the 24-month planned plant additions. Street light capital projects are largely
driven by new customer growth, road projects, normal wear and tear, and damage
repair or replacement. These projects also include the installation, removal, and
replacement of street/area lighting as required by construction standards and
SPS’s tariffs.

Asset Health: Projects classified as asset health are related to
infrastructure that is experiencing high failure rates and, as a result, negatively
impact reliability of service and increase O&M expenditures. The 24-month plant
additions related to Asset Health total $31.81 million, or 14.76 percent, of the

requested additions. $5.60 million is related to specific projects and $26.21

million relates to routine projects.
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Reliability: Because providing reliable customer service is a priority,
Distribution assets are monitored to ensure that they provide reliable service
throughout the year. When poor performing assets are identified, projects that
will improve asset performance are included in the budget. A total of $1.36
million, or .63 percent, of the 24-month planned plant additions relates to
reliability projects.

Mandates: Mandated projects are required to meet Federal, State, or
local requirements. These projects include avian protection, relocating facilities
that are in direct conflict with street expansions within public right-of-ways, and
safety-related work required by a governing authority. These projects are
normally identified during planning meetings with local operating areas.
Mandated projects comprise approximately $1.43 million, or .66 percent, of the
24-month planned plant additions. These projects are monitored monthly and
adjustments are made based on customer requests.

Equipment: Equipment purchases for SPS total $24.64 million and make
up 11.43 percent of the 24-month planned plant additions. Although equipment

purchases are classified as a type of work, they include purchases of electric

transformers ($20.23 million) and meters ($4.51 million). The main drivers of the
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budget for transformers and meters are replacements due to normal wear and tear,
emergencies, new customer growth, and increased transformer prices associated
with the efficiency standards, raw materials, manufacturing, and delivery.
Other: Funding is needed for requirements other than the actual
construction of facilities. Those requirements are:
e Fleet — The fleet budget comprises approximately $5.46 million of the
forecasted plant additions classified as “other.” It is necessary to

replace vehicles and equipment that have become less reliable over
time and costly to maintain.

® Right-of-Way — Capital forecasted plant additions associated with
obtaining right-of-ways and easements are planned at $1.22 million for
the 24-month period.

Other capital requirements — Capital forecasted plant additions associated with
special tools and locate costs are estimated at $3.47 million for the 24-month
period.

Your testimony previously explained how the Distribution Utility business
area develops cost estimates for proposed capital projects. Can you please
describe how cost estimates were developed for the Battle Axe Feeder and
Sage Brush Substation projects, which are the largest specific capital
projects in New Mexico proposed by the Distribution Utility business area?
The Battle Axe feeder estimates are based on historical costs of comparable

projects utilizing standard construction. A variable in the estimate, conductor
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size, was determined utilizing known load requests. Once the conductor size was
determined, estimates were created on a per mile basis.

The Sage Brush Substation project was specifically scoped based on the
required technical specifications required for the substation. Estimates were
based upon current costs for items such as engineering and construction (labor),
materials, communications, and ROW. Once current costs were determined, a
corporate escalation factor was applied to account for inflation and estimate future
costs.

In addition to specific projects, does the Distribution Utility business area
develop a general capital budget?

Yes. Distribution Utility develops a routine or “blanket” capital budget.

How are routine or blanket budgets developed?

The budget for electric new service routine work is developed using a cost per
meter methodology. This process begins with developing a forecast for the
number of new meter sets for each local operating area. Inputs and assumptions
are also developed that reflect inflation factors used in determining the assumed

increase or decrease in the components that make up the new business costs. The

factors (labor, non-labor, contractor, material, equipment, and fleet inflation rates,
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bargaining labor increases and corporate overhead rates) reflect both corporate
and operating company rates. Historical data is used to determine the major
drivers or components that make up new business costs. The components are:
labor (both company and contracted), labor loadings, material (excluding meters
and transformers), equipment, transportation, overheads and other costs. Using
these components, SPS then develops a cost per meter component matrix for each
local operating area. The matrix provides SPS with the ability to apply the related
inflation factors to the specific components that make up the overall cost per
meter. SPS also uses this data for variance analysis against what actually
occurred during the year. The variance analysis allows SPS to determine which
components account for the difference in the forecast versus actual expenditures.

After the preliminary forecast has been determined, the data is reviewed

with management in each local operating area to determine if there will be
substantial changes in the operations (e.g., crew mix, major projects, and labor
issues). Pending the outcome of these reviews, adjustments are made to the

preliminary forecast and the proposed routine budgets are submitted for final

approval.
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The budget for electric reconstruction routine blankets uses the averages
of historical values escalated by the corporate inflation rate (around 2% per year)
to determine expected levels of spend. This total expected budget is then
allocated to each service area using the average historical ratio of the past five
years. The allocation is adjusted to ensure unique, one-time projects in a service
area do not impact the calculation of the average five-year historical expenditures.

