DOCKET NO.
APPLICATION OF SOUTHWESTERN § PUBLICUTILITY COMMISSION

PUBLIC SERVICE COMPANY FOR 8§
AUTHORITY TO CHANGE RATES 8 OF TEXAS

DIRECT TESTIMONY
KENNETH ORf MUNSELL
on behalf of
SOUTHWESTERN PUBLIC SERVICE COMPANY

(Filename: MunsellRRDirect.doc)

Table of Contents
GLOSSARY OF ACRONYMS AND DEFINED TERMS.........o oo 2
LIST OF ATTACHMENTS ...t eaaa s 4
l. WITNESS IDENTIFICATION AND QUALIFICATIONS ..., 5
1. ASSIGNMENT AND SUMMARY OF TESTIMONY AND
RECOMMENDATIONS ......oooii ettt ettt be e 8

1. TRANSMISSION CAPITAL ADDITIONS PLACED IN SERVICE
DURING THE PERIOD JANUARY 1, 2016 THROUGH MARCH 31,

A PP PP TR OPR PSPPI 12

IV.  TRANSMISSION-RELATED CAPITAL PROJECTS PLACED IN
SERVICE BETWEEN APRIL 1, 2017 AND JUNE 30, 2017........cccoceevvveiiineenns 32

V. TREND IN CAPITAL INVESTMENTS FOR TRANSMISSION
IMPROVEMENTS ... 35
AFFIDAVIT et e e re e 37
Munsell Direct — Revenue Requirement Page 1

RR 3-311 of 658

1782



GLOSSARY OF ACRONYMS AND DEFINED TERMS

Acronym/Defined Term

Meaning

EC
ERCOT
Gl
HFU
HPILS
kV

LI
NERC
NTC
OATT
OG&E
oT

RE
RFP
SPP

SPS

SR
Test Year
TI

Total Company or total
company

Economic Project

Electric Reliability Council of Texas
Generation Interconnection

Held for Future Use

High Priority Incremental Load Study
Kilovolt

Load Interconnection

North American Electric Reliability Corporation
Notification to Construct

Open Access Transmission Tariff
Oklahoma Gas & Electric

Other [a category of projects]
Reliability Projects

Rate Filing Package

Southwest Power Pool

Southwestern Public Service Company, a New
Mexico corporation

System Refurbishment
April 1, 2016 through March 31, 2017
Transmission Interconnection

Total SPS (before jurisdictional allocations)
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Acronym/Defined Term

Meaning

Update Period
Updated Test Year
WBS

Xcel Energy

XES

April 1, 2017 through June 30, 2017
July 1, 2016 through June 30, 2017
Work Breakdown Structure

Xcel Energy Inc.

Xcel Energy Services Inc.
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LIST OF ATTACHMENTS

Attachment Description
KRM-RR-1 Transmission Capital Additions for January 1, 2016

through March 31, 2017
(Filename: KRM-RR-1.xIsx)

KRM-RR-2 Transmission Capital Additions for January 1, 2016
through March 31, 2017 - Summary of Projects
(Filename: KRM-RR-2.xIsx)

KRM-RR-3 Transmission Capital Additions for April 1, 2017
through June30, 2017
(Filename: KRM-RR-3.xIsx)
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DIRECT TESTIMONY
OF
KENNETH R. MUNSELL

. WITNESS IDENTIFICATION AND QUALIFICATIONS

Please state your name and business address.

My name is Kenneth R. Munsell. My business address is 790 S. Buchanan Street,
Amarillo, Texas 79101.

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”).

By whom are you employed and in what position?

I am employed by Xcel Energy Services Inc. (“XES”) as Manager, Substation
Engineering & Design.

Please briefly outline your responsibilities as Manager, Substation
Engineering & Design.

| direct substation engineering and design activities for high voltage distribution
and transmission substations, and | provide resident technical matter expertise. |
am accountable for substation engineering and design activities related to capital
projects, and | am responsible for equipment procurement. Additionally, |
provide overall management direction for SPS’s substation engineering and
design staff in Amarillo. The duties of my staff include design of new substations
and capital additions to existing substations, procurement of substation
equipment, development of substation design standards, development of cost

estimates used for capital budget creation, and compliance with North American
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Electric Reliability Corporation (“NERC”) reliability standards. | currently
represent SPS on the Southwest Power Pool’s (“SPP”) Project Cost Working
Group and Minimum Design Standard Task Force, and | represent SPS in NERC
reliability audits.

Please describe your educational background.

| received my Bachelor of Science in Electric Engineering in 1983 from Texas
A&M University.

Please describe your professional experience.

| joined SPS as a Distribution Design Engineer in 1983, and | served in that
capacity until 1986, when | became Supervisory Engineer, Distribution Design.
In 1989, | became Supervisory Engineer, Substation Maintenance. In 1990, I
became Division Meter Supervisor, and in 1995 | became an Operations
Engineer. In 2000, | became a Transmission Account Representative. In 2002, |
became Principal Engineer, Substation Maintenance. In 2007, | became Manager,
Substation Maintenance Engineering. In 2011, | became Manager, Substation
System Performance, and in 2013, | assumed my current position, supervising the
substation engineering and design activities for high voltage distribution and
transmission substations for SPS.

Do you hold a professional license?

Yes. | am a Registered Professional Engineer in Texas and New Mexico.

Are you a member of any professional organizations?

Yes. | am a member of the Institute of Electrical and Electronics Engineers.
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Have you filed testimony before any regulatory authorities?

