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GLOSSARY OF ACRONYMS AND DEFINED TERMS

Acronym/Defined Term

Meaning

AGIS

CWIP

Distribution-related affiliate

classes

FERC
GIS

Native SPS Costs

NESC
O&M

Operating Companies

PTT
RFP

SPS

TAC

Test Year

Advances Grid Intelligence and Security
Construction Work in Progress
Distribution Business Operations;
Distribution Electric Engineering;
Distribution Planning and Performance;
Vegetation Management and Pole Program;
Vice President Distribution Operations; and
Gas Operations

Federal Energy Regulatory Commission
Geographic Information System

Costs incurred directly by SPS associated
with the provision of electric service to
customers

National Electrical Safety Code

Operation and maintenance

Northern States Power Company, a
Minnesota corporation; Northern States
Power Company, a Wisconsin corporation;
Public Service Company, a Colorado
corporation; and SPS

Productivity Through Technology

Rate Filing Package

Southwestern Public Service Company, a
New Mexico corporation

Texas Administrative Code

April 1, 2018 through March 31, 2019
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Acronym/Defined Term

Meaning

Total Company or total
company

Update Period
Updated Test Year
VP

WAM

WBS

Xcel Energy

XES

Total SPS (before jurisdictional allocation)

April 1, 2019 through June 30, 2019
July 1, 2018 through June 30, 2019
Vice President

Work Asset Management

Work Breakdown Structure

Xcel Energy Inc.

Xcel Energy Services Inc.
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LIST OF ATTACHMENTS

Attachment Description
CSM-RR-1 SPS Distribution Operation and Maintenance
Expense

(Filename: CSM-RR-1.xlsx)

CSM-RR-2 Organization Chart — Distribution Operations
(Non-native format)

CSM-RR-3 Organization Chart — Gas Operations
(Non-native format)

CSM-RR-4 Distribution Capital Additions for April 1, 2018
through March 31, 2019
(Filename: CSM-RR-4.xIsx)

CSM-RR-5 Distribution Capital Additions for April 1, 2019
through June 30, 2019
(Filename: CSM-RR-5.xlsx)

CSM-RR-A Summary of XES Expenses to SPS by Affiliate
(Updated Test Year) Class and Allocation method
(Filename: CSM-RR-ABCD.xlsx)

CSM-RR-B(CD) XES Expenses by Affiliate Class, Activity,
(Updated Test Year) Allocation method and FERC Account
(Filename: CSM-RR-ABCD.xlsx)

CSM-RR-C Exclusions from XES Expenses to SPS by
(Updated Test Year) Affiliate Class and FERC Account
(Filename: CSM-RR-ABCD.xlsx)

CSM-RR-D Pro Forma Adjustments to XES Expenses by
(Updated Test Year) Affiliate Class and FERC Account
(Filename: CSM-RR-ABCD.xlsx)
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DIRECT TESTIMONY
OF
CASEY S. MEEKS

I. WITNESS IDENTIFICATION AND QUALIFICATIONS

Please state your name and business address.

My name is Casey Meeks. My business address is 4201 Frankford, Lubbock,
Texas 79407.

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 SPS as Senior Director, Distribution Operations.

Please briefly outline your responsibilities as Senior Director, Distribution
Operations.

My responsibilities as Senior Director, Distribution Operations include leading
the SPS Distribution Operations organization. Distribution Operations includes
electric distribution design and layout, construction, operations, maintenance, and
emergency repair activities for the SPS distribution systems. As such, | provide
the central point of contact for all issues regarding SPS Distribution Operations. |
also have responsibility for overseeing and managing Distribution control center
operations. Additionally, I am responsible for deploying Distribution Operations
personnel in an effective and efficient manner, with an emphasis on safety,

reliability, customer satisfaction, and compliance.
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Please describe your educational background.

I graduated from Texas Tech University, in Lubbock, Texas in 2007, receiving a
Bachelor of Science degree in Mechanical Engineering.

Please describe your professional experience.

| was hired by SPS in Hobbs, New Mexico as a distribution engineer in January of
2008. As a distribution engineer, | was responsible for the design, procurement of
materials, and management of projects primarily related to the extension of
electrical service to new customers in and around the Hobbs, New Mexico area.
In 2011, I took a position as a Manager of Distribution Design for the Texas
South and New Mexico regions of SPS, leading a team of designers and engineers
responsible for the design of projects that safely serve new electric customers and
provide for distribution system reliability. In 2013, | was promoted to Director of
Distribution Engineering, Construction and Maintenance for the Texas South
division of SPS. In October of 2018, | began my current position as Senior
Director of Distribution Operations for SPS, where | devote my time to operating
SPS’s Texas and New Mexico electric distribution systems.

Do you hold any professional licenses?

Yes. | am a licensed Professional Engineer in the State of Texas and the State of
New Mexico.

Are you a member of any professional organizations?

Yes. | am a member of the American Society of Mechanical Engineers.
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Il. ASSIGNMENT AND SUMMARY OF TESTIMONY AND
RECOMMENDATIONS

What is your assignment in this proceeding?

| support the Updated Test Year (July 1, 2018 through June 30, 2019)* Operation
& Maintenance (“O&M”) and the administrative and general expenses for
activities and work performed on SPS’s distribution systems by: (1) SPS
employees to provide electric service (also referred to as “native SPS costs”); and
(2) six classes of affiliate services (collectively referred to as the “Distribution-
related affiliate classes™) to provide electric service.

In regard to Distribution-related native SPS costs, my testimony will:

e describe the types of services provided;

e explain how the services are reasonable and necessary for SPS’s
operations; and

e support the costs as reasonable and necessary for rate recovery
purposes.

In regard to the Distribution-related affiliate classes, my testimony will:
e describe the services included in each class;

e explain that those services are reasonable and necessary for SPS’s
operation;

e explain that the costs for those services are reasonable and necessary;
e explain that these services do not duplicate services that SPS provides

to itself through its own employees or that are provided from any other
source; and

! The Test Year in this case is April 1, 2018 through March 31, 2019, and the Update Period is
April 1, 2019 through June 30, 2019. The Updated Test Year consists of the last nine months of the Test
Year and the three months in the Update Period. In addition to support the Updated Test Year costs, | have
also reviewed the costs for the first three months of the Test Year for the classes | support and find those
costs to be reasonable.
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e explain that charges from Xcel Energy Services Inc. (“XES”), the
service company subsidiary of Xcel Energy, to SPS for those services
are no higher than the charges to SPS affiliates for the same or similar
services.

I also review and provide cost data for the Distribution-related capital
additions that closed to plant-in-service during the period July 1, 2017, which is
the first day after the end of the period for which capital additions were approved
in Docket No. 47527, through June 30, 2019, which is the end of the Update
Period in this case. | will provide the actual dollar amount of the capital additions
for this 24-month period in two steps. First, in my direct testimony, | present the
actual dollar amount of Distribution-related capital additions that closed to plant-
in-service through March 31, 2019, the end of the Test Year in this case, and
estimated dollar amounts of Distribution-related 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
Distribution-related 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 Distribution-related capital additions closed to plant-in-service
during the period July 1, 2017 through June 30, 2019.

Finally, 1 sponsor or co-sponsor Schedules H-13.1 through H-13.3 of
SPS’s Rate Filing Package (“RFP”).

e Schedule H-13.1 discusses SPS’s efforts to maintain and improve the

quality of service to its customers. | co-sponsor this schedule with
SPS witness William A. Grant.

e Schedule H-13.1a provides a description of SPS’s voltage surveys, as
required in 16 Tex. Admin. Code (“TAC”) § 23.62(h)(2).
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e Schedule H-13.1b provides a summary of the primary causes for
circuit breaker operations, and a sample of the records used to prepare
this information.

e Schedule H-13.1c provides a description of SPS’s procedures for
responding to quality of service complaints or inquiries and a summary
of the number of such complaints received during the Test Year. |
co-sponsor this schedule with Mr. Grant.

e Schedule H-13.1d provides a description of SPS’s tree trimming
program.

e Schedule H-13.1e provides a description of any specific programs or
activities that are directed towards improving the quality of service to
SPS’s customers.

e Schedule H-13.2 contains a report that provides information regarding
certain customer outages.

e Schedule H-13.3 provides the continuity of service index and average

length of interruption for the Test Year, as well as for the previous
nine calendar years.

Please summarize your testimony and recommendations.

The amounts included in Attachment CSM-RR-1 represent, at a total company
level (total SPS before jurisdictional allocation, “total company” or “Total
Company”), reasonable and necessary distribution O&M costs incurred directly
by SPS to support SPS’s ability to provide safe and reliable electric service to its
Texas retail customers.

The affiliate charges to SPS are included in Attachments CSM-RR-A
through D and are addressed in more detail in Section IV of my testimony. The
total company Updated Test Year costs that SPS seeks to recover for the
Distribution-related affiliate classes are reasonable and necessary because they are
incurred to provide various distribution-related services. The types of services

include:
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Development of the operations meter testing programs and
establishment and monitoring of consistent meter engineering
and performance standards for regulatory and operational
compliance;

Design, development, and implementation of electric
distribution standards for system performance and distribution
management systems;

Provision of annual business planning services, the facilitation
and support of the annual Distribution O&M budgeting
process, and the provision of performance reporting and
analytics;

Development of standards and protocols for vegetation
management programs and provision of management of pole
maintenance related activities such as pole testing, treatment,
and reinforcement;

Development and implementation of cost-effective labor
strategies that align resources to support Distribution business
needs;

Proper recording of SPS’s electric distribution and
transmission facilities in the Geographic Information System
(“GIS”) and providing oversight and compliance activities for
the high pressure gas mains that support SPS generation
facilities; and

Electric distribution design and layout, construction,
operations, maintenance, and emergency repair activities for
the SPS distribution systems with an emphasis on safety,
reliability, customer satisfaction, and compliance.

In addition to the necessity of the services, the total company Updated

Test Year affiliate costs that SPS seeks to recover for distribution-related services

are reasonable and necessary because they also support SPS’s ability to provide

electric service to its Texas retail customers. In particular:

The costs are for oversight of the planning, siting, design, construction,

operation, and maintenance of SPS’s distribution assets.
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e The services are necessary to ensure that SPS’s distribution system,
which is essential to bringing safe and reliable electric service to SPS’s
customers, is appropriately operated and maintained.

e The costs are reasonable because they are shared with other affiliates,
consist primarily of reasonable personnel costs, and are subjected to
rigorous budgeting and cost control processes.

e SPS does not provide these services for itself, and the services do not
duplicate services provided by others.

e Each charge from SPS’s affiliates for these services is billed at cost

and is no higher than the charge by those affiliates to any other entity
for the same or similar service.

Thus, the Distribution-related affiliate classes’ costs are reasonable and should be
included for recovery in SPS’s base rates.

Next, the costs of the Distribution-related capital additions placed in
service between July 1, 2017 through March 31, 2019, including the associated
capitalized affiliate charges, is $176,090,517.88. These costs, which are provided
on Attachment CSM-RR-4, are reasonable capital costs for the construction of
new and reinforced distribution lines and substations and have been prudently
incurred. These costs are necessary for expanding and sustaining SPS’s Texas
distribution system and extending and providing reliable service to SPS’s
customers.

In addition, SPS incurred Distribution-related capital addition costs for
projects placed in service during the Update Period. These costs, which are
provided in Attachment CSM-RR-5, are also reasonable and necessary capital
costs for expanding and sustaining SPS’s Texas distribution systems and
extending and providing reliable service to SPS’s customers. As initially filed, a

portion of the costs reflected in Attachment CSM-RR-5 are budgeted, or
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estimated, amounts. This is explained in more detail by SPS witness Mark P.
Moeller. As discussed by Mr. Grant, SPS will file actual costs for items estimated
in the Update Period, including an updated version of Attachment CSM-RR-5,
45 days after SPS files this application.

For the capital additions placed in service during the Test Year, as well as
the capital additions placed in service during the Update Period, 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. These costs are presented on my
Attachments CSM-RR-4 and CSM-RR-5. As initially filed, Attachment CSM-
RR-5 contains only a total estimated amount of affiliate charges, which is based
on historic percentages for the different asset classes. This is explained in more
detail by Mr. Moeller. The updated version of Attachment CSM-RR-5 will reflect
actual affiliate charges for each project in the period. The capitalized affiliate
costs presented on my Attachments CSM-RR-4 and CSM-RR-5 are reasonable
and necessary capital costs to ensure the safe and reliable operation of SPS’s
distribution systems.

