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ADIT Accumulated Deferred Income Taxes 

AFUDC Allowance for Funds Used During 
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Commission Public Utility Commission of Texas 

Cost Reconciliation 
Mechanism 

Mechanism to Compare the Revenue 
Requirement for each of the SPS Wind 
Facilities to the Revenues Attributable to 
the Facility During the Period of Time 
Between Commercial Operation and 
Inclusion in Rate Base. 

FERC Federal Energy Regulatory Commission 

Hale 478 MW wind-generating facility located in 
Hale County, Texas 

MW Megawatt

MWh Megawatt-hour 

NOL Net Operating Loss 

OATT Open Access Transmission Tariff 

PPA Power Purchase Agreement 

PTC Production Tax Credits 

ROE Return on Equity 

Sagamore 522 MW wind-generating facility located in 
Roosevelt County, New Mexico 

SPS Southwestern Public Service Company,  a 
New Mexico corporation 

SPS Wind Facilities Sagamore and Hale Projects 
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Weighted Average Cost of Capital 
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XES Xcel Energy Services Inc. 
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DIRECT TESTIMONY 
OF 

ARTHUR P. FREITAS 

I. WITNESS IDENTIFICATION AND QUALIFICATIONS 1 

Q. Please state your name and business address. 2 

A. My name is Arthur P. Freitas.  My business address is 1800 Larimer Street, Suite 3 

1400, Denver, Colorado 80202. 4 

Q. On whose behalf are you testifying in this proceeding? 5 

A. I am filing testimony on behalf of Southwestern Public Service Company, a New 6 

Mexico corporation (“SPS”) and wholly-owned electric utility subsidiary of Xcel 7 

Energy Inc. (“Xcel Energy”).   8 

Q. By whom are you employed and in what position? 9 

A. I am employed by Xcel Energy Services Inc. (“XES”), the service company 10 

subsidiary of Xcel Energy, as Manager of Revenue Analysis. 11 

Q. Please briefly outline your responsibilities as Manager of Revenue Analysis. 12 

A. I provide project supervision and technical expertise for jurisdictional cost of 13 

service studies, revenue requirement determinations, and related projects for the 14 

Operating Companies. 15 

Q. Please describe your educational background. 16 

A. I graduated from Marquette University with a Bachelor’s degree in Business 17 

Administration in 1994. 18 
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Q. Please describe your professional experience. 1 

A. I worked for Boston Gas Company from 1998 through 2000 as a rate analyst.  In 2 

2000, I began working for a consulting group, La Capra Associates.  While at La 3 

Capra Associates, I gained a broad range of experience and expertise that 4 

encompassed utility functions from system planning through retail ratemaking.  I 5 

performed analyses on a range of topics that included retail cost allocation and 6 

rate design, electricity market design and analysis, power market forecasting, and 7 

integrated resource planning.  In 2011, I joined XES as Principal Rate Analyst 8 

and assumed my current role in July 2015. 9 

I have significant experience involving the regulatory process.  I have 10 

participated in the regulatory process on behalf of both regulated utilities and 11 

other interested stakeholders in multiple states.  The issues explored include cost 12 

allocation and retail rate design, integrated resource planning, resource 13 

acquisition, transmission system expansion, and renewable energy policy.  Over 14 

the course of my involvement in numerous regulatory proceedings, I have drafted 15 

and reviewed pre-filed testimony, developed and responded to discovery, and 16 

conducted analyses on issues relevant to the proceeding to support the testimony 17 

of expert witnesses.   18 

Q. Have you testified before any regulatory authorities? 19 

A. Yes.  I testified before the Public Utility Commission of Texas (“Commission”) in 20 

Docket No. 43695, an SPS rate case filed in late 2014, regarding expenses 21 

incurred and revenues received from the Southwest Power Pool, Inc. (“SPP”) and 22 

other utilities under the applicable Open Access Transmission Tariff (“OATT”).  I 23 
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also testified before the Massachusetts Department of Public Utilities on behalf of 1 

Blackstone Gas Company.   I submitted pre-filed testimony to the Commission on 2 

behalf of SPS in Docket Nos. 45524 and 43695 on SPS’s cost of service, and I 3 

submitted pre-filed testimony to the Commission on behalf of SPS in Docket Nos. 4 

42042 and 42004 regarding transmission-related costs incurred under Federal 5 

Energy Regulatory Commission (“FERC”) approved tariffs. I have also submitted 6 

pre-filed testimony to the New Mexico Public Regulation Commission on SPS’s 7 

cost of service and on transmission costs arising under the FERC-approved 8 

OATTs.  Additionally, I have submitted pre-filed testimony to the New 9 

Hampshire Public Utilities Commission on behalf of the Office of Consumer 10 

Advocate. 11 
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II. TESTIMONY SUMMARY AND RECOMMENDATIONS1 