Yes. | have filed testimony before the Public Utility Commission of Texas in
Docket No. 44671, on the subject of transmission assets and costs of transmission
activities, and in Docket No. 45524, SPS’s most recent base-rate case, regarding
Transmission and Substation capital additions. | have also filed testimony before
the New Mexico Public Regulation Commission in SPS’s most recent base rate
case, Case No. 16-00269-UT, regarding Transmission and Substation capital

additions and Transmission Operations and Maintenance expense.
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Il. ASSIGNMENT AND SUMMARY OF TESTIMONY AND
RECOMMENDATIONS

What is your assignment in this proceeding?
I will review and provide cost data for the Transmission-related capital additions
that SPS placed in service during the period January 1, 2016, which is the first
day after the end of the period for which capital additions were approved in
Docket No. 45524%), through June 30, 2017, which is the end of the Update
Period in this case. | will provide the actual dollar amount of the capital additions
for this 18-month period in two steps. First, in my direct testimony, | present the
actual dollar amount of Transmission capital additions that closed to
plant-in-service through March 31, 2017, the end of the Test Year? in this case,
and estimated dollar amounts of Transmission capital additions that SPS expects
to close to plant-in-service during the Update Period®. Second, as part of SPS’s
45-day case update filing, I will provide the actual dollar amount of Transmission
capital additions that closed to plant-in-service during the Update Period.
Together, these two pieces of testimony will provide the actual dollar amount of
Transmission capital additions closed to plant-in-service during the period
January 1, 2016 through June 30, 2017. Third, | explain the trend in annual
capital additions.

Finally, I sponsor Schedule H-14.2 from SPS’s Rate Filing Package

(“RFP”). This schedule includes summaries of transmission line information for

! Application of Southwestern Public Service Company for Authority to Change Rates, Docket

No. 45524 (Jan. 26, 2017).

2 Test Year in this case is April 1, 2016 through March 31, 2017
® Update Period in this case is April 1, 2017 through June 30, 2017
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SPS’s company-wide transmission system for the Test Year. In addition, I
sponsor the portions of the Executive Summary related to the topics included in
my testimony.

Please summarize your testimony and recommendations.

The cost of Transmission-related capital additions placed in service between
January 1, 2016 and March 31, 2017 is $317,228,728 as shown on my
Attachments KRM-RR-1 and KRM-RR-2. These costs are reasonable and
necessary capital costs to ensure the safe and reliable operation of the SPS
transmission system and have been prudently incurred.

In addition, SPS incurred Transmission-related capital costs for projects
placed in service during the Update Period of April 1, 2017 through June 30,
2017. These costs, which are provided on Attachment KRM-RR-3, are also
reasonable and necessary capital costs to ensure the safe and reliable operation of
the SPS transmission system. As initially filed, the costs reflected in Attachment
KRM-RR-3 are budgeted, or estimated, amounts. As discussed by SPS witness
William A. Grant, SPS will file actual costs for all items estimated in the Update
Period, including an updated version of Attachment KRM-RR-3, 45 days after
SPS filed this application.

For all capital additions, SPS seeks to recover associated capitalized
affiliate charges. Each charge from SPS’s affiliates for a particular service is no
higher than the charge by those affiliates to any other entity for the same or
similar service, and the costs reasonably approximate the affiliate’s cost to

provide the service. These capitalized affiliate costs are also reasonable and
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necessary capital costs to ensure the safe and reliable operation of the SPS
transmission system. These costs are included on my Attachments KRM-RR-1,
KRM-RR-2, and KRM-RR-3.

Finally, SPS’s annual capital investments in Transmission improvements
have increased significantly since 2006. SPS expects this trend to continue into
the future. SPS’s location at the intersection of the eastern, western, and Electric
Reliability Council of Texas (“ERCOT”) grids leads to additional transmission
requirements from development across those boundaries over time. The SPS area
also has an abundance of available renewable energy, which spurs additional
transmission development in order for other markets to access those resources. In
addition, SPS has aging Transmission infrastructure, which likely will need to be
upgraded as SPS continues to see load growth.

You mention that certain costs that you present in your testimony are
estimated. Please explain why this is the case and what items are estimated.

As explained by Mr. Grant, SPS is using an Updated Test Year (July 1, 2016
through June 30, 2017) in this case. SPS’s initial filing presents actual costs
through the end of the Test Year (March 31, 2017) and estimated information for
the time period of April 1, 2017 through June 30, 2017, which is the Update
Period. Accordingly, for the Transmission and Substation capital costs (and
related affiliate expense) that | support, the costs for projects placed in service

between April 1, 2017 and June 30, 2017 have been estimated.
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Will your testimony be updated to replace the estimated costs that you
present and support with actual costs?

Yes. SPS will file an update 45 days after SPS filed this application. The update
will provide actual costs to replace the estimates provided in the application for
the Update Period. As part of that process, my Attachment KRM-RR-3 will be
updated to remove estimates of Transmission capital additions closed to plant-in-
service in the Update Period and then replace those estimates with actual capital
additions closed to plant-in-service during that period.

Were Attachments KRM-RR-1 through KRM-RR-3 prepared by you or
under your direct supervision and control?

Yes, as to Attachment KRM-RR-2, the project categories in Attachments
KRM-RR-1 and KRM-RR-3, and the project descriptions in Attachments
KRM-RR-3. The cost information contained in Attachments KRM-RR-1 and
KRM-RR-3 was prepared by SPS witness Melissa L. Ostrom and her staff. My
staff and | have reviewed these attachments, and | believe them to be accurate.
Although the information | have described is also presented in Ms. Ostrom’s
attachments, | have presented this information in the attachments to my testimony
for the convenience of those reviewing my testimony.

Was RFP Schedule H-14.2 prepared by you or under your direct supervision
and control?

Yes.

Do you incorporate the RFP schedule and the portions of the Executive
Summary sponsored by you into your testimony?

Yes.
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I11. TRANSMISSION CAPITAL ADDITIONS PLACED IN SERVICE DURING

Q.