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

As explained by Mr. Grant, SPS will be using an Updated Test Year in this case.
SPS’s initial filing presents actual affiliate O&M expenses for the Test Year
(April 1, 2018 through March 31, 2019) and estimated information for the Update

Period (April 1, 2019 through June 30, 2019). Accordingly, the first nine months
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of SPS’s Updated Test Year (i.e., July 2018 through March 2019) consist of
actual cost information and the last three months (i.e., April through June 2019)
contain estimated cost information. For this reason, certain SPS witnesses refer to
the Updated Test Year in direct testimony as the “estimated Updated Test Year.”

Regarding the affiliate costs | support, as explained by SPS witness
Melissa L. Schmidt, actual figures for April and May 2019 have been provided,
and June 2019 figures have been estimated based on the forecasted budget.
However, these expenses have not gone through the full pro forma adjustment
review process. With respect to the Distribution-related capital costs (and related
affiliate expense) that | support, the costs for projects placed in service between
April 1, 2019 and June 30, 2019 (Update Period) have been estimated.
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 this application has been filed. The
update will provide actual costs to replace the estimates provided in the
application for the Update Period. As part of that process, my Attachments
CSM-RR-A through D will be updated to remove estimates of affiliate O&M
expenses incurred by SPS during the Updated Test Year and then replace those
estimates with actual expenses, which will be used to establish SPS’s base rates in
this case.

Additionally, my Attachment CSM-RR-5 will be updated to remove

estimates of Distribution-related capital additions closed to plant-in-service in the
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Update Period and replace those estimates with actual capital additions closed to
plant-in-service during that period.

Were Attachments CSM-RR-1 through CSM-RR-5, and CSM-RR-A through
CSM-RR-D prepared by you or under your direct supervision and control?
Yes, as to Attachments CSM-RR-2 and CSM-RR-3, and the project descriptions
in Attachment CSM-RR-5. Attachment CSM-RR-1 was prepared by SPS witness
Arthur P. Freitas and his staff and is based on the Cost of Service Study. My staff
and | have reviewed this attachment, and | believe it to be accurate. The cost
information contained in Attachments CSM-RR-4 and CSM-RR-5 was prepared
by Mr. Moeller and his staff. My staff and | have reviewed these attachments,
and I believe them to be accurate. Attachments CSM-RR-A through CSM-RR-D
were prepared by Ms. Schmidt and her staff. My staff and | have reviewed these
attachments, and | believe them to be accurate. Although the information | have
described is presented in these other witnesses’ attachments, | have presented this
information in my attachments for the convenience of those reviewing my
testimony.

Were the RFP schedules that you sponsor prepared by you or under your
supervision and control?

Yes.

Do you incorporate the RFP schedules that you sponsor into your testimony?

Yes.
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111, NATIVE COSTS FOR DISTRIBUTION O&M EXPENSE

What are the types of costs included in SPS’s requested level of distribution-
related expenses?

Distribution-related O&M expenses include both native SPS costs (i.e., costs
originating in SPS) and affiliate charges (i.e., costs originating in XES). SPS’s
native costs are those costs incurred directly by SPS associated with the provision
of electric service to customers. These costs include labor, materials, and other
non-fuel O&M costs. For example, the salaries of the approximately 380 SPS
employees who perform distribution functions are native costs. The SPS
employees include design engineers, journeyman lineman, journeyman
metermen, operation specialists, surveyors, and usually their immediate
supervisors.

Please describe SPS’s native distribution-related expenses for which SPS
seeks recovery in its base rates.

These costs, which are provided in my Attachment CSM-RR-1, relate to the
following Federal Energy Regulatory Commission (“FERC”) accounts and

descriptions:

FERC Description
Account
580 Operation Supervision and Engineering
582 Station Expenses
583 Overhead Line Expenses
584 Underground Line Expenses
585 Street Lighting and Signal Systems Expenses
586 Meter Expenses
Meeks Direct — Revenue Requirement Page 17
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FERC Description
Account
587 Customer Installation Expenses
588 Misc Distribution Expense
589 Rents
590 Maintenance Supervision and Engineering
591 Maintenance of Structures
592 Maintenance of Station Equipment
593 Maintenance of Overhead Lines
594 Maintenance of Underground Lines
595 Maintenance of Line Transformers
596 Maintenance of Street Lighting and Signal
Systems
597 Maintenance of Meters
598 Maintenance of Misc Distribution Plant

In addition, | support the costs associated with FERC Account 903 for

“move-in  and move-out” meter readings, and Distribution Operations

non-commodity bad debt expense included in FERC Account 904. Mr. Freitas

supports the costs recorded to FERC Account 581, Load Dispatching.

Describe generally the types of costs recorded to FERC Accounts 580 — 589.

All of these accounts relate to Distribution operation activities. For example,

FERC Account 580 includes costs that relate to the general supervision and

direction of the operation of the distribution system. FERC Account 581 includes

costs and expenses incurred in load dispatching operations, such as directing

switching, controlling voltages, and communication service for system control

purposes. FERC Account 582 relates to the operation of distribution substations.

FERC Accounts 583 and 584 include costs that relate to the operation of overhead

Meeks Direct — Revenue Requirement
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and underground distribution lines, such as inspecting and patrolling line as well
as tools and supplies related to the work. FERC Account 585 includes expenses
incurred for the operation of street lighting and signal systems, such as replacing
lamps, patrolling for lamp outages, and testing lines and equipment. FERC
Account 586 relates to the operations of meters, such as meter reading. FERC
Account 587 relates to customer installations, such as changing customers’
equipment due to changes in service characteristics and installing, removing,
renewing, and changing lamps and fuses. FERC Account 588 relates to
miscellaneous distribution expense, which can include miscellaneous meetings
and office supplies. FERC Account 589 relates to rents, such as rental payments
SPS distribution pays for facility attachments.

FERC Accounts 590 — 598 all relate to maintenance. Please describe these
accounts.

These accounts are where maintenance costs are recorded. Thus, for example,
when SPS employees perform maintenance of overhead or underground lines, the
costs are recorded to FERC Accounts 593 and 594. These maintenance costs
differ from the operations costs | described earlier, as the former reflects normal
operations and the latter captures costs to maintain operations.

Please explain the credit work and move-in and move-out services costs that
are recorded in FERC Account 903.

SPS utilizes distribution business area personnel to: (1) perform “shut offs” and
“turn ons” of electric service (also referred to as “credit work™) due to

non-payment of bills; and (2) perform meter readings when customers move in or
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out of residences. Prior to 2016, work orders charged by the distribution personnel
for these activities were assigned to distribution operation expense and not to
customer operations FERC accounts. Effective, January 1, 2016, these expenses
are now charged to FERC Account 903, which is a Customer Operations account.
However, because distribution personnel perform this work, I am supporting the
services provided, and related costs, as reasonable and necessary for SPS to
provide distribution services to customers.

Which distribution personnel perform the credit work for SPS?

SPS journeyman linemen perform this work.

What factors influence the levels of expense SPS incurs for credit work and
move-in and move-out meter reading?

Because journeyman linemen perform this work for SPS, their labor rates affect
SPS’s costs. In addition, the vehicle rates used by these employees impact the
costs for this type of work. Finally, with the exception of Amarillo, SPS
customers generally are spread further apart than is typical of customers in most
other investor owned utilities, which means SPS employees travel longer
distances to perform this type of work, which in turn impacts the level of costs.
Please describe the FERC Account 904 expenses that you mentioned above.
FERC Account 904 expenses are primarily driven by costs incurred from
make-ready, damage claims, and third-party attachments to Distribution facilities.
Make-Ready is the process of altering existing Distribution facilities to safely
accommodate third party attachments. In most cases, both make-ready and

facility attachments are legally obligatory, and SPS has no right of refusal.
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Make-ready costs are recovered through direct billing to the responsible party,
and third-party attachments primarily drive rent payments from the attaching
parties. Refusal to pay facility attachment rents, damage claims, or make-ready
costs results in bad debt expense within the FERC 904 account. Bad debt expense
associated with Distribution Operations for the Updated Test Year totals
$1,106,793.

Are the native SPS costs for distribution necessary and reasonable for SPS’s
operations?

Yes. The services provided by SPS distribution employees relate to reliability,
safety, customer service, operational efficiency, and the fiscal oversight necessary
to construct, operate, and maintain SPS’s electric distribution systems in New
Mexico and Texas. Without the incurrence of these costs, SPS would be unable
to provide reliable, safe electric service to its customers. These costs include
labor, materials, and other non-fuel O&M costs. SPS witnesses Michael T. Knoll
and Richard R. Schrubbe provide testimony regarding labor costs, SPS witness
Gary J. O’Hara provides testimony about sourcing and procurement of goods and
services, and Ms. Schmidt provides testimony regarding the methodology of
billings for labor and labor overheads. Starting in the next section of my
testimony, | discuss affiliate O&M charges to SPS for distribution-related

activities in more detail.
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IV. AFFILIATE CLASSES SPONSORED

Earlier in your testimony, you referred to “affiliate classes.” What do you
mean by the terms “affiliate classes” or “affiliate classes of services”?

A portion of SPS’s costs reflects charges for services provided by a supplying
affiliate, specifically XES or one of the Operating Companies. These charges
have been grouped into various affiliate classes, or aggregations of charges, based
upon the business area, organization or department that provided the service or, in
a few instances, the accounts that captured certain costs. In her direct testimony,
Ms. Schmidt provides a detailed explanation of how the affiliate classes were
developed and are organized for this case.

Which affiliate classes do you sponsor?

| sponsor the Distribution Business Operations, Distribution Electric Engineering,
Distribution Planning and Performance, Vegetation Management and Pole
Program, and Vice President (“\VVP”) Distribution Operations classes of affiliate
services. These classes are all within the Distribution Operations business area.
In addition, I sponsor the Gas Operations class of affiliate services, which is in the

Gas Systems business area.
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V. AFFILIATE EXPENSES FOR THE DISTRIBUTION BUSINESS
OPERATIONS CLASS OF SERVICES

Summary of Affiliate Expenses for the Distribution Business
Operations Class of Services

Where does the Distribution Business Operations affiliate class fit into the
overall affiliate structure?
Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a
pictorial display of all affiliate classes, dollar amounts for those classes, and
sponsoring witness for each class. As shown on that attachment, the Distribution
Business Operations affiliate class was part of the Distribution Operations
business area during the Updated Test Year. Attachment CSM-RR-2 to my
testimony is an organization chart showing the Distribution Operations
organization.
What services are grouped into the Distribution Business Operations affiliate
class?
The services that are grouped into the Distribution Business Operations affiliate
class are:

e Meter Performance Standards;

e Electric Meter Operations & Field Metering;

e Customer Operations & Builder’s Call Line;

e Customer Strategy;

e Field Scheduling Work Assignment;
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e Productivity Through Technology (“PTT”) Project;? and
e Facility Attachments.

What is the dollar amount of the Updated Test Year XES charges that SPS
requests, on a total company basis, for the Distribution Business Operations
affiliate class?

The following table summarizes the dollar amount of the estimated Updated Test
Year XES charges for the Distribution Business Operations affiliate class. | will
update the table below as part of SPS’s 45-day case update filing to reflect the

actual Updated Test Year costs for the Distribution Business Operations affiliate

class.
Table CSM-RR-1
Requested Amount of XES Class
Expenses Billed to SPS (Total
Company)
Class of Services Togll o Requested 7 Direct %
ass Amount Billed Allocated
Expenses
_Dlstrlbutlon_ $9,520,676 $607.430 77 04% 99 6%
Business Operations
Total XES Class Dollar amount of total Updated Test
Expenses Year expenses that XES charged to all

Xcel Energy companies for the services
provided by this affiliate class. This is
the amount from Column E in
Attachment CSM-RR-A.

