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GLOSSARY OF ACRONYMS AND DEFINED TERMS

Acronym/Defined Term

ADIT

AFUDC

Alliance
ARAM

Base Period

Carlsbad

Commission

CWIP
FERC
GAAP
Harrington
IRS

MACRS

Moore County

Operating Companies

Meaning

Accumulated Deferred Income Tax

Allowance for Funds Used During
Construction

Alliance Consulting Group
Average Rate Assumption Method

October 1, 2019 through September 30,
2020

Carlsbad Generating Station

New Mexico Public Regulation
Commission

Construction Work in Progress

Federal Energy Regulatory Commission

Generally Accepted Accounting Principles

Harrington Generating Station
Internal Revenue Service

Modified Accelerated Cost Recovery
System

Moore County Generating Station

Northern States Power Company -
Minnesota; Northern States Power
Company - Wisconsin; PSCo; and SPS



Acronym/Defined Term Meaning

PSCo Public Service Company of Colorado, a
Colorado corporation

RFP Rate Filing Package

RWIP Removal Work in Progress

Sagamore Sagamore Wind Project

SPS Southwestern Public Service Company, a

New Mexico corporation

Technical Update Depreciation update study supported by
Dane A. Watson

Test Year Historical Test Year Period consisting of the
Base Period and further incorporating all
proper adjustments and capital additions

Tolk Tolk Generating Station
USOA Uniform System of Accounts
WBS Work Breakdown Structure
Xcel Energy Xcel Energy Inc.

XES Xcel Energy Services Inc.
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. WITNESS IDENTIFICATION AND QUALIFICATIONS

Please state your name and business address.

My name is Mark P. Moeller. My business address is 401 Nicollet Mall,
Minneapolis, Minnesota 55401.

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”). SPS is a wholly-owned electric utility subsidiary of
Xcel Energy Inc. (“Xcel Energy™).

By whom are you employed and in what position?

I am employed by Xcel Energy Services Inc. (“XES”), a wholly-owned subsidiary
of Xcel Energy, as Director, Capital Asset Accounting.

Please outline your responsibilities as Director, Capital Asset Accounting.

| lead the Capital Asset Accounting department, and | am responsible for various
capital asset functions associated with accounting, reporting, tax and rate proposals
involving depreciation for SPS and other Xcel Energy Operating Companies,*

including:

1 The Xcel Energy Operating Companies are Northern States Power Company, a Minnesota

corporation; Northern States Power Company, a Wisconsin corporation; Public Service Company of
Colorado, a Colorado corporation (“PSCo”); and SPS.

1
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e The capital investment cost recovery process, which includes the
development of detailed actuarial analyses, the preparation of regulatory
filings with the various state and federal rate regulatory commissions, and
the drafting of expert testimony to support recovery levels in rate
proceedings;

e The accounting for and reporting on the nuclear plant decommissioning
funding process, which includes the development of detailed engineering
cost studies with a complete financial and economic analysis to develop
detailed regulatory filings to establish the ratepayer funding level necessary
to accumulate the total future decommissioning cost requirement;

e The plant asset-related ratemaking process, which supports the rate filings
for all of the Xcel Energy Operating Companies’ retail and wholesale
jurisdictions; and

o Xcel Energy’s capitalization policy, including policy development, policy
interpretation, and alignment with Generally Accepted Accounting
Principles (“GAAP”) and Federal Energy Regulatory Commission
(“FERC?”) principles and requirements.

Please describe your educational background.

| graduated from Saint John’s University in Collegeville, Minnesota, with a
Bachelor of Science degree in Accounting in 1989, and | received a Master of
Business Administration degree from the University of Minnesota, Carlson School
of Management, in 1996.

Please describe your professional experience.

Since January 2019, | have been employed as Director, Capital Asset Accounting.

Prior to this role, | served in several other financial director and manager roles at
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XES, including Corporate Accounting; Financial Process Governance and
Performance; Financial Performance and Reporting; and Financial Controls. | led
the implementation of Xcel Energy’s conversion from its JDE general ledger
system to an SAP general ledger system in 2016, and | previously led Xcel Energy’s
implementation of Sarbanes-Oxley compliance processes in 2003. | have been
employed at XES since April 2003.
Do you hold any professional licenses?
Yes. | am a CPA certificate holder but am not an active CPA.
Have you testified before any regulatory authorities?
Yes. | testified before the New Mexico Public Regulation Commission
(“Commission”) in Case Nos. 12-00350-UT? and 07-00319-UT.2 | have submitted
pre-filed testimony in several other cases before the Commission and in cases

before the Public Utility Commission of Texas. More recently, | have submitted

pre-filed testimony on behalf of PSCo in several FERC proceedings.

2 In the Matter of Southwestern Public Service Company’s Application for Revision of Its Retail

Rates Under Advice Notice No. 245, Case No. 12-00350-UT, Direct Testimony of Mark P. Moeller (Dec. 12,

2012).

3 In the Matter of Southwestern Public Service Company’s Application for Revision of Its Retail

Electric Rates Pursuant to Advice Notice Nos. 208 and 209, and All Associated Approvals, Case No.
07-00319-UT, Rebuttal Testimony of Mark P. Moeller (Mar. 28, 2008).