THE PERIOD JANUARY 1, 2016 THROUGH MARCH 31, 2017

As part of this rate case, is SPS asking to include in its rate base
Transmission-related capital additions closed to plant-in-service during the
period January 1, 2016 through March 31, 20177

Yes. Attachment KRM-RR-1 sets forth the Transmission-related capital additions
that closed to plant-in-service during the 15-month period starting on January
1, 2016 and ending on March 31, 2017. The starting date for this period (January
1, 2016) is the first month after the end of the period for which capital additions
were approved in Docket No. 45524, and the ending date for this period (March
31, 2017) is the end of the Test Year in this current case. All of these capital
additions support SPS’s ability to provide safe and reliable electric service to its
customers.

Please describe the process SPS uses to determine which Transmission
capital additions are included in its construction plans.

The Transmission Planning functional area develops the concept for transmission
projects through technical studies that include new distribution load-serving
substations, transmission upgrades based on the NERC reliability standards, new
generation and transmission service requests, and discussions with SPP planning
staff. SPP also may issue to SPS a Notification to Construct (“NTC”) for
reliability projects (“RE”), projects to provide transmission service under the SPP
Open Access Transmission Tariff (“OATT”), projects that have been determined

by SPP to provide regional economic benefits, or projects required to provide
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service to new delivery points under the SPP OATT. Mr. Grant describes the
SPP’s transmission planning process in more detail in his direct testimony.
What is the dollar amount of the Transmission-related capital additions
placed in service between January 1, 2016 and March 31, 2017 that SPS is
requesting in this docket?

The total dollar amount of Transmission-related capital additions closed to plant-
in-service during the period January 1, 2016 through March 31, 2017 is
$317,228,728 (total SPS before jurisdictional allocations) (“Total Company” or
“total company”), including Allowance for Funds Used During Construction.
SPS witness Arthur P. Freitas allocates the total company dollar amount among
SPS’s jurisdictions (Texas retail; New Mexico retail; and Wholesale).
Attachment KRM-RR-1 provides a list of all the Transmission-related capital
additions closed to plant during this 15-month period. Attachment KRM-RR-2
organizes the Transmission-related capital additions by larger project and
provides descriptions of those projects.

Please describe the information in Attachment KRM-RR-1, which provides
the details about the dollar amounts and associated affiliate component for
Transmission-related capital additions closed to plant-in-service between
January 1, 2016 and March 31, 2017.
Attachment KRM-RR-1 provides the following information:

Column A— WABS Level 4 Provides the Work Breakdown

Number Structure (“WBS”) Level 4 number for
the project.
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Column B —

Column C —

Column D —

Column E —

Column F —

Column G —

Column H —

Column | —

Column J —

Column K —

Column L —

WBS Level 4
Description

Asset Class

Witness

Project Category

WBS Level 2
Number

WBS Level 2
Description

In-Service Date

Additions to Plant-in-
Service (January 1,
2016 — March 31,
2017)

XES Charges
(Included in
Column 1)

Other Affiliate
Charges (Included in
Column 1)

Total Affiliate
Charges (Included in
Column 1)

Provides a short title for the WBS
Level 4 number for the project.

Identifies the type of asset.

Identifies the witness supporting the
project.

Provides the project category that is
descriptive of the project’s type.

Provides the WBS Level 2 number for
the project.

Provides a short title for the WBS
Level 2 number for the project.

Provides the in-service date of the
WBS Level 2 Number part of the
project.

The total company dollar amount of the
addition to plant-in-service for the
project.

The amount of charges from XES that
are included in the total company dollar
amount of addition to plant-in-service
for the project in Column I.

The amount of charges from affiliates
other than XES that are included in the
total company dollar amount of
addition to plant-in-service for the
project in Column 1.

Total of Columns J and K associated
with new plant-in-service shown in
Column 1.
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Column M —

Total Native Charges
(Columns I less L)
Within the Total
Additions to Plant-
in-Service Shown in
Column |

The dollar amount (total company) of
the addition to plant-in-service in
Column I that is not an affiliate charge.

Please describe the information in Attachment KRM-RR-2.

My Attachment KRM-RR-2 provides the dollar amount requested for

Transmission-related capital additions, as well as additional details regarding the

projects, including the following information:

Column A —  Asset Class Identifies the type of asset.

Column B—  Project Group Provides the name of the project group.

ColumnC—  WABS Level 2 Provides the WBS Level 2 number for

Number the project.
Column D — WBS Level 2 Provides a short title for the WBS
Description Level 2 number for the project.
Column E—  In-Service Date Provides the in-service date of the
WABS Level 2 Number part of the
project.
Column F—  Additions to Plant-in-  Provides the additions to plant-in-
Service (January 1, service from January 1, 2016 to March
2016 to March 31, 31, 2017.
2017)

Column G—  XES Charges The amount of charges from XES that
(Included in are included in the total company dollar
Column F) amount of addition to plant-in-service

for the project in Column F.
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Other Affiliate
Charges (Included in
Column F)

Column H —

Total Affiliate
Charges (Included in
Column F)

Column | —

ColumnJ—  Total Native Charges
(Columns F less I)
Within the Total
Additions to Plant-in-
Service Shown in
Column F

Column K —  Project Description

Column L —  Cost Recovery

Method

Column M —  Project Category

The amount of charges from affiliates
other than XES that are included in the
total company dollar amount of
addition to plant-in-service for the
project in Column F.

Total of Columns G and H associated
with new plant-in-service shown in
Column F.

The dollar amount (total company) of
the addition to plant-in-service in
Column F that is not an affiliate charge.

Provides a description for the project
group.

Specifies the method of cost recovery
for the project group.

Provides the project category that is
descriptive of the project’s type.

Please describe the cost recovery methods listed in Column L of Attachment

KRM-RR-2.