Q. What issues do you address in your testimony? 2 

A. As explained in more detail by other SPS witnesses, SPS is planning to develop, 3 

own, and operate two wind generating facilities:   4 

 a 478 megawatt (“MW”) wind-generating facility located in Hale County,5 
Texas (“Hale”), which is scheduled to begin commercial operation in6 
2019; and7 

 a 522 MW wind-generating facility located in Roosevelt County, New8 
Mexico (“Sagamore”), which is scheduled to begin commercial operation9 
in 2020.110 

SPS is also planning to enter into a Power Purchase Agreement (“PPA”) to 11 

purchase 230 MW of wind energy from Bonita Wind Energy, LLC (“Bonita”).   12 

My testimony addresses several issues related to SPS’s request for 13 

approvals associated with the SPS Wind Facilities.  First, I calculate a projected 14 

annual revenue requirement for each of the SPS Wind Facilities using weighted-15 

average elements of cost that reflect rulings from all three of SPS’s regulatory 16 

jurisdictions (Texas retail, New Mexico retail, and wholesale).2  I provide those 17 

annual total company revenue requirements to SPS witness Jonathan Adelman, 18 

who uses the SPS Wind Facilities’ annual revenue requirements to calculate the 19 

long-term economic benefits that result from SPS’s development and ownership 20 

of the SPS Wind Facilities and its agreement to enter into the Bonita PPA.  After 21 

being provided with the total company benefits by Mr. Adelman, I allocate them 22 

to SPS’s three jurisdictions using an energy allocator. 23 

1  In this testimony, I refer to Hale and Sagamore collectively as the “SPS Wind Facilities.” 
2  The overall revenue requirement for Hale is Attachment APF-1.1.  The overall revenue 

requirement for Sagamore is Attachment APF-1.2. 
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Next, I calculate a Texas-specific revenue requirement for each of the SPS 1 

Wind Facilities using Commission-approved elements of costs, such as 2 

depreciation rates and return on equity (“ROE”).3  After allocating the Texas-3 

specific revenue requirements among jurisdictions using an energy allocator, I 4 

compare the Texas retail jurisdictional share of the Texas-specific revenue 5 

requirement to the Texas retail portion of the savings resulting from the SPS 6 

Wind Facilities and the Bonita PPA.  The difference, which is $1.6 billion, 7 

represents the net economic benefit produced by the SPS Wind Facilities and the 8 

Bonita PPA for the Texas retail jurisdiction.4 9 

Second, separate and apart from the calculations related to the net 10 

economic benefits, I describe a revenue requirement calculation that SPS 11 

proposes to perform during the period between the date the SPS Wind Facilities 12 

begin commercial operation and the date they are included in rate base.  As 13 

explained in more detail in the testimony of SPS witness Evan D. Evans, SPS is 14 

proposing to implement a “Cost Reconciliation Mechanism” that compares the 15 

revenue requirement for each of the SPS Wind Facilities to the revenues 16 

attributable to that facility during the period of time between commercial 17 

operation and inclusion in rate base.  I describe the elements of cost that SPS 18 

proposes to use to calculate the jurisdictional revenue requirement for each 19 

facility as a stand-alone asset.   20 

3  The Texas-specific revenue requirement for Hale is Attachment APF-2.1.  The Texas-specific 
revenue requirement for Sagamore is Attachment APF-2.2. 

4  The net economic benefit on a Texas retail jurisdictional basis is reflected in Attachment APF-3. 
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The third element of my testimony relates to the treatment of the federal 1 

Production Tax Credits (“PTC”) that SPS will receive because of its ownership of 2 

the SPS Wind Facilities.  Because of the availability of bonus depreciation, SPS is 3 

likely to be in a Net Operating Loss (“NOL”) position until 2025, and therefore 4 

SPS will not be able to use the PTCs attributable to the SPS Wind Facilities to 5 

reduce its income tax liability.  Consequently, SPS proposes to accrue the unused 6 

PTCs in a deferred tax asset.  As explained in more detail by Mr. Evans, SPS 7 

proposes to include that deferred tax asset in the rate base that will be part of the 8 

revenue requirement in the Cost Reconciliation Mechanism.  SPS also proposes to 9 

include the deferred tax asset attributable to unused PTCs in its Texas retail rate 10 

base for the period from 2019 to 2025.  After 2025, SPS will remove the deferred 11 

tax asset attributable to unused PTCs from rate base. 12 

Q. Is SPS asking the Commission to approve the specific methodologies that you 13 

and Mr. Adelman used to calculate the net economic benefits for SPS 14 

customers? 15 

A. No.  Although SPS believes that the methodologies are reasonable and that they 16 

demonstrate the SPS Wind Facilities and Bonita PPA provide significant benefits 17 

for customers, SPS is not asking the Commission to approve the methodologies 18 

themselves.   19 

Q. Are you making any recommendations in your testimony? 20 

A. Yes.  I recommend that the Commission approve, in this proceeding, SPS’s 21 

proposed elements of cost to calculate the revenue requirement for each of the 22 