3
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ASSIGNMENT AND SUMMARY OF TESTIMONY AND
RECOMMENDATIONS

Q. What is your assignment in this proceeding?

A | have several assignments in this testimony:

I summarize the capital additions that SPS either has closed to plant-in-
service or expects to close to plant-in-service during the period from
October 1, 2019 through February 28, 2021. 1 also support the plant
balances and certain plant-related expenses for the development of rate base
and revenue requirements for the Test Year;*

I introduce the other SPS witnesses who support the reasonableness and
necessity of SPS’s capital additions, and | describe how the capital additions
and certain plant-related expenses are recorded on SPS’s books;

I calculate the ending balances for SPS’s plant accounts, and | apply the
depreciation rates calculated by SPS witness Dane A. Watson to those plant
account balances to develop SPS’s proposed depreciation expense;

| describe SPS’s adjustment to “unblend” the accumulated depreciation
reserve balance, which is necessary to ensure that New Mexico retail
customers receive credit for the depreciation expense that they have paid in
prior years, and | explain how certain dismantling costs are reflected in the
depreciation reserve balances; and

I explain how SPS’s Accumulated Deferred Income Tax (“ADIT”) balance
arises and how the depreciation “unblending” adjustment affects that ADIT
balance.

4 The Base Period in this case is the 12-month period from October 1, 2019 through September 30,
2020. The Test Year encompasses the same 12-month period, but it also incorporates the adjustments and
incremental capital additions that SPS is seeking approval of in this case.

4



Case No. 20-00238-UT
Direct Testimony
of
Mark P. Moeller

In addition, I sponsor or co-sponsor Schedules B-1, B-2, B-3, B-4, B-5, B-6, C-1,

C-2, C-3, F-1, H-7, H-9, H-10, H-12, H-13, J-1, P-2, and P-3 in SPS’s Rate Filing

Package (“RFP”).

Please summarize the recommendations in your testimony.

For the reasons set forth in my testimony, | recommend that the Commission:

authorize SPS to increase its New Mexico retail net plant balance by
$569,598,464 ($1,734,569,080 total company) to reflect: (1) new capital
investment that closed to plant-in-service during the period from October 1,
2019 through September 30, 2020, and (2) new capital investment that
either has closed or is expected to close to plant-in-service during the period
from October 1, 2020 through February 30, 2021;

approve SPS’s request to recover New Mexico retail annualized
depreciation and amortization expense of $116,017,398 ($383,230,543 total
company), which was calculated using the plant account balances that |
sponsor and the depreciation rates supported by Mr. Watson;

approve SPS’s proposed restatement of its New Mexico retail accumulated
depreciation reserve to reflect the Commission’s authorized depreciation
rates (the unblending adjustment) and the dismantling costs that SPS has
incurred. The Base Period depreciation reserve adjustment, which increases
the New Mexico retail financial depreciation and amortization reserve by
$34,224,764 ($121,036,122 total company), is reasonable and reflects the
continued acceptance of a routine adjustment to unblend the depreciation
reserve; and

authorize SPS to calculate its New Mexico retail ADIT balance in a way
that incorporates the unblending adjustment and uses a composite federal
and state tax rate.
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How were New Mexico retail jurisdictional amounts in your testimony and
attachments calculated?

Throughout this testimony, | quantify the expense and asset amounts on a New
Mexico retail basis based upon the jurisdictional allocation percentages that SPS
witness Stephanie N. Niemi uses to develop the New Mexico retail revenue
requirement reflected in her Attachment SNN-6. Ms. Niemi is responsible for
calculating jurisdictional allocation percentages that apply to the various cost
components in the cost of service. My staff and | conferred with Ms. Niemi and
her staff to determine the New Mexico retail jurisdictional amounts presented in
my testimony and attachments. If the percentages used to allocate amounts to the
New Mexico retail jurisdiction change, those new allocation percentages will need
to be applied to the total company numbers to derive updated New Mexico retail
amounts. Attachment MPM-1 contains the total company numbers and the
jurisdictional percentages used to derive the New Mexico retail amounts in my
testimony.

Were Attachments MPM-1 through MPM-7 prepared by you or under your
direct supervision and control?

Yes.
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Were the RFP schedules that you sponsor or co-sponsor prepared by you or
under your direct supervision and control?
Yes.
Do you incorporate into your testimony the RFP schedules that are sponsored

or co-sponsored by you?

Yes.
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1. ESTABLISHMENT OF PLANT BALANCES

Are you involved in the development of net plant balances used to determine
the Base Period and Test Year rate bases?

Yes. My department, Capital Asset Accounting, is responsible for all aspects of
the fixed asset accounting for SPS. It has developed and provided the information
regarding plant balances used in the rate base and revenue requirement analyses
presented by Ms. Niemi.

What standards does SPS use to establish its net plant balance?

To establish the net plant balance, SPS follows the applicable accounting rules
established by GAAP, the Uniform System of Accounts (“USOA”) established by
FERC for public utilities, and the policies and guidelines established by XES’s
Capital Asset Accounting Department. The Commission rules require that SPS
maintain its books and records in compliance with the USOA.®

How do plant additions affect rate base?