The cost recovery method descriptions explain how the capital costs are

recovered. For example,

e Customer Funded — means that capital funds for the project are provided

by the interconnection customer.

e SPP Balanced Portfolio — means the revenue recovery follows the SPP
Balanced Portfolio method of cost recovery as outlined in Mr. Grant’s

direct testimony.

e SPP Base Plan — means that the cost recovery follows the SPP
highway/byway method of cost recovery as outlined in Mr. Grant’s direct

testimony.
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e SPP Priority Projects — means that a percentage of the revenue recovery
comes from customers in the SPS zone based on the load ratio share and
the remaining revenue requirements are paid by other SPP members.

e SPS Zonal — means that 100% of the revenue requirements are rolled into
SPS zonal transmission rates.

e SPS Directly Assigned — means that 100% of the revenue requirements
are assigned to SPS retail customers.

Some projects can have a combination of recovery methods.

Please describe the Transmission capital additions placed in service between
January 1, 2016 and March 31, 2017.

The Transmission-related capital additions listed in Attachment KRM-RR-1
support SPS’s transmission operations and SPS’s ability to provide safe and
reliable electric service to its customers. These additions are for expanding the
SPS transmission system infrastructure and for upgrading the SPS transmission
system to interconnect new generation resources, to maintain reliability, and to
improve load-serving capability.

In Attachment KRM-RR-2, | provide a description for all the
Transmission-related capital addition projects for the 15-month period.
Attachment KRM-RR-2 is organized by Transmission project group (e.g.,
Andrews County Substation project, or the Atoka-Eagle Creek project). The
components within the project (e.g., the purchase of substation land purchase or
the purchase of right-of-way) are also shown on the attachment.

As shown in column | of Table KRM-RR-1, the capital additions for this
period fall within the following seven categories: Load Interconnection (“LI7);

Economic Projects (“EC”); Reliability Projects (“RE”); System Refurbishment
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(“SR™); Other (“OT”); Generation Interconnection (“GI”); and Transmission
Interconnection (“T1”).

Table KRM-RR-1
Capital Additions for the Period January 1, 2016 through March 31, 2017

Transmission-Related Capital

Project Category (totﬁ\ldcdc::rll?)gsny)“
Load Interconnection $8,657,674
Economic Projects $315,816
Reliability Projects $240,027,866
System Refurbishment $47,307,820
Other $22,276,371
Generation Interconnection ($1,672,635)
Transmission Interconnection $315,816
TOTAL $317,228,728

Please describe the types of projects included in the “Load Interconnection”
category.

This category of investment contains the capital additions for transmission system
upgrades necessary to connect new load-serving substations for either SPS retail
or wholesale customers, including cooperatives, municipal electric utilities, and
other investor-owned utilities. The load interconnection request for the wholesale
customers is made under the SPP OATT as their request constitutes a request for
network transmission service. In addition, these capital additions provide a
benefit to SPS’s Texas retail customers by enhancing the reliability of the

transmission system.  The total investment in this category amounts to

* Some projects are in two categories, and the costs for those projects are equally split between

the categories they fall into.
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$8,657,673.57 during the period. Major projects (i.e., projects in excess of
$600,000) included in this category are:

1. Pringle 115-kilovolt (“kV”") Breaker & One-Half ($6,792,697) —

This project installed a new 115-kV bus at the Pringle Substation
to serve increased load in the area. This project is also a System
Refurbishment project, and therefore only half of the total shown
($3,396,348) is credited to Load Interconnection. This project
includes both Transmission and Transmission-Held for Future Use
(“HFU”) plant additions.

Kiser Distribution Addition ($1,720,530) — This project
constructed a new 115- to 12.5-kV distribution substation near
Plainview, Texas. The project is needed to address overloads in
the area.

. OPIE 2 Battle Axe 115 kV ($1,082,287) — This project

constructed a 115-kV line from SPS’s Roadrunner Substation to
the new Battle Axe distribution substation in southeast New
Mexico and expanded the 115-kV bus at the Roadrunner
Substation for the new line terminal. This project was identified in
the SPP High Priority Incremental Load Study (“HPILS”) study
process and is needed to serve developing industrial load in an area
where SPS has very minimal if any distribution facilities. SPP
issued SPS an NTC for this project.

. OPIE 2 Pecos Distribution Addition 115-kV ($698,751) — This

project added a 115- to 12.5-kV distribution transformer at the
Pecos Substation location and changed the 115-kV bus
arrangement for the transformer connection. This project includes
both Transmission and General plant additions.

. Agrium Camex-Transpetco ($600,499) — This project connected

a new load in the Dumas, Texas area. The SPS retail group
requested the new delivery point for a new substation to serve the
customer named above. The study identified that the load could be
served by tapping the Hutchinson County Substation to Riverview
Substation 115-kV line. This project installed a 115-kV three way
switch and approximately 0.5 miles of transmission line to the
substation.

Combined, these projects account for approximately 87% of the total capital
additions in this category. The remaining 13% of the projects are similar in

nature in that they connect new load serving substations, which is integral to
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SPS’s ability to provide reliable electric service to its customers. For example,
several of the remaining projects relate to interconnecting new customer owned
substations in Texas and New Mexico to the SPS transmission system.

Please describe the types of projects included in the “Economic Projects”
category.

This category of investment contains the capital additions for transmission
projects that were developed through SPP’s Integrated Planning Process which
provide benefits to the SPP region, including the SPS system. SPS’s Texas retail
customers benefit from these capital additions because they may also provide
improved access to market based energy resources. Again, these capital additions
provide a benefit to SPS’s Texas retail customers for the same reasons the Load
Interconnection upgrades provide a benefit. The total investment in this category
amounts to $315,816 during the period. The projects in this category are:

1. TUCO Mooreland (Woodward) ($547,425) - This project
constructed a single-circuit 345-kV transmission line between the
TUCO Substation, near Lubbock, Texas, and Oklahoma Gas &
Electric’'s (“OG&E”) Woodward Substation near Woodward,
Oklahoma. SPS constructed the line between the TUCO Substation and
OG&E’s Border Substation near the Texas and Oklahoma border and
OG&E constructed the line from the Border Substation to the
Woodward Substation. This project is also a Transmission
Interconnection project, and therefore only half of the total shown
($273,713) is credited to Economic Projects. The Project was identified
in the SPP’s Balanced Portfolio Economic Studies. SPP issued SPS an
NTC for this project.