SPS Wind Facilities between the time it begins commercial operation and the time 23 

it is included in rate base.  Although the exact numbers to be used in the 24 
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calculation are not known at this time, the methodology is reasonable and 1 

consistent with standard ratemaking practice, and it should be approved. 2 

I also recommend that the Commission approve, in this proceeding, SPS’s 3 

proposal to create a deferred tax asset to reflect the PTCs that SPS is unable to use 4 

because of NOLs.  I further recommend that the Commission state, in this 5 

proceeding, that it allows SPS to include that deferred tax asset in the revenue 6 

requirement calculated for the Cost Reconciliation Mechanism, and, after the SPS 7 

Wind Facilities are placed in rate base, to include the deferred tax asset 8 

attributable to unused PTCs in rate base.  SPS does not seek to include the 9 

deferred tax asset attributable to unused PTCs in rate base after 2025.  10 

Q. Were Attachments APF-1 through APF-4(CD) prepared by you or under 11 

your direct supervision and control?  12 

A. Yes. 13 
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III. OVERVIEW OF PROCESS TO CALCULATE NET1 
ECONOMIC BENEFITS 2 

Q. What topics do you discuss in this section of your testimony? 3 

A. I describe the four-step process that SPS uses to calculate the Texas retail 4 

jurisdiction’s share of the long-term economic benefit resulting from the SPS 5 

Wind Facilities and the Bonita PPA. 6 

Q. What is the first step in calculating the Texas retail jurisdictional share of the 7 

long-term economic benefits? 8 

A. The first step is to calculate a total company annual revenue requirement for each 9 

of the SPS Wind Facilities and the Bonita PPA.  I provide those total company 10 

annual revenue requirements to Mr. Adelman, who uses a Strategist model to 11 

compare: (1) the long-term costs and benefits with the SPS Wind Facilities and 12 

the Bonita PPA included in SPS’s generation portfolio; and (2) the long-term 13 

costs and benefits without the SPS Wind Facilities and Bonita PPA included in 14 

SPS’s generation portfolio.  The difference represents the total company 15 

economic benefit resulting from SPS’s ownership of the SPS Wind Facilities and 16 

its entry into the Bonita PPA. 17 

Q. What is the second step in the analysis? 18 

A. The second step is to allocate the total company economic benefits among SPS’s 19 

three jurisdictions to arrive at the Texas retail jurisdiction’s share of the economic 20 

benefits. 21 

Q. What is the third step in the analysis? 22 

A. The third step is the calculation of the Texas retail jurisdictional costs associated 23 

with the SPS Wind Facilities and the Bonita PPA.  As I will explain later in my 24 
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testimony, I performed that calculation using Texas-specific elements of costs, 1 

such as the current Commission-approved rates for depreciation, capital structure, 2 

etc. 3 

Q. What is the final step in the analysis? 4 

A. The final step is the comparison of the Texas retail jurisdictional share of the 5 

economic benefits to the Texas retail jurisdictional costs attributable to the SPS 6 

Wind Facilities and the Bonita PPA.  The difference between those two amounts 7 

is the net economic benefit for the Texas retail jurisdiction. 8 
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IV. DETERMINATION OF REVENUE REQUIREMENT FOR1 
EACH WIND FACILITY AND BONITA PPA 2 

Q. What topic do you discuss in this section of your testimony? 3 

A. In this section of my testimony, I provide an overview of the process for 4 

determining the total company annual revenue requirements for Hale and 5 

Sagamore, and for the Bonita PPA.  As explained in the previous section of my 6 

testimony, I provided those annual revenue requirements to Mr. Adelman for his 7 

calculation of the economic benefit, which I then allocated among jurisdictions. 8 

Finally, I describe the results of my revenue requirement analyses for the Texas 9 

retail jurisdictional revenue requirement. 10 

A. Elements of the Total Revenue Requirement Calculations 11 

Q. Are the elements of costs for the two SPS Wind Facilities the same? 12 

A. Yes.  Although I have calculated the forecasted revenue requirements for each 13 

project separately, the inputs used in the calculations are the same.  In the 14 

following subsections, I address the significant inputs into the total company 15 

revenue requirement calculations. 16 

1. Plant & Plant Related Items17 

Q. What capital assets are included in the SPS Wind Facilities for purposes of 18 

calculating the revenue requirement for each project? 19 

A. For purposes of the overall revenue requirements determinations, the capital 20 

assets include the production-related assets associated with the SPS Wind 21 

Facilities.  The plant-in-service balance also includes certain Transmission-22 

Serving Generation (“TSG”) assets.  For purposes of the revenue requirement 23 

studies, the TSG assets are classified as generation-related assets, consistent with 24 
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how SPS has treated these types of assets in base rate case proceedings before this 1 