Insofar as plant is concerned, rate base has two main components: the plant-
in-service balance and the accumulated-provision-for-depreciation balance. Plant

additions increase the amount of plant in rate base, whereas annual depreciation

° 17.3.510.10(A), NMAC.
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expense is added to the accumulated provision for depreciation, which causes rate
base to decrease. If plant additions were equal to depreciation expense in a given
year, the plant-related rate base would remain constant. If plant-related rate base
increases from one year to the next, it is because plant additions exceed the
depreciation expense.
Are the additions to rate base typically equal to the capital expenditures in a
given year?
No. The changes to plant rate base for a given year reflect the original cost of assets
placed in service during that year, regardless of when the utility spent the capital to
construct or acquire the assets. In contrast, capital expenditures during a given year
include the outlays for capital projects during that year, including amounts spent
for Construction Work in Progress (“CWIP”) and Removal Work in Progress
(“RWIP”). Thus, for example, amounts spent in 2019 for an asset placed in service
in 2020 would be classified as capital expenditures in 2019 but would not be
classified as plant-in-service until 2020.
Please describe what you mean when you refer to CWIP and RWIP.
CWIP is an account used to gather all construction-related costs together as those

costs are incurred during the construction of an asset. The accumulation of the

construction expenditures continues until the asset is used and useful, which is

9



10

11

12

13

14

15

16

17

18

19

Case No. 20-00238-UT
Direct Testimony
of
Mark P. Moeller
typically when the asset is placed into service. At that time, the accumulated
balance is transferred from the accumulated CWIP balance to the plant-in-service
balance. In short, CWIP expenditures are for future assets that will become plant
additions on the in-service date of the project. RWIP expenditures are for the
removal of assets and are recorded as accumulated depreciation when the costs
occur.
Is CWIP part of SPS’s Base Period or Test Year rate base in this case?
No. Amounts are not included in rate base until the asset is fully constructed and
closed to plant in-service, at which time the balance ceases to be classified as
CWIP. When an asset is placed in service and thereby deemed used and useful, the
accumulation of construction charges is closed to plant in-service, FERC Account
106, Construction Completed Not Classified (a holding account once the asset is in
use but not yet unitized) and FERC Account 101, Electric Plant in-Service (the
account where the asset is recorded when unitized).
If CWIP is not included in rate base, why are you discussing it in your
testimony?
CWIP is the basis for developing all plant balances and plant-related information
in this case. The process of moving a construction project from CWIP to plant in-

service based on the project’s in-service date produces the plant additions that then

10
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form the basis from which all other plant-related information can be derived. Stated
otherwise, even though CWIP and the Allowance for Funds Used During
Construction (“AFUDC”) are not components of rate base or the revenue
requirement in this case, it is necessary to show the development of CWIP and
AFUDC balances because they are instrumental in determining plant additions.
Please describe how closings to plant-in-service are determined.
For projects with an individually assigned work order, closings to plant-in-service
are determined based on the actual in-service date on the work order. At the in-
service date, the accumulated CWIP expenditures for the project are moved to plant
in-service, accrual of AFUDC is stopped, and book depreciation begins. Typically,
charges can continue for a short period after the in-service date on a project. 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.

For workorders that are routinely completed, such as the extension of
service to new customers, SPS typically closes them on a monthly or quarterly

basis. These workorders are highly standardized and are typically completed in

days or a few weeks, as opposed to months or years for discrete projects. Thus, for

11
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example, all routine work completed during a month may be closed to plant in

service on the last day of that month.

12
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IV. SPS’S REQUESTED CAPITAL ADDITIONS

Please describe the capital additions that SPS seeks to include in net plant
balances as part of this proceeding.
SPS is seeking Commission authority to adjust its net plant balances to include the
capital additions closed to plant-in-service during the Base Period, which is the
twelve-month period from October 1, 2019 through September 30, 2020. SPS also
seeks to include in net plant balances the capital additions that have closed to plant-
in-service or that are expected to close to plant-in-service during the five-month
period from October 1, 2020 through February 28, 2021.

Each of those capital additions originates from one of five different business
areas. The witnesses listed in Table MPM-1 (next page) provide direct testimony
to support SPS’s need for the plant additions associated with their respective

business areas:

13



Case No. 20-00238-UT
Direct Testimony
of
Mark P. Moeller

Table MPM-1
Witness Types of Capital Additions
Mark Lytal Production and related general plant
Jared J. Cooley Transmission and related general plant
Casey S. Meeks Distribution and related general plant
Lawrence A. Bick General plant related to facilities and
property services and physical security
Michael O. Remington General plant related to information
technology and software

How does your testimony relate to the witnesses who support the specific
business area capital additions?

My group, which is responsible for all aspects of fixed-asset accounting, compiles
the raw accounting data and provides that information to business area witnesses,
who support the need for, and prudence of, capital additions related to their
individual business areas. Those witnesses discuss the analyses and review
processes that their respective business areas perform to ensure that the capital
expenditures are reasonable and necessary. The capital expenditures incurred or

forecasted by the business areas provide the foundation for the development of

14
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plant amounts. After those witnesses have determined the amounts of capital
investments, my department is responsible for the calculations of plant-related
balances and expenses, such as AFUDC, depreciation expense, and deferred
income taxes.

What is the amount of SPS’s requested capital additions?