2. Hitchland to Woodward ($84,206) — This project constructed a
double-circuit 345-kV transmission line between the Hitchland
Substation, near Guymon, Oklahoma, and OG&E’s Woodward
Substation, near Woodward, Oklahoma. SPS  constructed
approximately 30 miles of the line from the Hitchland Substation to
OG&E’s Beaver County Substation near Beaver, Oklahoma. OG&E
constructed the line from the Beaver County Substation to its
Woodward Substation. This project is also a Transmission
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Interconnection project, and therefore only half of the total shown
($42,103) is credited to Economic Projects. The Project was identified
in the SPP’s Priority Project Studies. SPP issued SPS an NTC for this
project.
These projects account for all of the Economic Projects. These projects are
integral to SPS’s ability to provide reliable electric service to its customers.
Please describe the types of projects included in the “Reliability Projects”
category.
This category of investment contains the capital additions for transmission
upgrades identified by SPS or the SPP that are needed to maintain reliability on
the SPS transmission system. Upgrades required from the SPP Transmission
Expansion Planning process fall into this category as well. SPS Texas retail
customers benefit from the maintenance and improvement in transmission system
reliability by having a reduced risk with respect to both frequency and duration of
outages, and by having reduced operational constraints. Again, these capital
additions provide a benefit to SPS’s Texas retail customers for the same reason
that the Load Interconnection upgrades provide a benefit. The total investment in
this category amounts to $240,027,866 during the period. Major projects (i.e.,
projects in excess of $4.0 million) included in this category are:
1. Curry to Bailey 115 kV ($36,214,694) — This project constructed
a new 115-kV line from the Curry County Substation near Clovis,
New Mexico to the Bailey County Substation near Muleshoe,
Texas. The project is needed to address low voltage at the Bailey

County Substation. SPP issued SPS an NTC for this project. The
project includes both General and Transmission Plant additions.

2. OPIE 3 Road Runner SVC ($30,143,152) — This project installed
a 115-kV static var compensator at the Roadrunner Substation near
Carlsbad, New Mexico. The project is needed to address overloads
and low voltage in the area. SPP issued SPS an NTC for this
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project. The project includes both General and Transmission Plant
additions.

. OPIE 3 China Draw SVC ($27,451,433) — This project installed a

115-kV static var compensator at the China Draw Substation near
Carlsbad, New Mexico. The project is needed to address overloads
and low voltage in the area. SPP issued SPS an NTC for this
project. The project includes both General and Transmission Plant
additions.

Bowers-Howard 115 kV ($25,636,466) — This project connected
the Bowers Substation to the Howard Substation via a 115-kV
transmission line and installed a second 115 to 69-kV transformer
at the Bowers Substation. The need for the project was based on
studies of Golden Spread Electric Cooperative’s request for
Greenbelt Electric Cooperative’s load increase in the eastern
Panhandle area. This project was identified by SPP in the Delivery
Point Network Study. SPP issued SPS an NTC for this project.
The project includes both General and Transmission Plant
additions.

. OPIE 2 Livingston Ridge-Cardinal 115 kV_PID 30695

($17,630,882) — This project upgraded the 69-kV bus to 115-kV at
the Livingston Ridge Substation near Carlsbad, New Mexico,
constructed the new Sage Brush Substation near Hobbs, New
Mexico, constructed the new Cardinal Substation near Hobbs, New
Mexico, and constructed a new 115-kV transmission line between
the Livingston Ridge, Sage Brush, and Cardinal Substations. The
project was identified in the SPP HPILS study process. SPP issued
SPS an NTC for this project. The project includes both General
and Transmission Plant additions.

. Andrews County Substation ($12,377,913) — This project

constructed the new Andrews County Substation near Andrews,
Texas and constructed a new 115-kV transmission line between the
Andrews County and NEF Substations near Andrews, Texas. The
project was identified in the SPP HPILS study process. SPP issued
SPS an NTC for this project. The project includes both General
and Transmission Plant additions.

. Atoka-Eagle Creek ($9,198,937) — This project constructed a

115-kV transmission line between the Atoka and Eagle Creek
Substations near Artesia, New Mexico. The project is needed to
address low voltages in the area. SPP issued SPS an NTC for this
project.
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8. NEWHART 230/115-kV Add Transformer #2 ($8,781,013) —
This project added a second 230- to 115-kV transformer at the
Newhart Substation near Plainview, Texas. The project is needed
to address overloads in the area. SPP issued SPS an NTC for this
project.

9. OPIE Re conductor-PCA-Quahada ($6,849,216) — This project
is to wreck out and rebuild a 115-kV line between the PCA and
Quahada Substations near Carlsbad, New Mexico. This project is
needed to address overloads in the area. SPP issued SPS an NTC
for this project.

10. Deaf Smith Xfmr ($6,360,071) — This project increased the
capacity of the two 230 to 115-kV transformers at the Deaf Smith
Substation near Hereford, Texas. The project is needed to address
overloads in the area. SPP issued an NTC for this project.

11. Nichols 115-kV BFR ($4,911,856) — This project added breaker
failure relaying to the 115-kV bus at the Nichols Substation near
Amarillo, Texas. This project is needed to address stability and
reliability issues on the system. This project includes both General
and Transmission plant additions.

12. V-05 Canyon West-Canyon East ($4,185,036) — This project is
to wreck out and rebuild a 115-kV line between the Canyon West
and Canyon East Substations near Canyon, Texas. The project is
needed to address overloads in the area. SPP issued SPS an NTC
for this project.