Commission. 2 

Q. What method of determining rate base have you used? 3 

A. I calculated rate base using a thirteen-month average balance methodology. 4 

Q. Why did you use a thirteen-month average? 5 

A. Because the years used in the revenue requirement analysis are future years, a 6 

thirteen-month average better represents the rate base balance for those years than 7 

a year-end rate base would.  In jurisdictions that use forecasted test years, such as 8 

SPS’s New Mexico retail jurisdiction and its FERC jurisdiction, thirteen-month 9 

averages are commonly used.  As discussed later in my testimony, for purposes of 10 

setting rates in Texas after the SPS Wind Facilities are placed in rate base, SPS 11 

will use a historical test year and a period-ending rate base balance. 12 

Q. What plant and plant-related items are included in the revenue requirement 13 

studies? 14 

A. The plant and plant-related items used in the revenue requirement studies are 15 

composed of: (1) capital construction costs, (2) depreciation and accumulated 16 

reserve for depreciation, and (3) accumulated deferred income taxes (“ADIT”). 17 

Q. Please describe the basis for capital construction costs included in the 18 

revenue requirements calculations. 19 

A. The projected capital expenditures and forecasted in-service dates used to develop 20 

the plant-related information included in the SPS Wind Facilities’ forecasted 21 

revenue requirements are based on information sponsored by SPS witness Riley 22 

Hill.  The plant-in-service balances used in the development of the revenue 23 

requirement calculations include Allowance for Funds Used During Construction 24 
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(“AFUDC”).   For this calculation, SPS used an AFUDC rate that was calculated 1 

in accordance with the FERC’s AFUDC formula, which requires that the utility 2 

use the ROE of its primary ratemaking jurisdiction.5  SPS’s primary jurisdiction 3 

for purposes of this calculation is the Texas retail jurisdiction. 4 

Q. Please explain how SPS calculated the depreciation expense used in the total 5 

company revenue requirement calculations. 6 

A. As Mr. Evans explains in his testimony, SPS currently has approved depreciation 7 

rates for the FERC accounts in which the TSG assets are recorded.  Therefore, I 8 

have used the weighted average of those rates as the blended depreciation rates 9 

for the TSG assets.  SPS does not have approved depreciation rates for the wind 10 

production assets, but Mr. Evans explains that SPS is proposing to use a 25-year 11 

service life for the assets.  I incorporated a depreciation rate that is a “blended” 12 

rate based on SPS’s three jurisdictions.  The blended depreciation rate uses 4.08% 13 

for Texas and 4.34% for both New Mexico and FERC. 14 

Q. Please describe how ADIT arises. 15 

A. To account for income taxes, SPS uses the tax normalization method, which refers 16 

to the practice of recording deferred taxes on all book and tax timing differences. 17 

Timing differences are transactions that affect book income and taxable income in 18 

different periods. This issue arises because taxes are not always required to be 19 

paid by a utility at the same time the tax obligation is incurred.  In contrast, 20 

“flow-through” is the accounting method which, for ratemaking purposes, 21 

provides for income tax expense currently payable to be included as cost of 22 

5  The formula appears in the FERC Uniform System of Accounts, Electric Plant Instruction 
No. 17. 
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service income tax expense for the period, and deferred income taxes are not 1 

recorded. 2 

The classic example of a timing difference is related to depreciation 3 

expense, which is recorded on a straight-line basis for financial reporting 4 

purposes.  For tax purposes, however, depreciation is accelerated, which reduces 5 

current taxes by the value of the accelerated depreciation deduction multiplied by 6 

the tax rate.  The difference between the accelerated deduction used for tax 7 

purposes and the straight-line depreciation used for financial reporting is 8 

multiplied by the tax rate, which results in recorded ADIT and a deferred tax 9 

liability.  The ADIT balance is applied as a reduction to rate base, which gives 10 

customers credit and a reduction to the revenue requirement.  The reduction in the 11 

revenue requirement reflects SPS’s use of taxes that have been collected from 12 

customers but that are not due and payable in SPS’s current taxes. 13 

Q. How did SPS calculate the total company ADIT balance? 14 

A. SPS calculated the ADIT balance included in the total company annual revenue 15 

requirement calculation by using a weighted average of the tax rates applicable to 16 