The capital additions closed to the New Mexico retail plant-in-service balance
during the period from October 1, 2019 through September 30, 2020 totaled
$165,461,863 on a New Mexico retail basis ($497,979,366 total company). The
capital additions that have closed or are expected to close to the New Mexico retail
plant-in-service balance during the period from October 1, 2020 through
February 28, 2021 total $404,136,631 on a New Mexico retail basis
(%$1,236,589,713 total company).

Have you prepared a list of SPS’s capital additions closed to plant-in-service
during the Base Period?

Yes. Attachment MPM-2 is a list of SPS’s capital additions for the period from
October 1, 2019 through September 30, 2020. Each business area witness provides

the same information that is contained within Attachment MPM-2, but those

15
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witnesses’ attachments contain only the information for the plant additions placed

in service by their respective business areas.

Please describe the information contained in Attachment MPM-2.

Attachment MPM-2 contains the information listed in the following table:

Table MPM-2
Column A — | Asset Class Identifies the type of asset.
Column B — | Witness Identifies the witness supporting the
project.
Column C — | Project Category Provides the project category that is
descriptive of the project’s type.

Column D — | Work Breakdown Provides the WBS Level 2 number
Structure (“WBS”) for the project.
Level 2 Number

Column E — | Project Description Provides a short title for the WBS
(WBS Level 2 Level 2 number for the project.
Description)

Column F— | Additions to Plant-in- | Provides the Total Company dollar
Service (October 1, amount for the plant additions for
2019- September 30, | the period October 1, 2019 through
2020) Total Company | September 30, 2020.

Column G — | Additions to Plant-in- | Provides the New Mexico retail
Service (October 1, dollar amount for the plant additions
2019- September 30, | for the period October 1, 2019
2020) NM Retail through September 30, 2020.

16
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Columns D and E of Attachment MPM-2 both contain what you have referred
to as “Work Breakdown Structure,” or “WBS,” levels. Can you explain what
a WBS is and describe the WBS levels in more detail?
Yes. A WBS is a hierarchical model for structuring either a project or aggregation
of similar work that allows it to be organized into logical components for planning,
executing and reporting. SPS plans, tracks, and analyzes its capital projects using
WBS levels, with a particular project or sub-project being designated as WBS
Level 1, WBS Level 2, WBS Level 3, or WBS Level 4. WBS Level 1 is the most
high-level project or major category of work, with each of the other WBS levels
being used for more specific sub-projects.
Can you provide an example of how the WBS levels are used?
Yes. WBS Level 1 is used for a complete project, such as the Oil Patch
Infrastructure Expansion (OPIE) A.0001189 transmission project. That WBS
Level 1 project includes the entire transmission line project, including the land
purchases for substations, the easement acquisitions for the transmission line, the
construction of substations, the placement of the poles and wires, and many more
piece-parts of the overall WBS Level 1 project.

A WBS Level 2 project is a subset of a WBS Level 1 project used for

planning and tracking the different parts of the project. For example, lines 252,

17
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255, 312, and 465 of Attachment MPM-2 list four discrete WBS Level 2 projects
related to the lines and substations for the OPIE project:

e A.0001189.011 OPIE Draw-Phantom 345 ROW

e A.0001189.009 OPIE Phantom Roadrunner 345 ROW

e A.0001189.007 OPIE Phantom Sub Land

e A.0001189.005 OPIE PhantomU28retermROW Phan to Re

Each part of the OPIE project between the China Draw and Phantom terminals is
budgeted and tracked at this level, but the costs of the WBS Level 2 substation
projects are encompassed within the costs of the WBS Level 1 OPIE transmission
project.

Lower WBS levels are assigned to yet more granular levels of work on the
overall project. For example, WBS Level 4 work orders consist of the Planning,
Procurement, and Construction associated with a single in-serviceable asset or
group of assets within the overall WBS Level 2 projects. Again, these WBS Level
4 project costs are encompassed within their related WBS Level 2 project and roll
up to the WBS Level 1 cost for the overall OPIE transmission project. WBS Level

4 is the lowest level at which individual assets can be placed into service.

18
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Are the costs for all of the WBS levels incurred at the same time?

No. The costs for the entire WBS Level 1 OPIE transmission project span several
years and encompass multiple WBS Level 2 projects. In contrast, the costs incurred
to construct the different WBS Level 2 projects, like the substation work, may
extend over just a few months or up to several years, but on different timelines.
The costs associated with a WBS Level 4 sub-project may be incurred in days,
months, or years, with the actual duration depending on the length of time between
when costs are first recorded under the workorder and when the asset being
constructed becomes used and useful.

Why are different WBS Level 2 projects within the same WBS Level 1 project
group completed and placed into service at different points in time?

The work on a large WBS Level 1 project is necessarily divided into stages, and
often into separate phases or components. System design considerations will often
dictate that different phases or components have independent in-service dates, i.e.,
the individual portions of the project will be used and useful once in service, even

before the whole WBS Level 1 project is completed.

19
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Can costs incurred for the same WBS Level 1 project be included in more than
one rate case prudency period?

Yes. Because of the time necessary to complete a WBS Level 1 project, all of the
smaller WBS Level 2 projects will not necessarily be placed in rate base in the same
rate case. That means that the same WBS Level 1 project can be included in
multiple rate cases until all of the WBS Level 2 projects are placed into service. It
is even possible that a single WBS level 2 can span multiple rate cases if individual
WABS level 4 assets are placed in service and become used and useful in different
periods.