13. Grassland Transformer Upgrade ($4,012,460) — This project
increased the capacity of the 230 to 115-kV transformer at the
Grassland Substation near Lubbock, Texas. The project is needed
to address overloads in the area. SPP issued SPS an NTC for this

project.
Combined, these projects account for approximately 81% of the total capital
additions in this category. The remaining 19% of the projects are similar in
nature in that they address reliability issues, which is integral to SPS’s ability to
provide reliable electric service to its customers. For example, several of the

remaining projects relate to the installation of capacitor banks to address low

voltage on the system.
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Please describe the types of projects included in the “System Refurbishment”
category.

This category of investment contains the capital additions for transmission
upgrades to replace storm-damaged equipment and aged or failed equipment.
SPS’s Texas retail customers benefit from these capital additions through a
restoration of service, improved transmission reliability, the prevention of
possible future outages, and avoiding higher maintenance costs associated with
some aging equipment. Again, these capital additions provide a benefit to SPS’s
Texas retail customers for the same reason the Load Interconnection upgrades
provide a benefit. These include those that are part of blanket WBS Level 2
projects. Blanket WBS Level 2 projects include those that are ongoing in nature,
such as capital work to replace damaged assets. The total investment in this
category amounts to $47,307,820 during the period. Major projects (i.e., projects
in excess of $3.0 million) included in this category are:

1. S&E - SPS Line ($14,425,158) — These projects are part of the
storm and emergency blanket projects for repair of facilities due to
inclement weather or natural disasters.

2. Line ELR SPS ($12,723,161) — This project replaces transmission
lines that are at the end of their service life.

3. Pringle 115-kV Breaker & One-Half ($6,792,697) — This project
installed a new 115-kV bus at the Pringle Substation to serve
increased load in the area. This project is also a Load
Interconnection project, and therefore only half of the total shown
($3,396,348) is credited to System Refurbishment. This project
includes both Transmission and Transmission-HFU plant
additions.

4. SPS Line Capacity ($5,656,873) — This project surveyed and
verified the line ratings of the SPS transmission system for lines
above 100 kV. This project is a required response to a NERC
Facility Ratings Alert, issued October 7, 2010 and updated
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November 30, 2010 requiring transmission owners to verify that
transmission line ratings are based on actual field conditions and, if
not, perform necessary activities to base ratings on actual field
conditions. The survey was done by LIDAR®, and this project
covered the survey work and any mitigations that were needed to
raise the facility ratings if the results were lower than expected.

5. ELR - Breakers - SPS ($3,323,533) — This project replaces circuit
breakers that are at the end of their service life.

Combined, these projects account for approximately 84% of the total capital
additions in this category. The remaining 16% of the projects are similar in
nature in that they replace storm-damaged or failed equipment, which is integral
to SPS’s ability to provide reliable electric service to its customers. For example,
several of the remaining projects relate to replacement of failed assets such as
breakers.

Please describe the types of projects included in the “Other” category.

This category of investment contains the capital additions for transmission
projects such as tool and equipment purchases, spare parts, and data acquisition
including fault or disturbance recorders. These capital additions support the
projects in the first four categories and enhance or improve transmission
reliability by enabling SPS to conduct diagnostic testing to prevent outages.
Again, these capital additions provide a benefit to SPS’s Texas retail customers
for the same reason the Load Interconnection upgrades provide a benefit. The
total investment in this category amounts to $22,276,371 during the period.
Major projects (i.e., projects in excess of $2.0 million) included in this category

are:

® LIDAR is a technology that uses a laser and analyzes the reflected light.
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1. GIST-Il Substation Computer Software ($9,507,611) — This
project verifies field conditions of bulk electric system substations
on the SPS System and creates an electronic model of the
substations.

2. LandWorks ($4,716,718) — This project provides for land
management software and GIS solutions to manage SPS’s
documents associated with land. The project involves gathering
deeds, easements, permits, leases, licenses and other land rights
documents, and scans hard copies of the documents to an
automated data warehouse system provided by Landworks Inc.
The documents are referenced to existing transmission assets using
geographic coordinates.

3. Physical Security ($2,350,831) — This project installs security
measures such as cameras and motion sensors at substations on the
SPS system.

4. Transportation ($2,020,347) — These projects provide fleet
vehicles for operation in the SPS area. The vehicles may include
autos, trucks, heavy vehicles such as bucket trucks, high-reach
bucket trucks, hole-diggers, and trailers.

Combined, these projects account for approximately 83% of the total capital
additions in this category. The remaining 17% of the projects are similar in
nature in that they involve purchasing of equipment or spare parts, which is
integral to SPS’s ability to provide reliable electric service to its customers. For
example, several of the remaining projects relate to the purchase of tools and
office equipment.

Please describe the types of projects included in the “Generation
Interconnection” category.

This category of investment contains the capital additions for transmission system
upgrades necessary to connect new generation sources to the SPS transmission
system as required by the SPP OATT. These capital additions may have the

incidental benefit to SPS’s Texas retail customers of enhancing SPS’s
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transmission system reliability by constructing shared network upgrades which
may have benefits for all customers. The total investment in this category during
the period is ($1,672,635), which is due to customer contributions offsetting
amounts for construction.

Please describe the types of projects included in the “Transmission
Interconnection” category.

This category of investment contains the capital additions for transmission system
upgrades necessary to connect transmission systems of neighboring utilities to the
SPS transmission system. SPS’s Texas retail customers benefit from these capital
additions because they may also provide improved access to market based energy
resources. Again, these capital additions provide a benefit to SPS’s Texas retail
customers for the same reasons the Load Interconnection upgrades provide a
benefit. The total investment in this category amounts to $315,816 during the
period. The projects in this category are:

1. TUCO Mooreland (Woodward) ($547,425) - This project
constructed a single-circuit 345-kV transmission line between the
TUCO Substation, near Lubbock, Texas, and OG&E Woodward
Substation near Woodward, Oklahoma. SPS constructed the line
between the TUCO Substation and OG&E’s Border Substation near the
Texas and Oklahoma border and OG&E constructed the line from the
Border Substation to the Woodward Substation. This project is also an
Economic Project, and therefore only half of the total shown
($273,713) is credited to Transmission Interconnections. The Project
was identified in the SPP’s Balanced Portfolio Economic Studies. SPP
issued SPS an NTC for this project.