SPS.  SPS also included a deferred tax asset associated with unused PTCs.  I 17 

discuss that deferred tax asset later in my testimony. 18 

2. Cost of Capital19 

Q. What items are included as cost of capital inputs in the total company annual 20 

revenue requirement calculation? 21 

A. The cost of capital inputs used in the total company annual revenue requirement 22 

calculation are: (1) ROE, (2) capital structure, and (3) and cost of debt. 23 
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Q. What ROE is used for purposes of calculating the weighted average cost of 1 

capital (“WACC”)? 2 

A. For purposes of calculating the WACC, the overall revenue requirement 3 

calculations assumed an ROE of 9.79%.  That ROE is a “blended” rate that is 4 

based on SPS’s most recent ROEs from its three jurisdictions.  The blended ROE 5 

uses a 9.6% ROE for Texas, which is SPS’s current ROE for AFUDC purposes 6 

from the settlement of Docket No. 45524.  The New Mexico component of the 7 

ROE is 10.1%, which is what SPS has proposed in its currently pending rate case 8 

in New Mexico, Case No. 16-00269-UT.  The wholesale component of the ROE 9 

is 10.0%, which is the currently approved ROE in SPS’s FERC production 10 

formula rate. 11 

Q. What capital structure is SPS assuming for determining the revenue 12 

requirements for the SPS Wind Facilities? 13 

A. The capital structure used in each project’s revenue requirement study is 53.97% 14 

equity and 46.03% debt, which, as explained by SPS witness Mary P. Schell, is 15 

equal to SPS’s target regulated capital structure. 16 

Q. What cost of long-term debt is SPS assuming for purposes of calculating the 17 

WACC used in the revenue requirement studies? 18 

A. The cost of debt used to calculate the WACC is 4.25%. 19 

Q. Is that SPS’s embedded cost of long-term debt? 20 

A. No.  As explained in the testimony of Ms. Schell, SPS expects that most of the 21 

debt that it issues to construct the SPS Wind Facilities will be incremental to the 22 

currently outstanding debt.  Therefore, I used the incremental debt rate instead of 23 
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the embedded cost of debt to calculate the SPS Wind Facilities’ revenue 1 

requirements.  2 

3. Income Taxes 3 

Q. Please explain what is included for income taxes in the total revenue 4 

requirement calculation.    5 

A. The income tax expense used in the total company annual revenue requirement 6 

calculation is based on a weighted average of the tax rates applicable to SPS.  The 7 

income tax expense is calculated using the same income tax methodology that is 8 

used in a revenue requirement calculation for a base rate case.  As noted below, 9 

SPS expects to be in an NOL position at the time the SPS Wind Facilities go into 10 

service, mainly due to the availability of bonus depreciation at that time and the 11 

forecasted balance of SPS’s ADIT asset.  Therefore, I did not include any PTCs in 12 

current federal income tax expense through 2022. 13 

4. Property Taxes14 

Q. Does the total company revenue requirement calculation include any taxes 15 

other than income taxes? 16 

A. Yes.  The calculation includes forecasted property taxes based on current tax rates 17 

and forecasted plant balances.  18 

5. O&M19 

Q. What do the O&M cost estimates used in the total company annual revenue 20 

requirement calculation include? 21 

A. The estimates include the O&M related to the SPS Wind Facilities, property 22 

insurance costs, and land lease payments. 23 
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Q. What is the source for amounts included in the revenue requirement studies 1 

for total O&M expenses? 2 

A. The O&M expenses included in the SPS Wind Facilities’ revenue requirements 3 

are based on the data presented by SPS witness William P. Zawacki. 4 

6. Internal Revenue Code Section 199 Domestic Production Tax Deduction5 

Q. Please explain the Internal Revenue Code Section 199 domestic production 6 

tax deduction. 7 

A. Internal Revenue Code Section 199 provides businesses with certain qualified 8 

production activities with a tax deduction.  Production from the SPS Wind 9 

Facilities will qualify for this deduction, but because of SPS’s expected NOL 10 

position through 2025, the Section 199 deduction is not included in the SPS Wind 11 

Facilities’ annual revenue requirement amounts. 12 

7. Bonita PPA13 

Q. Did SPS also use the elements of costs that you have just described to 14 

calculate the Bonita PPA expense? 15 

A. No.  SPS calculated the Bonita PPA expense by multiplying the cost per 16 

megawatt-hour (“MWh”) by the expected output of the Bonita facilities.  I 17 

received the MWh cost from SPS witness Tim Kawakami, and I received the 18 

expected output from Mr. Adelman. 19 

8. Total Company Revenue Requirements20 

Q. Have you provided an attachment showing the total company revenue 21 

requirements for the SPS Wind Facilities? 22 

A. Yes.  Attachment APF-1 provides those revenue requirements.  Within that 23 

attachment, the file labeled “APF-1.1” contains the Hale revenue requirement, 24 
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and the file labeled “APF-1.2” contains the Sagamore revenue requirement.  I 1 