Have you also provided a list of SPS’s capital additions for the period October
1, 2020 through February 28, 20217?

Yes. Attachment MPM-3 is a list of capital additions that SPS either has closed or
expects to close to plant-in-service during the period from October 1, 2020 through
February 28, 2021. Again, each business area witness provides the same
information that is in Attachment MPM-3, but that witness’s attachment contains
only the information about the plant additions placed in service by that respective

business area.

20
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What types of information have been provided in Attachment MPM-3?

Attachment MPM-3 contains the information listed in the following table:

Table MPM-3
Column A — | Asset Class Identifies the type of asset.
Column B — | Witness Identifies the witness supporting the
project.
Column C — | Project Category Provides the project category that is
descriptive of the project’s type.
Column D — | Project Description Provides a short title that describes
the project.
Column E — | Additions to Plant- Provides the total company dollar
in-Service (October | amount for the plant additions for the
1, 2020~ February period October 1, 2020 through
28, 2021) Total February 28, 2021.
Company
Column F — | Additions to Plant- Provides the New Mexico retail dollar
in-Service (October | amount for the plant additions for the
1, 2020~ February period October 1, 2020 through
28, 2021) NM Retail | February 28, 2021.

Are there any new capital additions that need to be called out separately?

Yes, because of the need to conserve water resources at the Tolk Generating Station

(“Tolk™), SPS intends to generate power from Tolk only during peak periods until

2032, at which time the generating units will be retired. During the off-peak

periods, Tolk will provide voltage support for the SPS transmission system by
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allowing the units to operate as synchronous condensers. Additional equipment
that will allow this capability are in the process of being installed. The synchronous
condenser equipment will be in service before February 28, 2021, and therefore the
costs that SPS incurred to install this equipment are included in Attachment MPM-
3. Mr. Lytal discusses the installation of the synchronous condenser equipment in
more detail in his testimony. Mr. Cooley also addresses the need for the
synchronous condenser equipment in his testimony.
How is the synchronous condenser equipment classified under the FERC
USOA?
The synchronous condenser assets are classified as electric transmission assets
because they are stabilizing the transmission grid and because the generators do not
generate power when the units are operating as synchronous condensers. Instead,
they reduce reactive power, which increases capacity on the transmission lines and
benefits the overall transmission grid.
Are there any capital additions that are not included in this filing?
Yes. Based on a finding in the FERC audit of XES that occurred during the Base

Period, SPS made an adjustment to remove $377,913 ($1,257,140 total company)

from rate base for software applications previously allocated to SPS.
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Q. Please describe the XES FERC audit finding.

A.  Asdiscussed in the Direct Testimony of SPS witness Ross L. Baumgarten, the
FERC audit of XES addressed the allocation of capital software to XES’s non-
utility affiliates, which affects the costs assigned to SPS. Historically, capital
costs related to software applications have been recorded to the four Xcel
Energy Operating Companies, which are the primary users of the
applications. But because other affiliate companies also receive indirect
benefits from certain corporate software applications, the FERC finding
required a retrospective adjustment, as well as a prospective change, in how
software capital costs are recorded. That ensures that all Operating Companies

and affiliates receiving direct or indirect benefits bear a portion of the capital

charges associated with the software.
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V. DEPRECIATION EXPENSE

Is SPS updating any of its depreciation rates in this proceeding?

Yes. SPS hired Alliance Consulting Group (“Alliance”) to update most of the
depreciation rates based on: (1) the investment and depreciation reserves as of June
30, 2020, and (2) the approved parameters from Case No. 19-00170-UT. The only
exceptions to those parameters are new terminal retirement dates for Tolk, the
Harrington Generating Station (“Harrington”) coal-specific assets, and Plant X Unit
3.

Why has SPS presented updated depreciation rates in this proceeding?

In SPS’s last base rate case, which was Case No. 19-00170-UT, the signatories to
the uncontested stipulation agreed to depreciation rates, but they also agreed that,
apart from certain depreciation rates for Tolk, the depreciation rates established in
Case No. 19-00170-UT were “not binding on any determination of SPS’s
depreciation rates in any future rate cases, including in the next rate case (to be filed
in or about January 2021), and SPS and the Signatories are free to take whatever

positions they deem appropriate in future rate proceedings.”® Because parties are

& In the Matter of Southwestern Public Service Company’s Application for: (1) Revision of Its Retail

Rates Under Advice Notice No. 282; (2) Authorization and Approval to Shorten the Service Life of and
Abandon Its Tolk Generating Station Units; and (3) Other Related Relief, Case No. 19-00170-UT,
Uncontested Comprehensive Stipulation at 6 (Jan. 13, 2020).
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free to support whatever depreciation rates they deem appropriate in this case for
assets other than Tolk, Mr. Watson has prepared a Technical Update to support
SPS’s proposed depreciation rates. SPS deemed a technical update to be the most
appropriate method of calculation because it integrates new agreed-upon
parameters on plant retirements, while remaining consistent with other assumptions
presented in the recently completed 2019 case.