2. Hitchland to Woodward ($84,206) — This project constructed a
double-circuit 345-kV transmission line between the Hitchland
Substation, near Guymon, Oklahoma, and OG&E’s Woodward
Substation, near Woodward, Oklahoma. SPS  constructed
approximately 30 miles of the line from the Hitchland Substation to
OG&E’s Beaver County Substation near Beaver, Oklahoma. OG&E
constructed the line from the Beaver County Substation to its
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Woodward Substation. This project is also an Economic Project, and
therefore only half of the total shown ($42,103) is credited to
Transmission Interconnections. The Project was identified in the SPP’s
Priority Project Studies. SPP issued SPS an NTC for this project.

These projects account for all of the Transmission Interconnection Projects.
These projects are integral to SPS’s ability to provide reliable electric service to
its customers.

The amounts shown in Attachment KRM-RR-1 include capitalized affiliate
costs. Were those affiliate costs necessary to complete the Transmission-
related capital projects?

Yes. These affiliate charges are for engineering, construction, technical
directions, management, safety, and other related work to develop, upgrade, and
construct transmission facilities. ~ Many employees in the Transmission
organization, as well as employees in other departments that support Transmission
activities, perform work that causes their labor and expenses to be capitalized,
rather than expensed. For example, Transmission engineers who do design work
routinely charge their time to specific capital projects and these costs are charged
back to SPS as part of the capital project cost. In addition, the capital projects
include overhead charges that reflect costs for labor, goods, and services as
discussed by Ms. Ostrom. When those projects are complete, the costs, including
the labor charges, are recorded as new assets. Affiliate charges included in
Attachment KRM-RR-1 are $12,373,615 , which is approximately 3.9% of SPS’s
total Transmission-related capital costs for projects placed in service during the

period January 1, 2016 through March 31, 2017.

Munsell Direct — Revenue Requirement Page 28

RR 3 - 338 of 658

1809



10

11

12

13

14

15

16

17

18

19

20

Are the costs of these capitalized affiliate charges reasonable?

Yes. SPS witness Perry D. Foster addresses the reasonableness of the Updated
Test Year affiliate charges to SPS for the Transmission and Substations affiliate
class, the affiliate class that contains these capitalized costs. Mr. Foster discusses
the services provided, explains that those services are reasonable and necessary
for SPS’s operation, that the costs for those services are reasonable and necessary,
that the services do not duplicate services that SPS provides to itself or that are
provided from any other source, and that XES charges to SPS for those services
are no higher than the charges to SPS affiliates for the same or similar services.
The services provided by the Transmission & Substations affiliate class as
discussed by Mr. Foster represent the same type of affiliate services that were
provided during the 15-month capital addition period and were applicable to the
associated capitalized affiliate costs of $12,373,615. Thus, Mr. Foster’s
discussion supports the reasonableness and necessity of these capitalized affiliate
costs for the period from January 1, 2016 through March 31, 2017. In addition,
SPS witness Adam R. Dietenberger and Ms. Ostrom explain that charges for
labor, goods, and services received by SPS from the Operating Companies and
XES, (Column L of Attachment KRM-RR-1), are reasonable and necessary and
that the processes for including those capitalized charges are appropriate and meet

regulatory standards.
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What is the difference between the affiliate charges for the Transmission &
Substations affiliate class discussed by Mr. Foster and the affiliate charges
you discuss regarding capital additions?

The Transmission & Substations affiliate charges Mr. Foster discusses reflect
only operation and maintenance affiliate expenses incurred during the Updated
Test Year. In contrast, the affiliate charges discussed in my testimony refer to the
capitalized affiliate charges associated with the Transmission-related capital
additions that were closed to plant-in-service during the period from January 1,
2016 through March 31, 2017. Specifically, I discuss affiliate charges associated
with projects closed to plant-in-service that were capitalized over a 15-month
period and Mr. Foster discusses affiliate charges that were expensed in the
Updated Test Year.

Were the costs of the Transmission capital additions, including the
capitalized affiliate charges, reasonable and necessary?

Yes. The capital projects listed on both Attachments KRM-RR-1 and KRM-RR-2
were necessary to expand and sustain the transmission grid that serves as the path
between generation and the distribution systems. For example, SPS must
construct new transmission lines and substations to interconnect new generation
and to deliver that energy reliably through the transmission grid. SPS also must
complete transmission system rehabilitation projects related to transmission line
and substation improvements, replacement of obsolete and failed equipment, and
replacement of systems damaged by storms. These new and reinforced

transmission lines, substations, and protection and control systems are integral to
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providing reliable service to SPS ratepayers. Oversight for prioritization of
capital investments was provided by the Financial Council and the Investment
Review Council. The Investment Review Council reviews and approves major
projects above $10 million, which are then brought to the Financial Council for
review and approval. Standard governance processes were followed in
evaluating, selecting, and monitoring execution of the capital projects. SPS
witness Raynard A. Gray discusses the capital projects budgeting process in more
detail.

Were all of the Transmission projects presented on Attachment KRM-RR-1
and KRM-RR-2 reasonable and necessary?

Yes. These capital additions were needed to provide reliable electric service to

SPS’s customers and the costs for these projects were reasonably incurred.
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V.