2 The PTT effort seeks to gain efficiencies in different business areas among all four Operating

Companies, including the Distribution business area, through the identification and implementation of new
technology and computer software.
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Requested Amount Requested dollar amount of XES

of XES Class expenses to SPS (total company) for this
Expenses Billed to affiliate class after exclusions and pro
SPS (Total forma adjustments. This is the amount
Company) from Column K in Attachment
CSM-RR-A.
% Direct Billed The percentage of SPS’s requested XES

expenses (total company) for this class
that were billed 100% to SPS.

% Allocated The percentage of SPS’s requested XES
expenses (total company) for this class
that were allocated to SPS.

Please describe the attachments that support the information provided on
Table CSM-RR-1.

There are four attachments to my testimony that present information about the
requested SPS affiliate expenses for the Distribution Business Operations affiliate

class.

Attachment CSM-RR-A: Provides a summary of the affiliate expenses

for this class during the Updated Test Year. The portion of the summary specific
to billings to SPS starts with the total of the XES expenses to SPS for the services
provided by this affiliate class and ends with the requested dollar amount of XES
expenses to SPS (total company) for this affiliate class after exclusions and pro

forma adjustments. The columns on this attachment provide the following

information.
Column A— Line No. Lists the Attachment line numbers.
Column B —  Affiliate Class Lists the affiliate class.
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Column C —

Column D —

Column E —

Column F —

Column G —

Column H —

Column | —

Column J —

Billing Method (Cost

Center)

Allocation Method

Total XES Billings
for Class to all Legal
Entities (Total
Company) (FERC
Acct. 400-935)

XES Billings for
Class to all Legal
Entities Except for
SPS (FERC Acct.
400-935)

XES Billings for
Class to SPS (Total
Company) (FERC
Acct. 400-935)

Exclusions

Per Book

Pro Formas

Meeks Direct — Revenue Requirement

Shows the billing method that XES
uses to charge the expenses to the
affiliates, and the billing method short
title. In her direct testimony, Ms.
Schmidt explains the allocation
methods and defines the codes.

Shows the allocation method applicable
to the billing method (cost center).

Shows XES billings to all legal entities
for the affiliate class.

Shows XES billings to all legal entities
except SPS for the affiliate class.

Shows XES billings to SPS (total
company) for the affiliate class.

Shows the total dollars to be excluded
from Column G. Exclusions reflect
expenses not requested, such as
expenses not allowed or other expenses
excluded from the cost of service.

Shows XES billings to SPS (total
company), for the affiliate class, after
the exclusions shown in Column H.
The dollar amount in Column 1 is
Column G plus Column H.

Shows the total dollar amount of pro
forma adjustments to the dollar amount
in Column I. Pro forma adjustments
reflect revisions for known and
measurable changes to the Updated
Test Year expenses.
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Column K—  Requested Amount Shows the requested amount (total
(Total Company) company) for the affiliate class. The
dollar amount in Column K is Column |
plus Column J.

Column L — % of Class Charges Shows the percentage of affiliate class
charges billed using the cost center.

In her direct testimony, Ms. Schmidt provides a consolidated summary of
affiliate expenses billed to SPS for all classes during the Test Year and the
Updated Test Year.

Attachment CSM-RR-B(CD): Provides the detail of the XES expenses

for the Distribution Operations affiliate class that are summarized on Attachment
CSM-RR-A. The detail shows the XES expenses billed to SPS for the
Distribution Operations affiliate class, itemized by the amount, with each expense
listed by individual activity and billing method (cost center). When summed,
these amounts tie to the amounts shown on Attachment CSM-RR-A and the detail
regarding the expenses is organized to support that attachment. Specifically, the

columns on this attachment provide the following information.

Column A— Line No. Lists the Attachment line numbers.

Column B—  Legal Entity Shows the legal entity (Xcel Energy or
Receiving XES one of its subsidiaries) that received the
Expenses XES expense.

Column C —  Affiliate Class Lists the affiliate class.

Column D —  Cost Element Provides the cost element number.

Column E—  Activity Provides a short title for the activity.
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Column F —

Column G —

Column H —

Column | —

Column J —

Column K —

Column L —

Billing Method (Cost
Center)

FERC Account

Total XES Billings
for Class to all Legal
Entities (FERC Acct.
400-935)

XES Billings for
Class to all Legal
Entities Except SPS
(FERC Acct. 400-
935)

XES Billings for
Class to SPS (Total

Company) (FERC
Acct. 400-935)

Exclusions

Per Book

Meeks Direct — Revenue Requirement

Identifies the billing method and short
title. In her direct testimony, Ms.
Schmidt explains the billing methods
and defines the codes.

Shows the FERC Account in which the
expense was recorded.

Shows the itemized amount of the listed
XES expense that was billed to all legal
entities for the affiliate class.

Shows the itemized amount of the listed
XES expense that was billed to all legal
entities except SPS for the affiliate
class.

Shows the itemized amount of the listed
XES expense that was billed to SPS for
the affiliate class. Therefore, the sum of
this column provides total billings to
SPS and ties to the total dollar amount
for the affiliate class in Column G of
Attachment CSM-RR-A.

Shows the total dollars excluded from
Column J. The total dollar amount for
the affiliate class in Column K ties to
the total dollar amount for the affiliate
class in Column H of Attachment
CSM-RR-A.

Shows XES billings to SPS (total
company) for the affiliate class after the
exclusions shown in Column K. The
dollar amount in Column L is Column J
plus Column K. The total dollar amount
for the affiliate class in Column L ties to
the total dollar amount for the affiliate
class in Column | of Attachment
CSM-RR-A.
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Column M —  Pro Formas Shows the dollar amount of pro forma
adjustments to the dollar amount in
Column L. The total dollar amount for
the affiliate class in Column M ties to
the total dollar amount for the affiliate
class in Column J of Attachment

CSM-RR-A.
Column N—  Requested Amount Shows the requested amount (total
(Total Company) company) for the affiliate class. The

dollar amount in Column N is Column L
plus Column M. The total dollar
amount for the affiliate class in Column
N ties to the total dollar amount for the
affiliate class in Column K of
Attachment CSM-RR-A.

Ms. Schmidt also provides a consolidated summary of this information for
all affiliate classes during the Test Year and the Updated Test Year.

Attachment CSM-RR-C: Both Attachments CSM-RR-A and

CSM-RR-B(CD) show exclusions to the XES expenses billed to SPS for the
Distribution Operations affiliate class (Attachment CSM-RR-A, Column H;
Attachment CSM-RR-B(CD), Column K). Attachment CSM-RR-C provides
detail about those exclusions listed on Attachments CSM-RR-A and

CSM-RR-B(CD). The columns on Attachment CSM-RR-C provide the following

information.

Column A— Line No. Lists the Attachment line numbers.

Column B —  Affiliate Class Lists the affiliate class.

Column C— FERC Account Identifies the FERC Account and
FERC Account description for the
expense that has been excluded.

Column D —  Explanations for Provides a brief rationale for the

Exclusions exclusion.
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Column E—  Exclusions (Total Shows the dollar amount of the
Company) exclusion.

In her direct testimony, Ms. Schmidt describes the calculations underlying
the exclusions.

Attachment CSM-RR-D: Both Attachments CSM-RR-A and

CSM-RR-B(CD) show pro forma adjustments to SPS’s per book expenses for the
Distribution  Operations affiliate class (Attachment CSM-RR-A, Column J;
Attachment CSM-RR-B(CD), Column M). Attachment CSM-RR-D provides
information about those pro forma adjustments shown on Attachments
CSM-RR-A and CSM-RR-B(CD). The columns on Attachment CSM-RR-D

provide the following information.

Column A— Line No. Lists the Attachment line numbers.
Column B —  Affiliate Class Lists the affiliate class.
Column C — FERC Account Identifies the FERC Account and

FERC Account description affected by
the pro forma adjustment.

Column D —  Explanations for Pro  Provides a brief rationale for the pro
Formas forma adjustment.
Column E—  Sponsor Identifies the witness or witnesses who

sponsor the pro forma adjustment.

Column F—  Pro Formas (total Shows the dollar amount of the pro
company) forma adjustment.
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Does XES bill its expenses for the Distribution Business Operations affiliate
class to SPS in the same manner as it bills other affiliates for those expenses?
Yes. As discussed by Ms. Schmidt, XES uses the same method for billing and
allocating cost to affiliates other than SPS that it uses to bill and allocate those
costs to SPS.

Are there any exclusions to the XES billings to SPS for the Distribution
Business Operations affiliate class?

Yes. As | mentioned earlier, exclusions reflect expenses not requested, such as
expenses not allowed or other “below-the-line” items. Exclusions are shown on
Attachment CSM-RR-A, Column H, and on Attachment CSM-RR-B(CD),
Column K. The details for the exclusions are provided in Attachment
CSM-RR-C. Ms. Schmidt describes how the exclusions were calculated. In SPS’s
45-day case update, | will present an updated Attachment CSM-RR-C that will
provide actual exclusions to replace my estimated exclusions included in my
original attachment.

Are there any pro forma adjustments to SPS’s per book expenses for the
Distribution Business Operations affiliate class?

Yes. As | mentioned earlier, pro forma adjustments are revisions to the Updated
Test Year expenses for known and measurable changes. Pro forma adjustments
are shown on Attachment CSM-RR-A, Column J, and on Attachment
CSM-RR-B(CD), Column M. The details for the pro forma adjustments,
including the witness or witnesses who sponsor each pro forma adjustment, are

provided in Attachment CSM-RR-D. Given the time of SPS’s initial filing, only
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the first nine months of the Updated Test Year have completed the full pro forma
adjustment review process. In SPS’s 45-day case update, I will present an
updated Attachment CSM-RR-D that will complete the full pro forma adjustment
review process for the last three months of the Updated Test Year.

Attachment CSM-RR-D shows that you sponsor pro forma adjustments for
the Distribution Business Operations affiliate class that result in a net
decrease of $3,187.26. Please explain the adjustments.

The adjustments were made to remove costs that were determined not to benefit

SPS.

The Distribution Business Operations Class of Services are
Necessary Services

Are the services that are grouped in the Distribution Business Operations
affiliate class necessary for SPS’s operations?

Yes. The services grouped in the Distribution Business Operations affiliate class
are necessary to ensure that:

e consistent meter engineering and performance standards are
established and implemented for regulatory and operational
compliance;

e consistent governance and oversight practices are provided to preserve
integrity and accuracy of commercial and industrial meter field
installations;

e along-term metering strategy is established and maintained;

e the operations meter testing program is effectively executed, and
provides customer contact services;

e outages are reported and tracked, and the street lighting business is
supervised,;
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facility attachment agreements and requests/activities associated with
these agreements are managed,;

SPS policies based on tariffs are established and documentation of and
training on these policies are provided to internal and external
stakeholders;

customer contact support is provided to builders, developers, and
electricians who request service from SPS; and

scheduling practice and process are consistent and performance
metrics are monitored.

The above-listed functions are required by all utilities and without them SPS

would not be able to provide electric service to its customers.

What specific services are provided to SPS by the Distribution Business

Operations affiliate class?

The Distribution Business Operations affiliate class provides services to SPS

through several departments. The services of those departments are as follows:

Meter Performance Standards — provides reporting metrics, field
employee training, engineering for new product offerings, and failed
material analysis for meters; responsible for establishing and
monitoring meter engineering and performance standards; and
responsible for meeting regulatory requirements related to meters;

Electric Meter Shop and Field Metering — provides central warehouse
and inventory control for meters; provides meter inspections, meter
maintenance and repair; develops and ensures implementation of the
meter testing program; and provides support for billing analysis and
customer contact services;

Customer Operations — responsible for inventory, parts, repair,
replacement, and customer contact and billing regarding outdoor
lighting, and establishes and tracks performance metrics to ensure
quality outdoor lighting service. This includes outage reporting and
tracking and service supervision of the street lighting business. It also
is responsible for service line extensions requested by builders,
electricians through a dedicated Builders” Call Line, which establishes
and tracks performance metrics to ensure quality service regarding
these service extensions, and ensures compliance with the tariffs, rules,
and regulations related to line and service extensions;
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e Facility Attachments - ensures compliance with Federal
Communication Commission rules related to pole attachment rates,
services, and timelines, and ensures timely receipt of invoices from
attachments; and

e Scheduling Operations — responsible for scheduling and assigning SPS
resources for successful timely completion of projects; establishes and
tracks performance metrics to ensure efficient use of SPS resources.