provided these revenue requirements to Mr. Adelman for his analysis of the 2 

economic benefits associated with the SPS Wind Facilities and the Bonita PPA. 3 

B.  Jurisdictional Allocation of Economic Benefits 4 

Q. You testified earlier that, after you provide Mr. Adelman with the overall 5 

revenue requirements associated with the SPS Wind Facilities and the PPA, 6 

he calculates the economic benefits and provides those numbers to you. 7 

What is the next step after he provides those numbers to you? 8 

A. After I receive the total company economic benefits that result from the SPS 9 

Wind Facilities and the Bonita PPA, the next step is to allocate the benefits 10 

among the three jurisdictions so that it is possible to compare the Texas retail 11 

portion of the benefits attributable to the SPS Wind Facilities and the Bonita PPA 12 

with the Texas retail portion of the costs attributable to the SPS Wind Facilities 13 

and the Bonita PPA. 14 

Q. What allocator did you use to allocate the benefits to the Texas retail 15 

jurisdiction? 16 

A. I used an energy allocator for the reasons discussed by Mr. Evans. 17 

C. Texas Retail Jurisdictional Revenue Requirement 18 

Q. What do you explain in this subsection of your testimony? 19 

A. As I explained in Section III of my testimony, after I allocate the economic 20 

benefit attributable to the SPS Wind Facilities and the Bonita PPA to the Texas 21 

retail jurisdiction, it is necessary to calculate a Texas retail jurisdictional revenue 22 

requirement for each of the SPS Wind Facilities and the Bonita PPA.  That allows 23 

the Commission to make an apples-to-apples comparison of the Texas retail 24 
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jurisdictional costs and benefits associated with the SPS Wind Facilities and the 1 

Bonita PPA.  2 

Q. How did you calculate the Texas retail jurisdictional revenue requirement? 3 

A. I used the same methodology I described above for the overall revenue 4 

requirement, and I used the same inputs with the exception of the following 5 

inputs: 6 

 ROE;7 

 Depreciation Rate; and8 

 Income Tax Rate.9 

Q. Why did you use different inputs for the cost elements listed above? 10 

A. I used different inputs for the above items in order to reflect Texas-specific 11 

ratemaking principles. 12 

Q. Please describe the ROE used in the Texas retail jurisdictional revenue 13 

requirement. 14 

A. The ROE I used in the calculation of the Texas retail jurisdictional revenue 15 

requirement is 9.6%, which is SPS’s current ROE for AFUDC purposes from the 16 

settlement of Docket No. 45524.6 17 

Q. Please describe the depreciation rate used in the Texas retail jurisdictional 18 

revenue requirement. 19 

A. The depreciation rate used in the Texas retail jurisdictional revenue requirement is 20 

4.08%, as described by Mr. Evans. 21 

6  The 9.6% ROE was also used for the total company revenue requirement, but in that calculation 
it was averaged with other ROEs to create a blended 9.79% ROE.  For the Texas retail calculation, the 
9.6% ROE is used without being blended with other ROEs. 
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Q. Please describe the income tax rate used in the Texas retail jurisdictional 1 

revenue requirement. 2 

A. The tax rate used is the federal income tax rate of 35%, which is the tax rate used 3 

in revenue requirement calculations in SPS’s recent Texas retail base rate cases. 4 

The 35% tax rate affects the ADIT, current tax expense, and deferred tax expense 5 

included in the revenue requirement calculation. 6 

Q. Did you perform any other calculations to derive the Texas retail 7 

jurisdictional revenue requirement? 8 

A. Yes.  After calculating the total company revenue requirement using Texas-9 

specific ratemaking principles, I allocated the overall revenue requirement to the 10 

Texas retail jurisdiction.  11 

Q. What jurisdictional allocation factor did SPS use in the revenue requirement 12 

studies in this case? 13 

A. As discussed by SPS witness Mr. Evans, the SPS model allocates the rate base 14 

and the costs of the SPS Wind Facilities to each jurisdiction using an energy 15 

allocator.  This allocation methodology is consistent with SPS’s intention to treat 16 

its investment in the SPS Wind Facilities as an economic investment on behalf of 17 

its customers. 18 

Q. Have you prepared an attachment showing the Texas retail jurisdictional 19 

revenue requirement for the SPS Wind Facilities? 20 

A. Yes.  Attachment APF-2 presents the annual Texas retail jurisdictional revenue 21 

requirement.  Within that attachment, the file labeled “APF-2.1” contains the 22 

revenue requirement for Hale, and the file labeled “APF-2.2” contains the revenue 23 

requirement for Sagamore. 24 



Freitas Direct  Page 25 

D. Texas Retail Jurisdictional Net Savings 1 

Q. Please describe how you calculated the Texas retail jurisdictional net savings. 2 

A. Using the overall savings from the SPS Wind Facilities as calculated by Mr. 3 

Adelman, I calculated Texas retail customers’ share by multiplying the overall 4 

total savings by the energy allocation factor I used in the calculation of the Texas 5 

retail jurisdictional revenue requirement.  This resulted in the Texas retail 6 

jurisdictional total savings.  To calculate the Texas retail jurisdictional net 7 

savings, I compared the Texas retail jurisdictional total savings to the total Texas 8 

retail jurisdictional revenue requirement.  The total Texas retail jurisdictional 9 

revenue requirement is the sum of the Texas retail jurisdictional revenue 10 

requirements for the Hale and Sagamore projects, which I present in Attachment 11 