Routine project requests such as new business growth, reinforcements or
rebuilds, include a five-year expenditure history and estimated in-service in the
request. This routine grouping of projects serves to allocate funding for
performing core business functions, such as connecting new customers,
reconstruction of facilities, street lights expenditures, funds for the purchase of
new meters, transformers and fleet.
Have you assessed the reasonableness of the forecast used to determine the
forecasted plant additions for 2015 and 2016?
Yes. The February 2015 forecast for 2015 and 2016 was developed following a
process that is well defined. The forecast can be broken down into two

components. The first component consists of investments associated with adding

new customers to the system, including the equipment purchases and installation
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costs and required reconstruction investments for road moves and non-
discretionary capacity projects. Other costs of doing business are also included in
this component such as fleet purchases, tool and equipment purchases, street
lighting, right of way work and facility locates. Each of the categories included in
this component are budgeted based on both historical analysis of actual spend and
forecasts which include adjustments to those historical trends. Given the increase
in material costs seen over the past few years, historical trends are helpful in
identifying expected quantities (number of meters or number of transformers or
feet of cable), but forward cost analyses are required for accurate expected costs.

The second component of the forecast consists of investments associated
with maintaining the health and reliability of the distribution assets already in
service. Reliability and capacity programs, such as the Feeder Performance
Improvement Program and substation and electric capacity projects, are funded
through this component. Projects that are necessary to maintain current levels of
service (which require adequate capacity) are also included as such projects are
identified due to realized or anticipated load growth on the existing infrastructure.

Individual projects are analyzed and prioritized so that the most significant work

is funded first. The specific projects are designed as mitigations to address one or
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more quantifiable risks to the health of the distribution system. The prioritization
of this work involves a risk-adjusted benefit-cost analysis that is objective and
consistent across all lines of business. Quality assurance checks are maintained
throughout the prioritization process with peer-reviews and inter-departmental
reviews.

Does SPS expect to experience load growth between the end of the Base
Period and the Test Year?

Yes. SPS is expecting to continue to serve growth in 2016 by constructing an
estimated 163 miles of new distribution line. The forecasted construction is
required to serve the continued growth in New Mexico. SPS has constructed 380

miles of distribution line since 2011. Table BB-2 below shows the distribution

miles by year.

Table BB-2
Year Miles
2011 35
2012 75
2013 130
2014 140
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Please explain the process the Distribution Utility business area follows to
manage capital costs.
The budgeting department within the Distribution Utility business area monitors
all distribution capital dollars to ensure that authorized projects align with the
established forecast. Actual spending compared to forecasted levels is monitored
on a regular basis.
What incentives are in place to promote the accuracy of capital additions
budgeting and spending?
All management employees in both operating areas and investment delivery have
specific budgetary goals that are incorporated into their performance evaluations.
Performance is measured on a monthly basis to ensure adherence to the goals and
provide for action plan development to address variances. Performance
management plans for all directors and managers include a metric associated with
their capital spend. This metric is designed to develop accurate capital project

costs and manage the planned capital additions. The scorecard for SPS also

contains a Key Performance Indicator associated with capital project accuracy.
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Are the Distribution Utility capital additions presented in Attachment BB-2
reasonably reflective of what you expect SPS to place in service during the

24-month period between January 1, 2015 and December 31, 2016?

Yes.
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VOLTAGE CONVERSION COSTS AND CORRECTED ALLOCATION OF
FIVE DISTRIBUTION-RELATED FERC ACCOUNTS

What topic do you address in this section of your testimony?
I address two adjustments to Distribution Utility O&M expense for the Test Year:
(1) a $700,000 increase in voltage conversion costs from the Base Period to the
Test Year; and (2) the allocation of costs during the Base Period for five FERC
accounts that should be corrected to appropriately assign costs to the jurisdictions
that benefit from the work related to these costs.
Turning first to the voltage conversion costs, what has caused the increase in
costs related to voltage conversions?
Due to ROW constraints found throughout SPS’s service territory in New
Mexico, voltage conversions of existing circuits are required for some projects to
support new growth. Increasing the voltage on certain, identified circuits will
allow SPS to increase its capacity in order to allow expanded service to be
provided from the existing lines without the need to acquire additional ROW and
construct additional lines. SPS expects to continue to make these voltage level
conversions, and incur costs associated with the conversions, each year for the

next several years.
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Please describe the circuits where voltage conversions will be necessary.
SPS is experiencing load growth on circuits out of substations Ochoa and
Whitten. These circuits are built at 12.47kV. In order to meet load growth in the
area, SPS is building a new substation, Battle Axe Substation, which will be
constructed at 22.9kV. The Battle Axe circuits will tie to the existing circuits out
of Ochoa and Whitten. Circuit ties will allow load to be transitioned from Ochoa
and Whitten substations to Battle Axe substation for growth as well as for
restoration.  In order to limit SPS’s impact to the land and to limit the required
ROW, SPS will utilize portions of existing Ochoa circuits and Whitten circuits.
This will require that 15 miles of these circuits be converted from 12.47kV to
22.9kV. SPS estimates that the cost of labor and materials for the voltage
conversion will be $700,000. The majority of this amount is based on the cost of
labor necessary to improve insulation on the distribution lines to accommodate a
higher voltage level, at an average cost per mile.
Is the increase for voltage conversion costs reasonable and necessary?
Yes. This increase is reasonable and represents the level of distribution utility