Are any of the Distribution Business Operations class of services that are
provided to SPS duplicated elsewhere in XES or in any other Xcel Energy
subsidiary such as SPS itself?

No. Within XES, none of the services grouped in the Distribution Business
Operations affiliate class are duplicated elsewhere. No other Xcel Energy
subsidiary performs these services for the Operating Companies. In addition, SPS
does not perform these services for itself. Although there are both XES and SPS
employees in the Distribution Business Operations area, the SPS employees do
not perform the same activities as the XES employees and they have separate
responsibilities and roles. SPS employees perform the specific activities involved
in this class of services, whereas the XES employees provide the oversight,
strategy, and overall governance described. The services provided by the SPS
employees are not duplicative of services provided by XES employees.

Do SPS’s Texas retail customers benefit from the services that are part of the
Distribution Business Operations class of services?

Yes. The services of the Distribution Business Operations affiliate class benefit
SPS’s customers by focusing on the identification and implementation of best
practices, and improving operational effectiveness and customer satisfaction

through process standardization and implementation.
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The Distribution Business Operations Class of Services are
Provided at a Reasonable Cost

Are the costs of the Distribution Business Operations class of services
reasonable?
Yes. The costs of the Distribution Business Operations class of services are
reasonable. XES provides the services and functions in the Distribution Business
Operations class of services on a consolidated basis for multiple Xcel Energy
legal entities. As a result, SPS benefits from sophisticated services provided by a
pool of talented professionals, the consolidated costs of which are shared among
the Operating Companies. The economies of scale inherent in this system result
in reasonable costs for SPS for these services.

1. Additional Evidence
Is there additional support for a portion of the expenses that you present in
this testimony?
Yes. Of the requested costs for the Distribution Business Operations class,
79.10% are compensation and benefits costs for XES personnel. Mr. Knoll and
Mr. Schrubbe establish that the level of Xcel Energy’s compensation and benefits
is reasonable and necessary. Consequently, the combination of reasonable labor
costs, economies of scale, and the ability to spread consolidated costs among
multiple legal entities supports the reasonableness of the costs for the Distribution

Business Operations class.
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2. Budget Planning
Is a budget planning process applicable to the Distribution Business
Operations class of affiliate costs?
Yes. Annual O&M budgets are created for the Distribution Operations business
area, which includes the Distribution Business Operations class, using: (1)
guidelines developed at the corporate level; and (2) processes and controls as
applied throughout the overall Distribution Operations organization. Each
manager carefully reviews historical spend information, identifies changes that
will be coming in the future, and analyzes the costs associated with those changes
prior to submitting a proposed budget. The budgeting process is discussed in
more detail by SPS witness Adam R. Dietenberger.
During the fiscal year, does the Distribution Business Operations
organization monitor its actual expenditures versus its budget?
Yes. Actual versus expected expenditures are monitored on a monthly basis by
management in each department of the Distribution Business Operations
organization. Deviations are evaluated each month to ensure they are appropriate.
As necessary, action plans are developed to mitigate variations in actual to
budgeted expenditures. These mitigation plans may either reduce or delay other
expenditures so that overall spending complies with the authorized budget.
Are employees within the Distribution Business Operations organization held
accountable for deviations from the budget?
Yes. All management employees in the Distribution Business Operations
organization have specific budgetary goals incorporated into their performance

evaluations. Performance is measured on a monthly basis to ensure adherence to

Meeks Direct — Revenue Requirement Page 36

RR 4 - Page 36 of 693

01845



10

11

12

13

14

15

16

17

18

19

the goals and provide for action plan development to address variances. All
Distribution Business Operations’ management employees are required to manage
their expenses to support the budgetary goals established by their manager.
Failure to meet these performance targets may affect their performance evaluation
and overall compensation.

3. Cost Trends

Please state the dollar amounts of the actual per book charges from XES to
SPS for the Distribution Business Operations class of services for the three
fiscal years preceding the end of the Updated Test Year and the estimated
per book charges for the estimated Updated Test Year.

The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the estimated per book affiliate charges
(Column I on Attachment CSM-RR-A) from XES to SPS for the services grouped
in the Distribution Business Operations affiliate class:

Table CSM-RR-2

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Distribution Business

Operations $691,088 | $987,080 | $1,679,315 | $614,833

What are the reasons for this trend?
The increased costs in 2018 are due to increased Contract Outside Vendor costs
associated with Mutual Aid efforts in Puerto Rico. These expenses totaled

$1,188,370.
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The decrease between 2018 and the Updated Test Year is due to a return
to normalized spending levels and the reduction of the Mutual Aid expenses.

4. Staffing Trends
Please provide the staffing levels for the Distribution Business Operations
class of services for the three fiscal years preceding the end of the Updated
Test Year and the Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the average of the end of month staffing
levels for the Distribution Business Operations class of services.

Table CSM-RR-3

Average End of Month # of Staff

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Distribution Business

Operations 57 81 95 9

What are the reasons for this trend?

The increase in average headcount levels between 2016 and 2017 was caused by a
need to add 23 full-time employees to work in the newly formed Field Scheduling
Assignment organization, which improves construction efficiency by only
assigning work after all construction contingencies have been satisfied. The Field
Scheduling Assignment organization, when fully staffed, consists of 34 full-time
employees. The additional increase in headcount between 2017 and 2018 is due to

the fact that the Builder’s Call Line was moved from SPS to the XES Distribution
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Business Operations Organization in 2018. The Builder’s Call Line consists of 14
individuals who are now XES employees within the Distribution Business
Operations Organization rather than SPS employees. The average staffing level
between 2018 and the Updated Test Year remained relatively constant.
5. Cost Control and Process Improvement Initiatives

Separate from the budget planning process, does the Distribution Business
Operations affiliate class take any steps to control its costs or to improve its
services?

Yes. For example, Distribution Business Operations has implemented
performance standards based upon best practices in the field metering area to
revisit meter sites and confirm that meter installations were performed correctly,
which helps control costs. Distribution Business Operations also has taken a
comprehensive look at its periodic and routine meter testing process and
procedures. One result of that review has been to implement standard, best
practices in each of the Operating Companies. Finally, the overall Distribution
Operations organization, which includes the Distribution Business Operations
class, practices a very rigorous review process for new staffing to ensure that each
and every position requested (both new additions and replacements) are
absolutely necessary. The VP of Distribution Operations approves all position

requests.
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The Costs for the Distribution Business Operations Class of
Services are Priced in a Fair Manner

For those costs that XES charges (either directly or through use of an
allocation) to SPS for the Distribution Business Operations class of services,
does SPS pay any more for the same or similar service than does any other
Xcel Energy affiliate?
No. The XES charges to SPS for any particular service are no higher than the
XES charges to any other Xcel Energy affiliate. The costs charged for particular
services are the actual costs that XES incurred in providing those services to SPS.
A single, specific allocation method, rationally related to the costs drivers
associated with the service being provided, is used with each cost center (billing
method). In her direct testimony, Ms. Schmidt discusses the selection of billing
methods and XES’s method of charging for services in more detail.
How are the costs of the Distribution Business Operations affiliate class
billed to SPS?
My Attachment CSM-RR-B(CD) shows all of the costs in this class broken out by
activity and, in conjunction with Column C in my Attachment CSM-RR-A, shows
the billing method associated with each activity. My Attachment CSM-RR-A
shows the allocation method (Column D) associated with each billing method
(Column C) used in the affiliate class.

In SPS’s 45-day case update, |1 will present updated Attachments
CSM-RR-A and CSM-RR-B(CD) so that the entries for the last three months of

the Updated Test Year provide actual data and conform to the information
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provided for the first nine months. In the event the predominant billing methods
and associated allocation methods for the Distribution Business Operations
affiliate O&M expenses on my updated Attachments CSM-RR-A and
CSM-RR-B(CD) differ from those discussed below, | will explain those
differences in supplemental testimony in SPS’s 45-day case update filing.

What are the predominant allocation methods used for billing the costs that
SPS seeks to recover for the Distribution Business Operations affiliate class
of services?

The majority of the XES charges to SPS for this class were charged using one of
the following allocation methods:

e Direct Billing — 77.04% of XES charges to SPS — $467,957.01,

e Electric Transmission Plant/ Electric Distribution Plant/ Gas
Transmission Plant/ Gas Distribution Plant — 18.72% of XES charges
to SPS —$113,721.14; and

e Electric Distribution Plant — 4% of XES charges to SPS — $24,299.86.

Why is the “Direct Billing” method appropriate for assigning the costs
captured in the cost centers that use that allocation method?

For the cost centers that are assigned using the “Direct Billing” method, the costs
normally reflect work that was performed specifically for SPS only. In some
cases, however, the direct billing occurred after the application of an off-line
allocator that tracks the relevant cost drivers. In either situation, the cost centers
charged using the “Direct Billing” method are appropriate because the assignment

of costs is in accordance with the distribution of benefits for the services received.

For example, the labor and expenses related to providing assistance to SPS with
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regard to its metering services, which are collected in Cost Center 300370, were
assigned using the “Direct Billing” method. The cost of these services benefited
SPS, the work was performed specifically for SPS alone, and the cost driver is the
metering services of SPS. Thus, the “Direct Billing” method is appropriate
because it assigns costs in accordance with cost causation and benefits received.
For the cost centers that assign costs using Direct Billing, the per unit amounts
charged by XES to SPS are no higher than the unit amounts billed by XES to
other affiliates for the same or similar services and represent the actual costs of
the services.

Why is it appropriate to allocate costs based upon the “Electric Production
Plant/Electric  Transmission  Plant/Electric  Distribution  Plant/Gas
Transmission Plant/Gas Distribution Plant” method for the costs captured in
the cost centers that use that allocation method?

For the cost centers charged using the “Electric Production Plant/Electric
Transmission Plant/Electric Distribution Plant/Gas Transmission Plant/Gas
Distribution Plant” method as the allocator, the costs are driven by environmental
services needed. For example, the labor costs associated with Distribution
Business Operations are collected in Cost Center 200126 and are assigned using
this allocation method. Thus, the costs in this cost center are allocated among the
electric and gas affiliates based on each Operating Company’s proportionate share
of total electric and gas transmission and distribution plant assets (i.e., the

transmission and distribution plant assets of a particular electric or gas company
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as a percentage of the total transmission and distribution plant assets of all of the
electric and gas companies). For the cost centers that assign costs based upon this
allocation method, the per unit amounts charged by XES to SPS as a result of the
application of this allocation method are no higher than the unit amounts billed by
XES to other affiliates for the same or similar services and represent the actual
costs of the services.

Why is it appropriate to allocate costs based upon the “Electric Distribution
Plant” method for the costs captured in the cost centers that use that
allocation method?

Cost Center 200116, which uses the “Electric Distribution Plant” method as the
allocator, captures costs of engineering services related to the electric distribution
systems of the Operating Companies and supervision of the electric distribution
organization. For example, the labor costs associated with Distribution Business
Operations are collected in Cost Center 200116 and allocated using this allocation
method. These costs are driven by the distribution plant assets of all of the
Operating Companies. Thus, the costs in this cost center are allocated among the
Operating Companies based on each Operating Company’s proportionate share of
total Operating Company distribution plant assets (i.e., the distribution plant
assets of a particular Operating Company as a percentage of the total distribution
plant assets of all of the Operating Companies). This allocation reflects cost
causation and the distribution of the benefits of the services received. For the cost

centers that assign costs based upon this allocation method, the per unit amounts
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charged by XES to SPS as a result of the application of this allocation method are
no higher than the unit amounts billed by XES to other affiliates for the same or
similar services and represent the actual costs of the services.

You have covered the allocation method used to bill 99.76% of the costs
associated with this affiliate class. Why have you not specifically covered the
remaining 0.24% of the costs of this class?

| have described the predominant allocation methods associated with this affiliate
class. The remaining costs are billed using two different allocators, no one of
which is used to bill more than 0.13% of the costs. In light of the number of
remaining allocators, cost centers (billing methods), and relative dollar amounts,
I have not gone into a detailed discussion of these other allocation methods in
order to keep the discussion to a manageable level. The cost centers (billing
methods) used to charge the remaining 0.24% of the costs in this class, however,
are presented in my Attachment CSM-RR-B(CD), discussed earlier. A reader
may reference that attachment and then refer to the specific cost center (billing
method) summary provided in Ms. Schmidt’s Attachment MLS-RR-11 for an
explanation of the particular allocators used and the cost drivers for the activities
reflected in that particular cost center.