APF-2, and the Bonita PPA Texas retail jurisdictional expense.  Mr. Adelman 12 

also provided me with the Bonita PPA total expense, and I used the energy 13 

allocator I described earlier to calculate the Texas retail jurisdiction’s share of the 14 

Bonita PPA expense.  The difference between the Texas retail jurisdictional total 15 

savings and the Texas retail jurisdictional total revenue requirement is the Texas 16 

retail jurisdictional net savings.  Attachment APF-3 presents the annual Texas 17 

retail jurisdictional net savings as well as the total Texas retail jurisdictional net 18 

savings, which sum to $1.6 billion over the lives of the SPS Wind Facilities and 19 

the Bonita PPA. 20 
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V. DETERMINATION OF THE TEXAS RETAIL REVENUE 1 
REQUIREMENT USED TO CALCULATE THE COST 2 

RECONCILIATION MECHANISM  3 

Q. What topic do you discuss in this section of your testimony? 4 

A. In this section of my testimony, I describe the process that SPS is proposing to use 5 

for determining the Texas retail jurisdictional revenue requirements for Hale and 6 

Sagamore during the period between the date the facilities go into commercial 7 

operation and the date they are included in rate base.  That revenue requirement 8 

will be used as one part of the Cost Reconciliation Mechanism described by Mr. 9 

Evans. 10 

Q. What revenue requirements methodologies will be used to calculate the Cost 11 

Reconciliation Mechanism before the SPS Wind Facilities are included in 12 

base rates? 13 

A. SPS will use actual costs to calculate the revenue requirements used in the 14 

calculation of the Cost Reconciliation Mechanism.  The particular elements of 15 

costs will be determined as follows: 16 

 Rate base will be based on period-ending balances and will include a17 
deferred tax asset associated with unused PTCs;18 

 Depreciation expense will be based on the depreciation rate approved by19 
the Commission in this proceeding;20 

 The ROE used in the Cost Reconciliation Mechanism will be the most21 
recent ROE approved by the Commission at the time the calculation is22 
performed;23 

 The capital structure will be based on actual balances at the time the24 
calculation is performed;25 

 The cost of debt will be the incremental debt rate associated with Hale and26 
Sagamore;27 
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 O&M will be based on actual costs of the SPS Wind Facilities after they1 
begin commercial operation;2 

 The property insurance and property taxes will be allocated to the SPS3 
Wind Facilities based on the ratio of the gross plant balances of the SPS4 
Wind Facilities to total assets, multiplied by the actual total property5 
insurance and property tax expenses;6 

 The jurisdictional allocators will be based on the actual energy sales7 
during the historic period;8 

 Income tax expense, including any NOL and associated deferred tax asset,9 
will be calculated based on the SPS Wind Facilities’ taxable income on a10 
stand-alone basis and will be included in the stand-alone revenue11 
requirements calculation.12 
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VI. ACCCOUNTING FOR UNUSED FEDERAL PTCS1 

Q. What topic do you discuss in this section of your testimony? 2 

A. In this section, I discuss SPS’s proposed treatment of PTCs that cannot be used to 3 

reduce SPS’s federal income tax expense in the years after the SPS Wind 4 

Facilities go into service. 5 

Q. Why will SPS be unable to use the PTCs to reduce its federal income tax 6 

expense after the SPS Wind Facilities go into service? 7 

A. SPS is currently in an NOL position because of large tax deductions that it is able 8 

to take as a result of “bonus” depreciation.  Because the SPS Wind Facilities will 9 

also be eligible for bonus depreciation, SPS forecasts that it will remain in an 10 

NOL position until 2025. 11 

Q. What is bonus tax depreciation? 12 

A. Bonus federal income tax depreciation is a form of accelerated depreciation that 13 

provides an additional tax incentive for investment by increasing the amount of 14 

tax depreciation in the first year that a depreciable asset is placed in service 15 

beyond the tax depreciation that would normally be available.  Bonus federal 16 

income tax depreciation increases the difference between the book depreciation 17 

and the tax depreciation, creating an increased deduction for current income taxes, 18 

which lowers federal taxable income and current income tax expense.  Because 19 

bonus tax depreciation creates a book-tax timing difference, there is an offset in 20 

deferred income tax expense (a debit), and a corresponding credit to the ADIT 21 

balance in rate base.   22 
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Q. Is SPS currently in an NOL position? 1 