You testified earlier that SPS is proposing new retirement dates for certain
assets. Please describe the reasons for proposing those new retirement dates.
As explained in more detail by SPS witness William A. Grant, SPS received
approval in Case No. 19-00170-UT to abandon the Tolk generating assets at year-
end 2032 because of groundwater shortages at that station. Therefore, the
Technical Update assumes an ending date of 2032 for the Tolk generating assets.
In addition, SPS is proposing in this case to change the service lives of coal-
specific assets at Harrington because of an agreement with the Texas Commission
on Environmental Quality to cease burning coal at Harrington. For purposes of
setting depreciation rates, SPS has assumed that the service lives of the Harrington

coal-specific assets will end in 2024.

25



10

11

12

13

14

15

Case No. 20-00238-UT
Direct Testimony
of
Mark P. Moeller
Finally, SPS is proposing to abandon Plant X Unit 3, which currently has a
service live extending through 2024. Consistent with these proposals, SPS asked
Mr. Watson to update depreciation rates for the Tolk, Harrington, and Plant X Unit
3 assets consistent with the revised service lives of those assets.

Q. Does the Technical Update reflect any assets for which an initial approval of
depreciation rates is being requested?

A. Yes. The Sagamore Wind Project (“Sagamore™), a 522-megawatt wind generating
facility located in Roosevelt County, New Mexico, was placed in service in
December 2020. According to Section XI of the Modified Unanimous
Comprehensive Stipulation from Case No. 17-00044-UT’, the depreciation rate
established for the Hale Wind Project in Case No. 19-00170-UT will apply to
Sagamore in the current case. Table MPM-4 summarizes the approved depreciation
rates by FERC account for Hale. The rates are based on a 25-year service life,

adjusted with impacts from applied interim retirement curves estimated at age 25

and a 1.95% negative net salvage value.

7 In the Matter of Southwestern Public Service Company’s Application Requesting: (1) Issuance of
a Certificate of Public Convenience and Necessity Authorizing Construction and Operation of Wind
Generation and Associated Facilities, and Related Ratemaking Principles Including an Allowance for Funds
Used During Construction for the Wind Generation and Associated Facilities; and (2) Approval of a
Purchased Power Agreement to Obtain Wind-Generated Energy; Case No. 17-00044-UT; Modified
Unanimous Comprehensive Stipulation, Section XI (Mar. 28, 2018).
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Q.

Table MPM-4
Average
FERC Total  Service Life Composite Accrual
Account Description Life Note (A) Net Salvage % Rate

Structures and

341 Improvements 25 24.45 -1.95% 4.17%
Fuel Holders and

342 Accessory Equipment 25 24.45 -1.95% 4.17%

343 Prime Movers 25 24.21 -1.95% 4.21%

344 Generators 25 24.06 -1.95% 4.24%
Accessory Electric

345 Equipment 25 24.82 -1.95% 4.11%
Miscellaneous Power

346 Plant Equipment 25 23.85 -1.95% 4.28%

(A) Average Service Life is affected by account level interim retirement curves estimated at age 25.

this case?

How did you develop the total depreciation expense that SPS is requesting in

SPS forecasted plant balances that accounted for known and measurable capital

additions and retirements by FERC account through February 28, 2021. For each

FERC account, SPS then applied the annual depreciation rate proposed by Alliance

to the forecasted plant balances at February 28, 2021 to arrive at the annualized

depreciation and amortization expense that SPS is requesting in this case.

by SPS in this case?

What is the total amount of depreciation and amortization expense requested

SPS requests that the Commission approve New Mexico retail depreciation and

amortization expense of $115,982,723 ($383,230,543 total company). That amount

27



Case No. 20-00238-UT
Direct Testimony
of
Mark P. Moeller

includes depreciation expense associated with capital additions placed in service
through February 28, 2021.

Have you categorized the requested amount of depreciation expense by
function?

Yes. Table MPM-5 lists the New Mexico retail and total company depreciation
expense by function.

Table MPM-5

Depreciation and
Amortization
Expense

New Mexico Retail

Depreciation and
Amortization
Expense

Total Company*

Steam Production $26,879,146 $87,476,477
Other Production 23,222,715 71,351,315
Transmission 25,935,457 104,299,824
Distribution — New

Mexico Assets 18,664,879 18,664,879
Distribution —

Texas Assets 0 30,674,360
General 13,119,177 43,630,577
Intangible 8,196,024 27,133,111
Total $116,017,398 $383,230,543

*Amounts presented in Table MPM-5 differ from amounts in Attachment SNN-5 to the
Direct Testimony of Stephanie N. Niemi due to the effects of capitalized depreciation
expense for transportation equipment.
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VI. ACCUMULATED DEPRECIATION RESERVE

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

| describe the adjustments that SPS made to its accumulated depreciation reserve.
What is an accumulated depreciation reserve?

An accumulated depreciation reserve records the cumulative amount of
depreciation expense for depreciable assets. The reserve amounts are recorded by
FERC account.

What is the relationship between depreciation rates and the balance of
accumulated depreciation?

A higher depreciation rate results in higher annual depreciation expense, and
therefore the balance of accumulated depreciation grows faster. Thus, if the
depreciation rate for an asset is, for example, 4%, there will be more accumulated
depreciation at a point in time than if the depreciation rate were 2.5%.