Have you determined that the costs reflected in the remaining 0.24% of costs
associated with this class of services have been billed using an appropriate
billing method and allocation method?

Yes. |, or one of my staff working at my direction, have reviewed each of the cost

centers and the associated allocators used to bill the remaining 0.24% of the costs
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of this class. The cost drivers reflected in the allocation method used to bill the
costs of each cost center (billing method) are consistent with and reflect the cost
drivers of the services captured in each particular cost center (billing method).
Therefore, the billing methods and allocation methods are appropriate because the
allocation of costs is in accordance with the distribution of the benefits received
by SPS and are no higher than the per unit costs charged to other affiliates for the

same or similar types of services.
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VI.

AFFILIATE EXPENSES FOR THE DISTRIBUTION ELECTRIC
ENGINEERING CLASS OF SERVICES

Summary of Affiliate Expenses for the Distribution Electric
Engineering Class of Services

Where does the Distribution Electric Engineering affiliate class fit into the
overall affiliate structure?

Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a
pictorial display of all affiliate classes, dollar amounts for those classes, and
sponsoring witness for each class. As shown on that attachment, the Distribution
Electric Engineering affiliate class was part of the Distribution Operations
business area during the Updated Test Year. Attachment CSM-RR-2 to my
testimony is an organization chart showing the Distribution Operations
organization.

What services are grouped into the Distribution Electric Engineering affiliate
class?

The services that are grouped into the Distribution Electric Engineering affiliate
class relate to engineering support and managerial reporting services provided to
the Distribution operations of the Operating Companies. These services are
provided by several departments:

e Design Strategy and Performance;
e System Planning and Strategy;

e Area Engineering;

e Electric Distribution Standards;

e Electric Distribution System Performance;
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e Distribution Grid Management Systems; and
e Electric Distribution Engineering Senior Director and Administration.

What is the dollar amount of the Updated Test Year XES charges that SPS
requests, on a Total Company basis, for the Distribution Electric
Engineering affiliate class?

The following table summarizes the dollar amount of the Updated Test Year XES
charges for the Distribution Electric Engineering affiliate class. The table
headings are explained following the table. | will update the table below as part
of SPS’s 45-day case update filing to reflect the actual Updated Test Year costs
for the Distribution Electric Engineering affiliate class.

Table CSM-RR-4

Requested Amount of XES Class
Expenses Billed to SPS (Total

Company)
Class of Services Toglll e Requested 7 Direct %
ass Amount Billed Allocated
Expenses

Distribution Electric

$3,222,175 $255,422 36.02% 63.98%

Engineering
Total XES Class Dollar amount of total Updated Test
Expenses Year expenses that XES charged to all
Xcel Energy companies for the services
provided by this affiliate class. This is
the amount from Column E in
Attachment CSM-RR-A.
Requested Amount of Requested dollar amount of XES
XES Class Expenses expenses to SPS (total company) for
Billed to SPS (Total this affiliate class after exclusions and
Company) pro forma adjustments. This is the
amount from Column K in Attachment
CSM-RR-A.
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% Direct Billed The percentage of SPS’s requested XES
expenses (total company) for this class
that were billed 100% to SPS.

% Allocated The percentage of SPS’s requested XES

expenses (total company) for this class
that were allocated to SPS.

Please describe the attachments that support the information provided on
Table CSM-RR-4.

There are four attachments to my testimony that present information about the
requested SPS affiliate expenses for the Distribution Electric Engineering affiliate
class. | explained these attachments in detail previously in Section IV.A of my
testimony.

Does XES bill its expenses for the Distribution Electric Engineering affiliate
class to SPS in the same manner as it bills other affiliates for those expenses?
Yes. As discussed by Ms. Schmidt, XES uses the same method for billing and
allocating cost to affiliates other than SPS that it uses to bill and allocate those
costs to SPS.

Are there any exclusions to the XES billings to SPS for the Distribution
Electric Engineering affiliate class?

Yes. As | mentioned earlier, exclusions reflect expenses not requested, such as
expenses not allowed or other below-the-line items. Exclusions are shown on
Attachment CSM-RR-A, Column H, and on Attachment CSM-RR-B(CD),
Column K. The details for the exclusions are provided in Attachment

CSM-RR-C. As | also mentioned earlier, Ms. Schmidt describes how the
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exclusions were calculated. In SPS’s 45-day case update, | will present an
updated Attachment CSM-RR-C that will provide actual exclusions to replace my
estimated exclusions included in my original attachment.

Are there any pro forma adjustments to SPS’s per book expenses for the
Distribution Electric Engineering affiliate class?

Yes. Pro forma adjustments are revisions to Updated Test Year expenses for
known and measurable changes. Pro forma adjustments are shown on Attachment
CSM-RR-A, Column J, and on Attachment CSM-RR-B(CD), Column M. The
details for the pro forma adjustments, including the witness or witnesses who
sponsor each pro forma adjustment, are provided in Attachment CSM-RR-D.
Given the time of SPS’s initial filing, only the first nine months of the Updated
Test Year have completed the full pro forma adjustment review process. In SPS’s
45-day case update, | will present an updated Attachment CSM-RR-D that will
complete the full pro forma adjustment review process for the last three months of
the Updated Test Year.

Attachment CSM-RR-D shows that you are a sponsor for pro forma
adjustments that result in a decrease of $4,703.73 for Distribution Electric
Engineering affiliate class. Please explain the adjustments.

There are two adjustments that comprise the $4,703.73 ($4,689.79 and $13.94).
These adjustments were made to remove costs associated with foreign travel and

costs that were determined not to benefit SPS.
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The Distribution Electric Engineering Class of Services are
Necessary Services

Are the services that are grouped in the Distribution Electric Engineering
affiliate class necessary for SPS’s operations?
Yes. The services grouped in the Distribution Electric Engineering affiliate class
are necessary to ensure that: (1) the SPS Distribution plant is operated and
maintained appropriately; (2) infrastructure for new customers is appropriately
designed and built; (3) existing distribution assets are replaced and/or maintained
as necessary; and (4) the level of reliability and service expected by customers is
maintained. The Distribution Electric Engineering affiliate class also develops
enterprise-wide engineering processes and design documents. Thus, the
Distribution Electric Engineering affiliate class provides functions that are
required by all utilities and without which SPS would not be able to provide
electric service to its customers.
What specific services are provided to SPS by the Distribution Electric
Engineering affiliate class?
The specific services that are provided to SPS by the Distribution Electric
Engineering affiliate class are:

e Design Strategy and Performance — provides managerial reporting;

consulting for efficiency of design processes, incorporation of design

tools and material components into design strategy; and assistance
with capital versus O&M investment strategy;

e System Planning and Strategy — provides overall monitoring and
planning to ensure the distribution system has adequate capacity to
meet regional and localized demand. This department also provides
budgetary oversight for the annual capital funding required to cover
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new customer connections as well as the asset renewal and
modernization of the distribution system;

e Area Engineering - provides technical support, reliability
management, and power quality investigations;

e Electric Distribution Standards — provides engineering support and
technical expertise for electric overhead, underground, and outdoor
lighting distribution systems; responsible for compliance with
regulations, codes, and standards in distribution design and
construction;

e Electric Distribution System Performance — provides administration
and support for SPS’s reliability strategy and maintenance practices
including providing reliability monitoring and tracking; also provides
asset improvement initiatives and managerial reporting;

e Distribution Grid Management and Advanced Grid Intelligence and
Security (“AGIS”) — develops and deploys new technology and
information technology tools to modernize the electric grid and build
toward a ‘smarter’ system. A ‘smart’ system will increase grid
security, reliability, efficiency, distributed resources, and improve
upon customer offerings and experience.

e Electric Distribution Engineering Senior Director and Administration
— provides oversight of all of the services of the Distribution Electric
Engineering class and coordinates engineering services related to the
distribution systems of the Operating Companies, including SPS.

Are any of the Distribution Electric Engineering class of services that are
provided to SPS duplicated elsewhere in XES or in any other Xcel Energy
subsidiary such as SPS itself?

No. Within XES, none of the services grouped in the Distribution Electric
Engineering affiliate class are duplicated elsewhere. No other Xcel Energy
subsidiary performs these services for the Operating Companies. In addition, SPS

does not perform these services for itself.
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Do SPS’s Texas retail customers benefit from the services that are part of the
Distribution Electric Engineering class of services?

Yes. The services of the Distribution Electric Engineering affiliate class benefit
SPS’s customers in many ways. For example, the services provided by Electric
Distribution Standards assure that Distribution assets are designed and built in
accordance with industry regulations, codes, and standards through the
development and maintenance of Xcel Energy Distribution construction and
material guidelines and specifications. In addition, the Design Strategy and
Performance department develops design documents that are applied uniformly
across the Operating Companies, while the System Planning & Strategy
department ensures that the electric distribution system has adequate capacity to

meet customer load growth on both a regional and localized level.

The Distribution Electric Engineering Class of Services are
Provided at a Reasonable Cost

Are the costs of the Distribution Electric Engineering class of services
reasonable?

Yes. The costs of the Distribution Electric Engineering class of services are
reasonable and are mostly labor-related in support of strategic and tactical
engineering and design. XES provides the services and functions in the
Distribution Electric Engineering class on a consolidated basis for multiple Xcel
Energy legal entities. As a result, SPS benefits from sophisticated services
provided by a pool of talented professionals, the consolidated costs of which are
shared. The economies of scale inherent in this system result in reasonable costs

for SPS for these services.
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1. Additional Evidence
Is there additional support for a portion of the expenses that you present in
this testimony?
Yes. SPS witness Richard D. Starkweather presents a comparison of SPS’s
distribution O&M expenses with other utilities” distribution O&M expenses, as
reported in the FERC Form 1. The costs of the Distribution Electric Engineering
class are reflected within those distribution O&M expenses. In addition, of the
requested costs for the Distribution Electric Engineering class, 44.22% are
compensation and benefits costs for XES personnel. Mr. Knoll and Mr. Schrubbe
establish that the level of Xcel Energy’s compensation and benefits is reasonable
and necessary. Consequently, the combination of reasonable labor costs,
economies of scale, and the ability to spread consolidated costs among multiple
legal entities supports the reasonableness of the costs for this class.

2. Budget Planning
Is a budget planning process applicable to the Distribution Electric
Engineering class of affiliate costs?
Yes. Annual O&M budgets are created for the Distribution Operations business
area, which includes the Distribution Electric Engineering organization, using:
(1) guidelines developed at the corporate level; and (2) processes and controls as
applied throughout the overall Distribution Operations organization. Each
manager carefully reviews historical spend information, identifies changes that
will be coming in the future, and analyzes the costs associated with those changes
prior to submitting a proposed budget. The budgeting process is discussed in

more detail by Mr. Dietenberger.
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During the fiscal year, does the Distribution Electric Engineering
organization monitor its actual expenditures versus its budget?

Yes. Actual versus expected expenditures are monitored on a monthly basis by
management in each department of the Distribution Electric Engineering
organization. Deviations are evaluated each month to ensure that costs are
appropriate. As necessary, action plans are developed to mitigate variations in
actual to budgeted expenditures. These mitigation plans may either reduce or
delay other expenditures so that overall spending complies with the authorized
budget.

Are employees within the Distribution Electric Engineering organization
held accountable for deviations from the budget?

Yes. All management employees in the Distribution Electric Engineering
organization have specific budgetary goals incorporated into their performance
evaluations. Performance is measured on a monthly basis to ensure adherence to
the goals and provide for action plan development to address variances. All
Distribution Electric Engineering management employees are required to manage
their expenses to support the budgetary goals established by their manager.
Failure to meet these performance targets may affect their performance evaluation

and overall compensation.
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3. Cost Trends

Please state the dollar amounts of the actual per book charges from XES to
SPS for the Distribution Electric Engineering class of services for the three
fiscal years preceding the end of the Updated Test Year and the estimated
per book charges for the estimated Updated Test Year.