TRANSMISSION-RELATED CAPITAL PROJECTS PLACED IN
SERVICE BETWEEN APRIL 1, 2017 AND JUNE 30, 2017

Is SPS seeking to recover Transmission-related capital costs for projects
placed in service between the end of the Test Year and June 30, 20177

Yes. SPS seeks to include in rate base the cost of capital additions placed in
service between the end of the Test Year (March 31, 2017) and June 30, 2017,
which is referred to as the Update Period. Attachment KRM-RR-3 provides
SPS’s costs for these projects. As initially filed, the costs reflected in Attachment
KRM-RR-3 are estimated amounts. Ms. Ostrom explains the basis for the
estimated amounts. As discussed by Mr. Grant, SPS will file actual costs for the
Update Period, including an updated version of Attachment KRM-RR-3; 45 days
after SPS filed this application.

What is the total estimated cost of Transmission-related capital projects
placed in service between April 1, 2017 and June 30, 2017?

The total estimated cost is reflected on Attachment KRM-RR-3, including
affiliate costs. Mr. Freitas allocates the total company dollar amount among
SPS’s jurisdictions (Texas retail; New Mexico retail; and wholesale) in the cost of
service study he presents.

Are the affiliate costs for these projects reasonable and necessary?

Yes. Affiliate costs associated with these projects are incurred for the same
reasons they were incurred on the projects placed in service during the previous
15 months. As initially filed, Attachment KRM-RR-3 contains the total amount
of estimated affiliate charges, which is based on historical percentages for the

different classes of assets. This is explained in more detail by Ms. Ostrom. The
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updated version of Attachment KRM-RR-3 will reflect actual affiliate charges for
the period. These costs satisfy the standards for inclusion of affiliate costs in rates
for the reasons presented in the testimony of Mr. Foster.

Are those affiliate costs necessary to complete the Transmission-related
capital projects?

Yes. Affiliate costs were incurred for the same reasons they were incurred on the
projects placed in service between January 1, 2016 and March 31, 2017 and
discussed earlier in my testimony.

Are these capitalized affiliate charges reasonable?

Yes. These costs satisfy the standards for inclusion of affiliate costs in rates for
the reasons presented in the testimony of Mr. Foster, Mr. Dietenberger, and Ms.
Ostrom regarding the reasonableness of affiliate charges.

Please describe the information in Attachment KRM-RR-3, which provides
the dollar amounts for projects placed in service during the Update Period?

Attachment KRM-RR-3 provides the following information:

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 —  Additions to Plant-  The total company dollar amount of the
in-Service (April addition to plant-in-service.
2017 — June 2017)

Column E—  Total Affiliate The XES charges and other affiliate
Charges (Included in  charges associated with new plant-in-
Column D) service shown in Column D.
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Column F—  Project Description  Provides a description of the project and
its major components.

Please describe the projects placed in service during the Update Period.

The projects placed in service from April 1, 2017 through June 30, 2017 support
SPS’s ability to provide electric service to its customers and are necessary to
maintain the environmental, safety, performance, and reliability characteristics of
SPS’s transmission system. These projects also fall into the categories | described
in Section Il of my testimony in Table KRM-RR-1. The projects placed in
service during the Update Period support SPS’s ability to provide electric service
to its customers and are necessary to maintain a reliable transmission system.
Descriptions of the specific projects and the reasons that the projects are
necessary are provided on my Attachment KRM-RR-3.

Has SPS managed its Update Period Transmission-related capital addition
projects to ensure the final, actual costs are reasonable and prudent?

Yes. The same budgeting and project management process that | described in

Section 111 of my testimony applies to the projects for the Update Period.
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Q.

V. TREND IN CAPITAL INVESTMENTS FOR TRANSMISSION
IMPROVEMENTS

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

| explain the trend in annual Transmission capital investments SPS has
experienced over the past decade and expects to experience going forward.

What has been the trend in SPS’s capital investments for Transmission
improvements over the past ten years?

Since 2006, SPS has increased the amount of its annual capital investments in
Transmission improvements compared to the period before 2007 SPS annual
capital investment in Transmission improvements has increased from
approximately $22,000,000 (total company) in 2006 to $273,322,691 (total
company) in 2016.

What are the reasons for this trend?

There are many reasons for this trend. The SPS service area has seen significant
load growth from the period of 2003 to 2016. Since 2003, the SPS load area load
has increased by 1,666 mega-watts or an increase of 38%. This load growth has
required transmission system infrastructure improvements as indicated by the
numerous NTCs issued by SPP to SPS over that time. Furthermore, SPS’s service
area has seen development of significant energy resources in recent years. SPS
has received requests through SPP for generator interconnection service for wind,
fossil, and solar based energy resources. Along with generation interconnection
requests, SPS has seen requests for firm transmission service, which have also
required transmission improvements. Finally, like many utilities, SPS has aging

infrastructure that must be replaced or upgraded due to potential failure,
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obsolescence, or other requirements. NERC and the Federal Energy Regulatory
Commission have approved and continue to approve new operations, planning,
and infrastructure standards which continue to require upgraded infrastructure.

Do you expect this higher level of annual spending to continue in the
foreseeable future?

Yes. SPS expects to continue to invest in transmission capital improvements
above the pre-2006 levels of spending. SPS is located at the confluence of the
three grids (east, west, and ERCOT) and may see additional transmission
requirements from development across those boundaries over time. The SPS area
also has an abundance of available wind and solar energy resources and may see
additional transmission development in order for other markets to access those
resources. An example of this is the Clean Line High Voltage Direct Current line
project, which is planned to connect the SPS transmission system, near Guymon,
Oklahoma, to the Entergy and Tennessee Valley Authority systems in Arkansas
and Tennessee. In addition, SPS has approximately 1,500 miles of 69-kV
transmission systems, significant portions of which are aging and will likely need
to be upgraded as SPS continues to see load growth. These are just three of the
relevant factors that indicate that SPS will need to continue to make significant
capital improvements to its transmission system.

Does this conclude your pre-filed direct testimony?
Yes.
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KENNETH R. MUNSELL, first being sworn on his oath, states:

I am the witness identified in the preceding testimony. I have read the testimony and the
accompanying attachment(s) and am familiar with the 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.
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Niy Commission Expires 06-17-20
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