A. Yes.  Bonus tax depreciation in recent years has created more tax deductions than 2 

SPS can currently use, which has placed SPS in a NOL position.  As a result, a 3 

deferred tax asset has been created and included in rate base to offset the ADIT 4 

balances.   5 

Q. Will the SPS Wind Facilities coming on line extend the expected duration of 6 

SPS’s NOL position? 7 

Yes.  SPS expects to be in an NOL position at the time the SPS Wind Facilities 8 

enter service. In addition, the SPS Wind Facilities will qualify for bonus 9 

depreciation, which will increase SPS’s accumulated deferred tax asset balance. 10 

SPS expects to remain in an NOL position through 2025.  11 

Q. What effect will SPS’s NOL accumulated deferred tax asset have on the 12 

PTCs associated with the SPS Wind Facilities’ annual output? 13 

A. SPS will not be able to use and benefit from the PTCs if it is in an NOL position 14 

in the year the PTCs are created, which is expected to continue for a number of 15 

years after the SPS Wind Facilities enter service.  Accordingly, SPS proposes to 16 

accrue the unused PTCs in a deferred tax asset, as it does with other tax credits 17 

and deductions that it is unable to use because of the NOL position.   18 

Q. How does SPS propose to treat the deferred tax asset? 19 

A. During the period between commercial operation of the SPS Wind Facilities and 20 

their inclusion in rate base, SPS proposes to include the deferred tax asset 21 

attributable to unused PTCs in the revenue requirement calculated for purposes of 22 

the Cost Reconciliation Mechanism.  After the SPS Wind Facilities are placed in 23 
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rate base, SPS proposes to include the deferred tax asset in its rate base for 1 

purposes of calculating base rates.   2 

Q. Does SPS propose to include the unused PTCs in rate base indefinitely? 3 

A. No.  SPS proposes to include the deferred tax asset attributable to unused PTCs in 4 

rate base only until December 31, 2025.  After that date, SPS will remove any 5 

deferred tax asset associated with unused PTCs from rate base. 6 

Q. Is it reasonable to include the deferred tax asset attributable to unused PTCs 7 

in rate base? 8 

A. Yes.  As explained by Mr. Evans, customers will be gaining the benefit of the 9 

PTCs through a credit to eligible fuel expense, and, therefore, it is reasonable for 10 

the deferred tax asset associated with those PTCs to be included in rate base. 11 

Q. Does this conclude your pre-filed direct testimony? 12 

A. Yes.13 
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Revenue Requirement - Hale

Tax Rates and Capital Structure

Tax Rates
Composite Tax Rate 36.4370%

Apportioned State Tax Rate 2.21%

Federal Rate 35.00%

Revenue Conversion Factor 1.57324193

      Rate           Ratio         Cost     

Long Term Debt 4.25% 46.03% 1.9600%

Short Term Debt 0.00% 0.00% 0.0000%

Preferred Stock 0.00% 0.00% 0.0000%

Common Equity 9.79% 53.97% 5.2800%

Calculated Return on Rate Base 7.2400%

Forecast 2019 - 2045
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Revenue Requirement - Sagamore

Tax Rates and Capital Structure

Tax Rates
Total Composite Tax Rate 36.44%

New Mexico State Tax Rate 2.21%

Federal Rate 35.00%

Revenue Conversion Factor 1.57322992

      Rate           Ratio         Cost     

Long Term Debt 4.25% 46.03% 1.9600%

Short Term Debt 0.00% 0.00% 0.0000%

Preferred Stock 0.00% 0.00% 0.0000%

Common Equity 9.79% 53.97% 5.2800%

Calculated Return on Rate Base 7.2400%

Forecast 2019 - 2045
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Revenue Requirement - Hale

Tax Rates and Capital Structure

Tax Rates
Composite Tax Rate 35.0000%

Apportioned State Tax Rate 5.90%

Federal Rate 35.00%

Revenue Conversion Factor 1.53846154

      Rate           Ratio         Cost     

Long Term Debt 4.25% 46.03% 1.9600%

Short Term Debt 0.00% 0.00% 0.0000%

Preferred Stock 0.00% 0.00% 0.0000%

Common Equity 9.60% 53.97% 5.1800%

Calculated Return on Rate Base 7.1400%

Forecast 2019 - 2045
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Revenue Requirement - Sagamore

Tax Rates and Capital Structure

Tax Rates
Texas Composite Tax Rate 35.00%

New Mexico State Tax Rate 5.90%

Federal Rate 35.00%

Revenue Conversion Factor 1.53846154

      Rate           Ratio         Cost     

Long Term Debt 4.25% 46.03% 1.9600%

Short Term Debt 0.00% 0.00% 0.0000%

Preferred Stock 0.00% 0.00% 0.0000%

Common Equity 9.60% 53.97% 5.1800%

Calculated Return on Rate Base 7.1400%

Forecast 2019 - 2045
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