The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the estimated per book affiliate charges
(Column I on Attachment CSM-RR-A) from XES to SPS for the services grouped
in the Distribution Electric Engineering affiliate class:

Table CSM-RR-5

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Distribution Electric

Engineering $439,128 $609,525 | $317,601 | $266,940

What are the reasons for this trend?
The decrease in costs from 2017 to the Updated Test Year is primarily due to
reductions in internal labor costs.

4, Staffing Trends
Please provide the staffing levels for the Distribution Electric Engineering
class of services for the three fiscal years preceding the end of the Updated
Test Year and the Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the average of the end of month staffing

levels for the Distribution Electric Engineering class of services.
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Table CSM-RR-6

Average End of Month # of Staff

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Distribution Electric

Engi . 47 50 59 62
ngineering

What are the reasons for this trend?

The increase in average headcount over the course of 2016 to the Updated Test
Year is primarily a result of the grid modernization effort. From 2016 to the
Updated Test Year, the Grid Management effort has required an additional six
individuals, while AGIS has required nine additional staff.

5. Cost Control and Process Improvement Initiatives

Separate from the budget planning process, does the Distribution Electric
Engineering affiliate class take any steps to control its costs or to improve its
services?

Yes. For example, the Design Strategy and Performance department provides
strategy and guidance to the Distribution Design organizations within each
Operating Company, including new design tools and processes that improve

efficiency and performance and helps control costs.
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The Costs for the Distribution Electric Engineering Class of
Services are Priced in a Fair Manner

For those costs that XES charges (either directly or through use of an
allocation) to SPS for the Distribution Electric Engineering class of services,
does SPS pay any more for the same or similar service than does any other
Xcel Energy affiliate?
No. The XES charges to SPS for any particular service are no higher than the
XES charges to any other Xcel Energy affiliate. The costs charged for particular
services are the actual costs that XES incurred in providing those services to SPS.
A single, specific allocation method, rationally related to the costs drivers
associated with the service being provided, is used with each cost center (billing
method). In her direct testimony, Ms. Schmidt discusses the selection of billing
methods and XES’s method of charging for services in more detail.
How are the costs of the Distribution Electric Engineering affiliate class
billed to SPS?
My Attachment CSM-RR-B(CD) shows all of the costs in this class broken out by
activity and, in conjunction with Column C in my Attachment CSM-RR-A, shows
the billing method associated with each activity. My Attachment CSM-RR-A
shows the allocation method (Column D) associated with each billing method
(Column C) used in the affiliate class.

In SPS’s 45-day case update, | will present updated Attachments
CSM-RR-A and CSM-RR-B(CD) so that the entries for the last three months of

the Updated Test Year provide actual data and conform to the information
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provided for the first nine months. In the event the predominant billing methods
and associated allocation methods for the Distribution Electric Engineering
affiliate O&M expenses on my updated Attachments CSM-RR-A and
CSM-RR-B(CD) differ from those discussed below, | will explain those
differences in supplemental testimony in SPS’s 45-day case update filing.

What are the predominant allocation methods used for billing the costs that
SPS seeks to recover for the Distribution Electric Engineering affiliate class
of services?

The majority of the XES charges to SPS for this class were charged using one of
the following allocation methods:

e Electric Distribution Plant — 63.21% of XES charges to SPS -
$161,439.45; and

e Direct Billing — 36.02% of XES charges to SPS — $92,015.41

Why is it appropriate to allocate costs based upon the “Electric Distribution
Plant” method for the costs captured in the cost centers that use that
allocation method?

Cost Center 200116 which uses the “Electric Distribution Plant” method as the
allocator, captures costs of engineering services related to the electric distribution
systems of the Operating Companies and supervision of the electric distribution
organization. For example, the labor costs associated with Distribution Electric
Engineering are collected in Cost Center 200116 and allocated using this
allocation method. These costs are driven by the distribution plant assets of all of

the Operating Companies. Thus, the costs in this cost center are allocated among
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the Operating Companies based on each Operating Company’s proportionate
share of total Operating Company distribution plant assets (i.e., the distribution
plant assets of a particular Operating Company as a percentage of the total
distribution plant assets of all of the Operating Companies). This allocation
reflects cost causation and the distribution of the benefits of the services received.
For the cost centers that assign costs based upon this allocation method, the per
unit amounts charged by XES to SPS as a result of the application of this
allocation method are no higher than the unit amounts billed by XES to other
affiliates for the same or similar services and represent the actual costs of the
services.

Why is the “Direct Billing” method appropriate for assigning the costs
captured in the cost centers that use that allocation method?

For the cost centers that are assigned using the “Direct Billing” method, the costs
normally reflect work that was performed specifically for SPS only. In some
cases, however, the direct billing occurred after the application of an off-line
allocator that tracks the relevant cost drivers. In either situation, the cost centers
charged using the “Direct Billing” method are appropriate because the assignment
of costs is in accordance with the distribution of benefits for the services received.
For example, the labor and expense costs related to system planning and
engineering services provided to SPS, which are collected in Cost Center 300370,

were assigned using the “Direct Billing” method. The cost of these services

benefitted SPS, the work was performed specifically for SPS alone, and the cost
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driver is services provided solely to SPS. Thus, the “Direct Billing” method is
appropriate because it assigns costs in accordance with cost causation and benefits
received. For the cost centers that assign costs using Direct Billing, the per unit
amounts charged by XES to SPS are no higher than the unit amounts billed by
XES to other affiliates for the same or similar services and represent the actual
costs of the services.

You have covered the allocation method used to bill 99.23% of the costs
associated with this affiliate class. Why have you not specifically covered the
remaining 0.77% of the costs of this class?

| have described the predominant allocation methods associated with this affiliate
class. The remaining costs are billed using three different allocators, no one of
which is used to bill more than 0.47% of the costs. In light of the number of
remaining allocators, cost centers (billing methods), and relative dollar amounts,
I have not gone into a detailed discussion of these other allocation methods in
order to keep the discussion to a manageable level. The cost centers (billing
methods) used to charge the remaining 0.77% of the costs in this class, however,
are presented in my Attachment CSM-RR-B(CD), discussed earlier. A reader
may reference that attachment and then refer to the specific cost center (billing
method) summary provided in Ms. Schmidt’s Attachment MLS-RR-11 for an
explanation of the particular allocators used and the cost drivers for the activities

reflected in that particular cost center.
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Have you determined that the costs reflected in the remaining 0.77% of costs
associated with this class of services have been billed using an appropriate
billing method and allocation method?

Yes. |, or one of my staff working at my direction, have reviewed each of the cost
centers and the associated allocators used to bill the remaining 0.77% of the costs
of this class. The cost drivers reflected in the allocation method used to bill the
costs of each cost center (billing method) are consistent with and reflect the cost
drivers of the services captured in each particular cost center (billing method).
Therefore, the billing methods and allocation methods are appropriate because the
allocation of costs is in accordance with the distribution of the benefits received
by SPS and are no higher than the per unit costs charged to other affiliates for the

same or similar types of services.

Meeks Direct — Revenue Requirement Page 61

RR 4 - Page 61 of 693

01870



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

VIl.  AEFILIATE EXPENSES FOR THE DISTRIBUTION PLANNING

& PERFORMANCE CLASS OF SERVICES

Summary of Affiliate Expenses for the Distribution Planning &
Performance Class of Services

Where does the Distribution Planning & Performance affiliate class fit into
the overall affiliate structure?
Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a
pictorial display of all affiliate classes, dollar amounts for those classes, and
sponsoring witness for each class. As shown on that attachment, the Distribution
Planning & Performance affiliate class was part of the Distribution Operations
business area during the Updated Test Year. Attachment CSM-RR-2 to my
testimony is an organization chart showing the Distribution Operations
organization.
What services are grouped into the Distribution Planning & Performance
affiliate class?
The services that are grouped into the Distribution Planning & Performance
affiliate class are related to: annual business planning support; facilitation and
oversight of annual O&M budgeting and management; Work and Asset
Management (“WAM?”) system support and training; and miscellaneous other
business support services provided to the distribution operations of the Operating
Companies. These services are provided by two departments:

e Planning & Performance Management; and

e Distribution Business Operations.
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Q. What is the dollar amount of the Updated Test Year XES charges that SPS

requests, on a Total Company basis, for the Distribution Planning &

Performance affiliate class?

A The following table summarizes the dollar amount of the Updated Test Year XES

charges for the Distribution Planning & Performance affiliate class. The table

headings are explained following the table. I will update the table below as part of

SPS’s 45-day case update filing to reflect the actual Updated Test Year costs for

the Distribution Planning & Performance affiliate class.

Table CSM-RR-7

Requested Amount of XES Class
Expenses Billed to SPS (Total
Company)
Class of Servi Total XES | pequested | % Direct %
a5 OT SETVICEs Class Amount Billed Allocated
Expenses
Distribution
Planning & $2,028,748 $149,165 83.70% 16.30%
Performance
Total XES Class Dollar amount of total Updated Test
Expenses Year expenses that XES charged to all
Xcel Energy companies for the services
provided by this affiliate class. This is
the amount from Column E in
Attachment CSM-RR-A.
Requested Amount Requested dollar amount of XES
of XES Class expenses to SPS (total company) for this
Expenses Billed to affiliate class after exclusions and pro
SPS (Total forma adjustments. This is the amount
Company) from Column K in Attachment
CSM-RR-A.
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% Direct Billed The percentage of SPS’s requested XES
expenses (total company) for this class
that were billed 100% to SPS.

% Allocated The percentage of SPS’s requested XES
expenses (total company) for this class
that were allocated to SPS.

Please describe the attachments that support the information provided on
Table CSM-RR-7.

There are four attachments to my testimony that present information about the
requested SPS affiliate expenses for the Distribution Planning and Performance
affiliate class. | explained these attachments in detail previously in Section IV.A
of my testimony.

Does XES bill its expenses for the Distribution Planning and Performance
affiliate class to SPS in the same manner as it bills other affiliates for those
expenses?

Yes. As discussed by Ms. Schmidt, XES uses the same method for billing and
allocating cost to affiliates other than SPS that it uses to bill and allocate those
costs to SPS.

Are there any exclusions to the XES billings to SPS for the Distribution
Planning and Performance affiliate class?

Yes. As | mentioned earlier, exclusions reflect expenses not requested, such as
expenses not allowed or other below-the-line items. Exclusions are shown on
Attachment CSM-RR-A, Column H, and on Attachment CSM-RR-B(CD),
Column K. The details for the exclusions are provided in Attachment

CSM-RR-C. As | also mentioned earlier, Ms. Schmidt describes how the

exclusions were calculated.
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Are there any pro forma adjustments to SPS’s per book expenses for the
Distribution Planning and Performance affiliate class?

Yes. Pro forma adjustments are revisions to the Updated Test Year expenses for
known and measurable changes. Pro forma adjustments are shown on Attachment
CSM-RR-A, Column J, and on Attachment CSM-RR-B(CD), Column M. The
details for the pro forma adjustments, including the witness or witnesses who
sponsor each pro forma adjustment, are provided in Attachment CSM-RR-D.
Given the time of SPS’s initial filing, only the first nine months of the Updated
Test Year have completed the full pro forma adjustment review process. In SPS’s
45-day case update, | will present an updated Attachment CSM-RR-D that will
complete the full pro forma adjustment review process for the last three months of
the Updated Test Year.

Attachment CSM-RR-D shows that you are a sponsor for a pro forma
adjustment for Distribution Planning and Performance that results in a
decrease of $2,610.37. Please explain the adjustment.

The adjustment was made to remove costs that were determined not to benefit

SPS.

The Distribution Planning & Performance Class of Services are
Necessary Services

Are the services that are grouped in the Distribution Planning &
Performance affiliate class necessary for SPS’s operations?

Yes. The services grouped in the Distribution Planning & Performance affiliate
class are necessary to ensure that SPS conducts annual business planning and

scorecard development, conducts annual O&M budgeting and current-year
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financial management, and is trained in and adheres to the WAM Process for the
Distribution Operations organization. The functions performed by the Distribution
Planning & Performance affiliate class are required by all utilities and without
them SPS would not be able to provide electric service to its customers.