Are all rate-setting jurisdictions required to set the same depreciation rates?
No. Each jurisdiction sets its own depreciation rates for assets or classes of assets.
Thus, a utility operating in several jurisdictions, as SPS does, can have a different

depreciation rate in each jurisdiction for the same asset. Consequently, the
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accumulated depreciation balance will be different in each jurisdiction, even though
the utility has a blended depreciation reserve for purposes of financial reporting.
Please explain what you mean by a “blended” depreciation reserve.

The financial depreciation reserve shown on SPS’s financial books is a blend of all
of the jurisdictional depreciation rates weighted by the jurisdictional allocators for
the applicable time period. Suppose, for example, that SPS had the following
depreciation rates and jurisdictional allocators for a particular FERC account during

the period in question:

Table MPM-6
Sample Calculation of Blended Depreciation Rate
Jurisdictional Blended
Depreciation Jurisdictional Depreciation
Jurisdiction Rate Allocator Rate
Texas Retail 1.8400% 52.396% .9641%
FERC Wholesale 1.8840% 28.375% .5345%
New Mexico Retail 2.1116% 19.229% .4060%
Blended Financial 1.9047%

In this example, the blended depreciation rate for this period would be 1.9047%.
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Using the example in Table MPM-6, should New Mexico retail rates be set
using the 1.9047% blended jurisdictional allocator for this FERC account?
No. Although blending is necessary to derive a single depreciation reserve number
for financial reporting purposes, using that number for ratemaking purposes would
give jurisdictions with low depreciation rates credit for more depreciation than the
customers in those jurisdictions have paid for through rates. Conversely, it would
give customers in jurisdictions with high depreciation rates credit for less
depreciation than they have paid for through rates. In the particular example set
forth in Table MPM-6, using the reserve amount calculated using a blended
depreciation rate would give Texas and FERC customers credit for more
depreciation than they have paid for in prior rates, and it would give New Mexico
retail customers credit for less depreciation than they have paid for in prior rates.
Because the depreciation reserve is an offset to rate base, using a blended
depreciation reserve would cause the Texas and FERC rate bases to be too low and
the New Mexico rate base to be too high.
How can the utility avoid giving too much or too little depreciation credit to
the various jurisdictions for ratemaking purposes?
The utility can avoid that problem by unblending the financial depreciation reserve

to reflect each jurisdiction’s depreciation reserve, which is what SPS has done in
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this case. Unblending is necessary to ensure that New Mexico retail customers
receive credit for the depreciation expense that they have paid in prior years.
Is this a new approach to determining the depreciation reserve in a rate case?
No. SPS used this approach to determine its proposed accumulated depreciation in
its last several New Mexico base rate cases, including SPS’s last fully litigated rate
case, which was Case No. 17-00255-UT. SPS uses the same unblending approach
in its Texas base rate cases, and FERC has directed SPS to use this approach in
wholesale rate cases.
Please explain how SPS unblended the financial depreciation reserve to
achieve a New Mexico-only depreciation reserve.
SPS started with the financial depreciation reserve and calculated an adjustment to
produce a depreciation reserve, at a total company level, assuming all three
jurisdictions used the Commission-approved depreciation rates. In other words,
SPS recalculated what the total company depreciation reserve would be if all three
jurisdictions always used the same depreciation rates as those set by the

Commission. The Base Period unblending adjustment increased the New Mexico

retail financial depreciation reserve by $34,224,764 ($121,036,122 total company),
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which decreased the New Mexico retail rate base by an equivalent amount. The
details of the total company calculation are provided in Attachment MPM-7.
Has SPS made any other changes to the accumulated depreciation reserve?
Yes. As discussed in more detail by Mr. Lytal, SPS recently completed its
dismantling of the Carlsbad Generating Station (“Carlsbad”) and the Moore County
Generating Station (“Moore County”). There is unrecovered investment for both
projects, but the amounts collected through depreciation expense to dismantle each
facility was more than the actual cost to dismantle that facility. Overall, SPS has a
net under-recovery for Carlsbad investment and dismantling and a net over-
recovery for Moore County investment and dismantling. The total net over-
recovery related to the two facilities is $206,828 on a New Mexico retail basis

($673,124 total company). SPS has reallocated that over-recovered depreciation

expense amount to other SPS assets, which reduces depreciation expense.

33



10

11

12

13

14

15

16

Case No. 20-00238-UT
Direct Testimony
of
Mark P. Moeller

VIl. DEFERRED TAX ISSUES

What do you discuss in this section of your testimony?

| discuss how deferred taxes are calculated in this case and explain how the changes
that I have made to the accumulated depreciation reserve affect SPS’s deferred tax
balances.

Are you the only SPS witness that discusses deferred taxes?

No. SPS witness Naomi Koch discusses tax issues, including deferred taxes, in
more detail in her direct testimony.

What are deferred taxes?