business spending on voltage conversions needed to support growth in these tight

ROW areas.
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Turning next to the corrected allocation of costs collected in five distribution-
related FERC accounts, which five accounts are affected?
The five FERC accounts are Accounts 581-Load Dispatching, 582-Station
Expenses, 585-Street Lighting and Signal System Expenses, 587-Customer
Installation Expenses, and 592-Maintenance of Station Equipment.
Please explain the corrected allocation for these accounts for the Test Year.
In 2015, the Distribution Operations organization determined that costs charged to
work orders that are booked to these five FERC accounts were established in the
accounting system to record costs directly to the Texas jurisdiction and none to
any other jurisdiction. However, the costs charged to these work orders benefit
the entire distribution system, which serves both the New Mexico and Texas retail
jurisdictions, and thus should be allocated between the two retail jurisdictions.
This correction was made in the cost of service as discussed by SPS witness Mr.
Freitas.
What is the effect of the allocation adjustment to the five FERC accounts?
The New Mexico distribution O&M is approximately $1.1 million higher with the

allocation method applied than if the charges were inappropriately charged

directly to the Texas jurisdiction.
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Is the correction to the five FERC accounts reasonable and necessary?

Yes. The correction appropriately assigns costs to the jurisdictions that benefit

from the work related to these costs.
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PROPOSED TARIFF MODIFICATION TO ADDRESS REQUESTS TO
RELOCATE FACILITIES

What topic do you discuss in this section of your testimony?

In this section of my testimony, I support a proposed rule tariff addition, Tariff
No. 27. This new rule tariff addresses requests for SPS to temporarily or
permanently relocate its facilities.

Does SPS receive requests to relocate, either temporarily or permanently, its
facilities?

Yes. SPS receives these types of requests on a regular basis. For example, SPS
receives requests to raise distribution lines to allow oil field equipment to pass
under those lines.

Does SPS experience difficulty sometimes in undertaking such requests for
relocation?

Yes. Sometimes fulfilling these types of requests can be challenging due to a lack
of notice or availability of personnel, or both. In addition, it is important to
ensure SPS is completely reimbursed for performing this type of work by the
requestor. SPS witness Richard M. Luth proposes a new tariff provision (Rule

Tariff No. 27, Temporary or Permanent Relocation/Modification of Company
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Facilities and Fees) that specifically addresses these types of requests and
addresses these types of issues.

Does proposed Rule Tariff No. 27 sufficiently address the issues SPS has
encountered in responding to requests to temporarily or permanently
relocate its facilities?

Yes. The proposal requires sufficient notice (i.e., at least seven days prior) and
requires payment of the costs incurred by SPS from the entity requesting the

facilities be relocated. At the same time, the provision allows SPS flexibility as

necessary to respond to special facts or circumstances.
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VI. CONCLUSION

Were Attachments BB-1 through BB-3 and the Schedules in the RFP that
you sponsor prepared by you or under your direct supervision and control?
Yes.

Do you incorporate the RFP Schedules you sponsor into your testimony?

Yes.

Does this conclude your pre-filed direct testimony?

Yes.
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STATE OF TEXAS )
) ss.
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BRAD BALDRIDGE, first being sworn on his oath, states:

I am the witness identified in the preceding direct testimony. I have read the
testimony and the accompanying attachments and am familiar with their contents. Based
upon my personal knowledge, the facts stated in the testimony are true. In addition, in
my judgment and based upon my professional experience, the opinions and conclusions
stated in the testimony are true, valid, and accurate.

AW,
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SUBSCRIBED AND SWORN TO before me this 4- '7 day of May, 2015.

~ Drana 1. @MW

Notary Public, State of Texas
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Southwestern Public Service Company

Workpapers to Attachment BB-2

Percent of

Category 2015 2016 Total Total

Asset Health $11.71 $20.10 $31.81 14.76%
Capacity 61.83 38.99 100.82 46.77%
Equipment Purcha: 12.58 12.06 24.64 11.43%
Mandates 0.71 0.72 1.43 0.66%
New Service 14.98 25.37 40.35 18.72%
Other 6.85 3.42 10.27 4.76%
Reliability 0.64 0.73 1.36 0.63%
Street Lights 1.74 3.15 4.89 2.27%

Total $111.03 $104.53 $215.56 100%

Category 2015 Routine | 2015 Specific | 2016 Routine | 2016 Specific | Total Specific| Total Routine
Asset Health $11.16 $0.55 $15.05 $5.05 $5.60 $26.21
Capacity 2.65 59.18 4.11 34.88 $94.06 $6.76
Equipment Purcha 12.58 0.00 12.06 0.00 $0.00 $24.64
Mandates 0.71 0.00 0.72 0.00 $0.00 $1.43
New Service 13.11 1.87 25.37 0.00 $1.87 $38.48
Other 6.27 0.58 2.80 0.62 $1.20 $9.08
Reliability 0.64 0.00 0.73 0.00 $0.00 $1.36
Street Lights 1.74 0.00 1.88 1.26 $1.26 $3.62
Total $48.85 $62.18 $62.71 $41.81 $103.99 $111.57 | $215.56 |
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