Deferred taxes represent the difference between a utility’s tax liability using book
depreciation rates and its tax liability using tax depreciation rates.® For ratemaking
and accounting purposes, depreciation expense is recorded on a straight-line basis,
whereas depreciation expense is typically accelerated for tax purposes. Thus, in
the early years of an asset’s service life, the utility records more depreciation
expense for tax purposes than it does for book purposes. This timing difference is

then multiplied by the current tax rate to determine the current deferred tax, which

8 Book-tax timing differences can also arise in non-depreciable FERC accounts. My discussion,

however, focuses on plant accounts that are subject to depreciation and amortization.
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is added to the previously accumulated differences to create the ADIT balance.
Because depreciation is an expense that reduces taxable income, accelerating
depreciation expense reduces the utility’s taxable income relative to what it would
have been in the absence of accelerated depreciation.
Are the tax expense reductions resulting from accelerated depreciation passed
through to customers in the form of lower rates?
No. As Ms. Koch explains, flowing through the lower tax expense to customers
would result in a violation of the Internal Revenue Service’s (“IRS”)
“normalization” rules. To ensure the tax benefits arising from accelerated
depreciation are spread over the life of the asset, which ensures that all customers
receive the benefit of that depreciation and avoids a violation of normalization
rules, regulatory commissions typically set rates as though the utility were
recognizing depreciation for tax purposes on a straight-line basis, with the
difference recorded to ADIT. Like most utilities, SPS treats the ADIT balance as
a reduction to rate base.
Does SPS currently have a significant ADIT balance?

Yes. The method generally used to calculate federal tax depreciation deductions is

the Modified Accelerated Cost Recovery System (“MACRS”), which is a form of
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accelerated depreciation. At various times in recent years, however, Congress has
enacted laws to spur investment that have allowed for further acceleration beyond
the MACRS method. The various laws enacted have allowed for 30%, 50%, and
even 100% of the tax asset to be depreciated in the first year, with the remaining
investment following the MACRS method (at least for the 30% and 50%
accelerations). This additional acceleration over the MACRS method is referred to
as “bonus depreciation.” Because of the bonus depreciation, SPS currently has a
large ADIT balance relative to what it would be without bonus depreciation. That
balance reduces SPS’s rate base and thus reduces the balance on which SPS earns
a return. Part of that ADIT balance is now considered “excess ADIT” as a result
of lower tax rates produced by the Tax Cuts and Jobs Act of 2017, and that excess
ADIT will be returned to customers over the lives of the assets.
What method of calculating ADIT balances has SPS used to prepare the cost
of service for this rate case?
The ADIT balances presented in this rate case represent fully normalized federal
and state plant ADIT balances calculated using ARAM. Under this method,

deferred tax expense is calculated at the current rate, and the deferred taxes flow

back at the average of all the current rates used to set up the deferred balance. The
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calculation occurs for all years in which the tax depreciation (and deductions) is
greater than the book depreciation, and it flows back evenly over the remaining life
of the asset when the reverse occurs.

Why it important for ARAM to flow back evenly over the remaining life of the
asset?

Using ARAM assures that the impact associated with a tax rate change, either an
increase or decrease, flows back to customers over the entire remaining life of the
particular asset in question. This prevents customers in a single year from being
either disproportionately rewarded or punished by the change in tax rates. When a
tax rate is decreased, as it is in this case, the overall deferred liability is not
immediately adjusted downward, reducing the rate base offset of the deferred
liability in the current period. ARAM ensures the deferred amounts flow back at
consistent established rates.

Does the depreciation unblending adjustment that you discussed earlier have
any effect on the ADIT balance?

Yes. As explained earlier, ADIT reflects a timing difference between the book

depreciation and tax depreciation. Therefore, a change in the depreciation reserve
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to unblend depreciation affects the book depreciation balance, which in turn affects
the ADIT balance.

Have you quantified the effect of unblending on the ADIT balance?

Yes. Unblending the depreciation expense adjusts the ADIT balance by $7,572,458
on a New Mexico retail basis ($26,842,007 total company). Attachment MPM-7
shows the total company adjustment to the ADIT balance.

Did you calculate that amount by multiplying the “unblended” depreciation
balance by the current tax rate?

No. The depreciation reserve unblending adjustment discussed earlier relates to
assets that were installed and depreciated over many years. When an asset is placed
in service, it maintains the year of installation in the tax records and, in turn, the
asset is linked to the tax rules in effect for that year. These in-service years are
known as tax vintages.® Deferred tax rules have changed over time and calculating
the depreciation adjustment using only the rules in effect today would ignore all the
rules still applicable to earlier vintages. Thus, it is not nearly as simple as taking

the accumulated depreciation adjustment times the current federal tax rate.

9 SPS has tax vintages dating back to 1951.
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In addition, adjustments to ADIT in rate base that do not reflect the amounts
on SPS’s books could be perceived as not complying with the normalization
requirements of the Internal Revenue Code. As such, it is inaccurate to use a simple
calculation to unblend the ADIT portion of rate base.

In its last several rate cases, SPS has used a method to unblend the ADIT
that was designed to greatly minimize any potential normalization violation. The
financial ADIT is the appropriate balance based on the IRS normalization rules.
That said, the ADIT that is on the financial books should be fully allocated to each
jurisdiction to avoid having an over-provision or under-provision of deferred taxes
over the lives of the assets.

Does this conclude your pre-filed direct testimony?

Yes.
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VERIFICATION

On this day, December 23, 2021, I, Mark P. Moeller, swear and affirm under
penalty of perjury under the law of the State of New Mexico, that my testimony contained
in Direct Testimony of Mark P. Moeller is true and correct.
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