What specific services are provided to SPS by the Distribution Planning &
Performance affiliate class?

The specific services that are provided to SPS by the Distribution Planning &
Performance affiliate class include:

e providing annual business plans including scorecard measures and other
key performance metrics;

e facilitating and supporting the annual distribution O&M budgeting process
and current-year budget management;

e providing for special program and project management, as necessary;

e providing process documentation, oversight, and training in the
Distribution Operations WAM Process;

e providing performance reporting and analytics;

e providing miscellaneous other business support functions, as necessary;
and

e leading initiatives and work with other business areas to improve
distribution business processes and implement new processes, as needed.

Are any of the Distribution Planning & Performance class of services that
are provided to SPS duplicated elsewhere in XES or in any other Xcel
Energy subsidiary such as SPS itself?

No. Within XES, none of the services grouped in the Distribution Planning &

Performance affiliate class are duplicated elsewhere. No other Xcel Energy
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subsidiary performs these services for the Operating Companies. In addition, SPS
does not perform these services for itself.

Do SPS’s Texas retail customers benefit from the services that are part of the
Distribution Planning & Performance class of services?

Yes. The services of the Distribution Planning & Performance affiliate class
benefit SPS’s customers in many ways. For example, the services provided by
Distribution Planning & Performance assure that annual business planning and
scorecard measures are established for the overall Distribution Operations
organization, as well as each major business unit within distribution. In addition,
the Distribution Planning & Performance, in partnership with Distribution
Finance, leads the annual process to create distribution O&M budgets and then

facilitates the current-year O&M budget management process.

The Distribution Planning & Performance Class of Services are
Provided at a Reasonable Cost

Are the costs of the Distribution Planning & Performance class of services
reasonable?

Yes. The costs of the Distribution Planning & Performance class of services are
reasonable. XES provides the services and functions in the Distribution Planning
& Performance class of services on a consolidated bases for multiple Xcel Energy
legal entities. As a result, SPS benefits from sophisticated services provided by a
pool of talented professionals, the consolidated costs of which are shared. The
economies of scale inherent in this system result in reasonable costs for SPS for

these services.
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1. Additional Evidence

Is there additional support for a portion of the expenses that you present in
this testimony?

Yes. In addition, of the requested costs for the Distribution Planning &
Performance class, 86.32% are compensation and benefits for XES personnel.
Mr. Knoll and Mr. Schrubbe establish that the level of Xcel Energy’s
compensation and benefits is reasonable and necessary. Consequently, the
combination of reasonable labor costs, economies of scale, and the ability to
spread consolidated costs across multiple legal entities supports the
reasonableness of the costs for this class.

2. Budget Planning

Is a budget planning process applicable to the Distribution Planning &
Performance class of affiliate costs?

Yes. Annual O&M budgets are created for the Distribution Operations business
area, which includes the Distribution Planning & Performance organization,
using: (1) guidelines developed at the corporate level; and (2) processes and
controls as applied throughout the overall Distribution Operations organization.
Each manager carefully reviews historical spend information, identifies changes
that will be coming in the future, and analyzes the costs associated with those
changes prior to submitting a proposed budget. The budgeting process is
discussed in more detail by Mr. Dietenberger.

During the fiscal year, does the Distribution Planning & Performance class
monitor its actual expenditures versus its budget?

Yes. Actual versus expected expenditures are monitored on a monthly basis by

management in each department of the Distribution Planning & Performance
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organization. Deviations are evaluated each month to ensure that costs are
appropriate. As necessary, action plans are developed to mitigate variations in
actual to budgeted expenditures. These mitigation plans may either reduce or
delay other expenditures so that overall spending complies with the authorized
budget.

Are employees within the Distribution Planning & Performance organization
held accountable for deviations from the budget?
Yes. All management employees in the Distribution Planning & Performance
organization have specific budgetary goals incorporated into their performance
evaluations. Performance is measured on a monthly basis to ensure adherence to
the goals and provide for action plan development to address variances. All
Distribution Planning & Performance management employees are required to
manage their expenses to support the budgetary goals established by their
manager. Failure to meet these performance targets may affect their performance
evaluation and overall compensation.

3. Cost Trends
Please state the dollar amounts of the actual per book charges from XES to
SPS for the Distribution Planning & Performance class of services for the
three fiscal years preceding the end of the Updated Test Year and the
estimated per book charges for the estimated Updated Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar

years) and for the Updated Test Year, the estimated per book affiliate charges
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(Column I on Attachment CSM-RR-A) from XES to SPS for the services grouped
in the Distribution Planning & Performance affiliate class:

Table CSM-RR-8

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Distribution Planning &

Performance $140,827 | $176,179 $59,994 $152,262

What are the reasons for this trend?

The increase in costs between 2016 and 2017 is due to a shift in staffing from the
PTT project into the Planning and Performance group. The decrease from 2017 to
2018 is due to the difference in the work scope of a few select employees and the
associated charging of their time. In 2018, these select individuals were working
on PTT project deployment, and were therefore charging a large majority of their
time to this capital project. They completed the project in late 2018, and
subsequently began charging their normal Capital/O&M splits. The increase
between 2018 and the Updated Test Year is due to a more normal allocation of
labor toward Distribution Planning and Performance functions, i.e., the

sustainment of process and technology, rather than creation and implementation.
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4. Staffing Trends

Please provide the staffing levels for the Distribution Planning &
Performance class of services for the three fiscal years preceding the end of
the Updated Test Year and the Test Year.

The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the average of the end of month staffing
levels for the Distribution Planning & Performance class of services.

Table CSM-RR-9

Average End of Month # of Staff

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Distribution Planning &

9 11 15 17
Performance

What are the reasons for this trend?

The increase in staffing levels between 2016 and 2018 is primarily related to
sustainment of the PTT WAM deployment. These individuals offer key process
and software support and improvements in relation to the recent PTT initiative.
The changes from 2018 to the Updated Test Year are largely attributed to an
overall realignment of the group, which has brought additional dedicated Change

Management and Reporting personnel.
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5. Cost Control and Process Improvement Initiatives
Separate from the budget planning process, does the Distribution Planning &
Performance affiliate class take any steps to control its costs or to improve its
services?
Yes. The Distribution Planning & Performance organization practices a very
rigorous review process for new staffing to ensure that each and every position
requested (both new adds and replacements) are absolutely necessary. The VP of

Distribution Operations approves all position requests.

The Costs for the Distribution Planning & Performance Class of
Services are Priced in a Fair Manner

For those costs that XES charges (either directly or through use of an
allocation) to SPS for the Distribution Planning & Performance class of
services, does SPS pay any more for the same or similar service than does
any other Xcel Energy affiliate?

No. The XES charges to SPS for any particular service are no higher than the
XES charges to any other Xcel Energy affiliate. The costs charged for particular
services are the actual costs that XES incurred in providing those services to SPS.
A single, specific allocation method, rationally related to the costs drivers
associated with the service being provided, is used with each cost center (billing
method). In her direct testimony, Ms. Schmidt discusses the selection of billing

methods and XES’s method of charging for services in more detail.
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How are the costs of the Distribution Planning & Performance affiliate class
billed to SPS?

My Attachment CSM-RR-B(CD) shows all of the costs in this class broken out by
activity and, in conjunction with Column C in my Attachment CSM-RR-A, shows
the billing method associated with each activity. My Attachment CSM-RR-A
shows the allocation method (Column D) associated with each billing method
(Column C) used in the affiliate class.

In SPS’s 45-day case update, | will present updated Attachments
CSM-RR-A and CSM-RR-B(CD) so that the entries for the last three months of
the Updated Test Year provide actual data and conform to the information
provided for the first nine months. In the event the predominant billing methods
and associated allocation methods for the Distribution Planning & Performance
affiliate O&M expenses on my updated Attachments CSM-RR-A and
CSM-RR-B(CD) differ from those discussed below, | will explain those
differences in supplemental testimony in SPS’s 45-day case update filing.

What are the predominant allocation methods used for billing the costs that
SPS seeks to recover for the Distribution Planning & Performance affiliate
class of services?

The majority of the XES charges to SPS for this class were charged using one of
the following allocation methods:

e Electric Transmission Plant/Electric  Distribution  Plant/Gas
Transmission Plant/Gas Distribution Plant — 16.13% of XES charges
to SPS — $24,065.57 and
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e Direct Billing — 83.70%% of XES charges to SPS — $124,845.92.

Why is it appropriate to allocate costs based upon the “Electric Transmission
Plant/ Electric Distribution Plant/ Gas Transmission Plant/Gas Distribution
Plant” method for the costs captured in the cost center that uses that
allocation method?

Cost Center 200126 which uses the *“Electric Transmission Plant/Electric
Distribution Plant/Gas Transmission Plant/Gas Distribution Plant” method as the
allocator, captures costs related to management and support services provided to
the distribution and transmission operations of all of the Xcel Energy affiliates.
For example, the labor costs associated with Distribution Planning and
Performance are collected and allocated using this allocation method. Thus, the
costs in this Cost Center are allocated among the electric and gas affiliates based
on each Operating Company’s proportionate share of total electric and gas
transmission and distribution plant assets (i.e., the transmission and distribution
plant assets of a particular electric or gas company as a percentage of the total
transmission and distribution plant assets of all of the electric and gas companies).
This allocation reflects cost causation and the distribution of the benefits of the
services received. For the Cost Centers that assign costs based upon this
allocation method, the per unit amounts charged by XES to SPS as a result of the
application of this allocation method are no higher than the unit amounts billed by
XES to other affiliates for the same or similar services and represent the actual

costs of the services.
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Why is the “Direct Billing” method appropriate for assigning the costs
captured in the cost centers that use that allocation method?

For the cost centers that are assigned using the “Direct Billing” method, the costs
normally reflect work that was performed specifically for SPS only. In some
cases, however, the direct billing occurred after the application of an off-line
allocator that tracks the relevant cost drivers. In either situation, the cost centers
charged using the “Direct Billing” method are appropriate because the assignment
of costs is in accordance with the distribution of benefits for the services received.
For example, the costs related to Distribution Planning and Performance, which
are collected in Cost Center 300370, were assigned using the “Direct Billing”
method. The cost of these services benefitted SPS, the work was performed
specifically for SPS alone. Thus, the “Direct Billing” method is appropriate
because it assigns costs in accordance with cost causation and benefits received.
For the cost centers that assign costs using Direct Billing, the per unit amounts
charged by XES to SPS are no higher than the unit amounts billed by XES to
other affiliates for the same or similar services and represent the actual costs of
the services.

You have covered the allocation method used to bill 99.83% of the costs
associated with this affiliate class. Why have you not specifically covered the
remaining 0.17% of the costs of this class?

| have described the predominant allocation methods associated with this affiliate
class. The remaining costs are billed using one other allocator. In light of the

number of remaining allocators, cost centers (billing methods), and relative dollar
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amounts, | have not gone into a detailed discussion of these other allocation
methods in order to keep the discussion to a manageable level. The cost centers
(billing methods) used to charge the remaining 0.17% of the costs in this class,
however, are presented in my Attachment CSM-RR-B(CD), discussed earlier. A
reader may reference that attachment and then refer to the specific cost center
(billing method) summary provided in Ms. Schmidt’s Attachment MLS-RR-11
for an explanation of the particular allocators used and the cost drivers for the
activities reflected in that particular cost center.

Have you determined that the costs reflected in the remaining 0.17% of costs
associated with this class of services have been billed using an appropriate
billing method and allocation method?

Yes. |, or one of my staff working at my direction, have reviewed each of the cost
centers and the associated allocators used to bill the remaining 0.17% of the costs
of this class. The cost drivers reflected in the allocation method used to bill the
costs of each cost center (billing method) are consistent with and reflect the cost
drivers of the services captured in each particular cost center (billing method).
Therefore, the billing methods and allocation methods are appropriate because the
allocation of costs is in accordance with the distribution of the benefits received
by SPS and are no higher than the per unit costs charged to other affiliates for the

same or similar types of services.
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VIIl. AEFILIATE EXPENSES FOR THE VEGETATION MANAGEMENT

& POLE PROGRAM CLASS OF SERVICES

Summary of Affiliate Expenses for the Vegetation Management &
Pole Program Class of Services

Where does the Vegetation Management & Pole Program affiliate class fit
into the overall affiliate structure?

Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a
pictorial display of all affiliate classes, dollar amounts for those classes, and
sponsoring witness for each class. As shown on that attachment, the Vegetation
Management & Pole Program affiliate class was part of the Distribution
Operations business area during the Updated Test Year. Attachment CSM-RR-2
to my testimony is an organization chart showing the Distribution Operations
organization.

What services are grouped into the Vegetation Management & Pole Program
affiliate class?

The services that are grouped into the Vegetation Management & Pole Program
affiliate class are: providing management and oversight of the vegetation
management program and entering into agreements with and monitoring the work
of contractors who provide vegetation management services; and providing
management and oversight of the inspection and treatment program for

distribution wood poles.
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Q. What is the dollar amount of the Updated Test Year XES charges that SPS

requests, on a Total Company basis, for the Vegetation Management & Pole

Program affiliate class?

A. The following table summarizes the dollar amount of the Updated Test Year XES

charges for the Vegetation Management & Pole Program affiliate class. The table

headings are explained following the table. | will update the table below as part

of SPS’s 45-day case update filing to reflect the actual Updated Test Year costs

for the Vegetation Management & Pole Program affiliate class.

Table CSM-RR-10

Requested Amount of XES Class
Expenses Billed to SPS (Total
Company)
Class of Services TO?II o Requested 7 Direct *
ass Amount Billed Allocated
Expenses
Vegetation
Management & Pole | $1 641,311 $365,906 100% 0%
Program
Total XES Class Dollar amount of total Updated Test
Expenses Year expenses that XES charged to all
Xcel Energy companies for the services
provided by this affiliate class. This is
the amount from Column E in
Attachment CSM-RR-A.
Requested Amount of Requested dollar amount of XES
XES Class Expenses expenses to SPS (total company) for this
Billed to SPS (Total affiliate class after exclusions and pro
Company) forma adjustments. This is the amount
from Column K in Attachment
CSM-RR-A.

% Direct Billed The percentage of SPS’s requested XES
expenses (total company) for this class
that were billed 100% to SPS.
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% Allocated The percentage of SPS’s requested XES
expenses (total company) for this class
that were allocated to SPS.

Please describe the attachments that support the information provided on
Table CSM-RR-10.

There are four attachments to my testimony that present information about the
requested SPS affiliate expenses for the Vegetation Management & Pole Program
affiliate class. | explained these attachments in detail previously in Section IV.A
of my testimony.

Does XES bill its expenses for the Vegetation Management & Pole Program
affiliate class to SPS in the same manner as it bills other affiliates for those
expenses?

Yes. As discussed by Ms. Schmidt, XES uses the same method for billing and
allocating cost to affiliates other than SPS that it uses to bill and allocate those
costs to SPS.

Are there any exclusions to the XES billings to SPS for the Vegetation
Management & Pole Program affiliate class?

Yes. As | mentioned earlier, exclusions reflect expenses not requested, such as
expenses not allowed or other below-the-line items. Exclusions are shown on
Attachment CSM-RR-A, Column H, and on Attachment CSM-RR-B(CD),
Column K. The details for the exclusions are provided in Attachment
CSM-RR-C. As | also mentioned earlier, Ms. Schmidt describes how the

exclusions were calculated.
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Q.

Are there any pro forma adjustments to SPS’s per book expenses for the
Vegetation Management & Pole Program affiliate class?

Yes. Pro forma adjustments are revisions to Updated Test Year expenses for
known and measurable changes. Pro forma adjustments are shown on Attachment
CSM-RR-A, Column J, and on Attachment CSM-RR-B(CD), Column M. The
details for the pro forma adjustments, including the witness or witnesses who
sponsor each pro forma adjustment, are provided in Attachment CSM-RR-D.
Given the time of SPS’s initial filing, only the first nine months of the Updated
Test Year have completed the full pro forma adjustment review process. In SPS’s
45-day case update, | will present an updated Attachment CSM-RR-D that will
complete the full pro forma adjustment review process for the last three months of
the Updated Test Year.

Attachment CSM-RR-D shows that you are a sponsor for pro forma
adjustments for the Vegetation Management and Pole Program affiliate class
that result in a decrease of $2,111.17. Please explain the adjustments.

The adjustments were made to remove costs that were determined not to benefit

SPS.

The Vegetation Management & Pole Program Class of Services
are Necessary Services

Are the services that are grouped in the Vegetation Management & Pole
Program affiliate class necessary for SPS’s operations?
Yes. The services grouped in the Vegetation Management & Pole Program

affiliate class are necessary to ensure compliance with applicable vegetation
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management regulatory standards (e.g., North American Electric Reliability
Corporation Standard FAC-003-1, National Electrical Safety Code (“NESC”));
minimize the impact of vegetation related outage events on electric facilities;
ensure public safety; reduce the potential for wildfire ignition; and ensure the
structural integrity of distribution wood poles throughout the distribution systems.
They are functions required by all utilities and without them SPS would not be
able to provide electric service to its customers.

What specific services are provided to SPS by the Vegetation Management &
Pole Program affiliate class?

The specific services that are provided to SPS by the Vegetation Management &
Pole Program affiliate class are management and oversight functions related to the
vegetation management and wood pole programs. This includes:

e developing standards and protocols for vegetation management
programs;

e negotiating pricing and establishing Supplier Relationship
Management agreements with contractors;

e supervising, monitoring, and evaluating contractor and overall
program performance, including ensuring that contractors comply with
XES’s safety practices;

e developing budgets and providing budget monitoring services;

e providing quality control services and program oversight;

e providing communication programs, for example, “Plant A Better
Future-Right Tree-Right place”;

e ensuring regulatory compliance;

e providing management of pole maintenance-related activities such as
pole replacement and reinforcement;
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providing support to the Supply Chain Organization to ensure wood
pole procurement specifications are met by vendors; and

providing administration of quality control programs for inspection
and treatment activities related to wood poles as well as pole
procurement.

The Vegetation Management & Pole Program affiliate class also includes the

costs for the following specific services, which are provided by contractors:

Vegetation Management

Transmission and distribution line clearance (tree removal, pruning,
mowing, and herbicide applications);

Substation weed control (application of herbicides to prevent the
growth of vegetation within the equipment yard fence);

Other facility vegetation management (mowing at various company-
owned properties); and

Execution of formal “overhead safety inspection program” performed
in concert with vegetation management activity.

Pole Program

Inspection of distribution wood poles to determine compliance with
NESC strength requirements; and

Remedial treatment of poles that meet specific criteria to increase the
poles’ ability to resist decay and insect damage.

Are any of the Vegetation Management & Pole Program class of services that

are provided to SPS duplicated elsewhere in XES or in any other Xcel

Energy subsidiary such as SPS itself?

No. Within XES, none of the services grouped in the Vegetation Management &

Pole Program affiliate class are duplicated elsewhere. No other Xcel Energy

subsidiary performs these services for the Operating Companies. In addition, SPS

does not perform these services for itself.
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Do SPS’s Texas retail customers benefit from the services that are part of the
Vegetation Management & Pole Program class of services?

Yes. The services of the Vegetation Management & Pole Program affiliate class
benefit SPS’s customers in many ways. For example, this affiliate class develops
common specifications and standards for: (1) vegetation management, which is
utilized in each jurisdiction; and (2) testing poles and inspecting poles, which is
utilized in each jurisdiction. The Vegetation Management & Pole Program
affiliate class also provides contractor management, program oversight, and

quality assurance that benefits all the Xcel Energy Operating Companies.

The Vegetation Management & Pole Program Class of Services
are Provided at a Reasonable Cost

Are the costs of the Vegetation Management & Pole Program class of
services reasonable?

Yes. The costs of the Vegetation Management & Pole Program class of services
are reasonable. Because the services are provided centrally through XES, the
costs of the services are shared among multiple affiliates. In addition, because
services are acquired for multiple entities, overall costs are reduced as a result of
economies of scale. For example, when negotiating pricing with contractors, the
leveraging of larger volumes of work results in better pricing and volume

discounts.
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1. Additional Evidence
Is there additional support for a portion of the expenses that you present in
this testimony?
Yes. In addition, of the requested costs for the Vegetation Management & Pole
Program class, 75.83% are compensation and benefits for XES personnel. Mr.
Knoll and Mr. Schrubbe establish that the level of Xcel Energy’s compensation
and benefits is reasonable and necessary. Consequently, the combination of
reasonable labor costs, economies of scale, and the ability to spread consolidated
costs among multiple legal entities supports the reasonableness of the costs for
this class.

2. Budget Planning
Is a budget planning process applicable to the Vegetation Management &
Pole Program class of affiliate costs?
Yes. Annual O&M budgets are created for the Distribution Operations business
area, which includes the Vegetation Management & Pole Program class of
affiliate costs, using: (1) guidelines developed at the corporate level; and (2)
processes and controls as applied throughout the overall Distribution Operations
organization. Each manager carefully reviews historical spend information,
identifies changes that will be coming in the future, and analyzes the costs
associated with those changes prior to submitting a proposed budget. The

budgeting process is discussed in more detail by Mr. Dietenberger.
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During the fiscal year, does Vegetation Management & Pole Program
organization monitor its actual expenditures versus its budget?

Yes. Actual versus expected expenditures are monitored on a monthly basis by
management in each department of the Vegetation Management & Pole Program
organization. Deviations are evaluated each month to ensure that costs are
appropriate. As necessary, action plans are developed to mitigate variations in
actual to budgeted expenditures. These mitigation plans may either reduce or
delay other expenditures so that overall spending complies with the authorized
budget.

Are employees within the Vegetation Management & Pole Program
organization held accountable for deviations from the budget?

Yes. All management employees in the Vegetation Management & Pole Program
organization have specific budgetary goals incorporated into their performance
evaluations. Performance is measured on a monthly basis to ensure adherence to
the goals and provide for action plan development to address variances. All
Vegetation Management & Pole Program management employees are required to
manage their expenses to support the budgetary goals established by their
manager. Failure to meet these performance targets may affect their performance

evaluation and overall compensation.
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3. Cost Trends

Please state the dollar amounts of the actual per book charges from XES to
SPS for the Vegetation Management & Pole Program class of services for the
three fiscal years preceding the end of the Updated Test Year and the
estimated per book charges for the estimated Updated Test Year.

The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the estimate per book affiliate charges
(Column I on Attachment CSM-RR-A) from XES to SPS for the services grouped
in the Vegetation Management & Pole Program affiliate class:

Table CSM-RR-11

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Vegetation Management &

Pole Program $338,133 | $356,985 | $416,963 | $370,831

What are the reasons for this trend?

The increase in costs for the Vegetation Management & Pole Program from 2016
to 2017 was due to an increase in contract labor for data entry. The increase in
costs between 2017 and 2018 is the result of an increase in staffing through
adding a new position, backfilling a position, and transitioning a vegetation
management employee from SPS to XES. The decrease in costs between 2018
and the Updated Test Year is partially related to an employee who has shifted

time to a capital information technology project.

Meeks Direct — Revenue Requirement Page 86

RR 4 - Page 86 of 693

01895



10

11

12

13

14

15

16

17

18

19

4. Staffing Trends
Please provide the staffing levels for the Vegetation Management & Pole
Program class of services for the three fiscal years preceding the end of the
Updated Test Year and the Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the average of the end of month staffing
levels for the Vegetation Management & Pole Program class of services.

Table CSM-RR-12

Average End of Month # of Staff

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Vegetation Management &
Pole Program

What are the reasons for this trend?

The staffing level remained constant between 2016 and the Updated Test Year, as
no changes were necessary.

5. Cost Control and Process Improvement Initiatives

Separate from the budget planning process, does the Vegetation
Management & Pole Program affiliate class take any steps to control its costs
or to improve its services?

Yes. For example the Vegetation Management & Pole Program affiliate class:
bundles work across all Operating Companies to increase leverage for negotiating
with contractors; uses open-book, transparent pricing methods and monitors line-

clearance costs through benchmarking of costs incurred by other utilities; and
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performs quality assurance programs such as work completion and contractor

crew evaluations.

The Costs for the Vegetation Management & Pole Program Class
of Services are Priced in a Fair Manner

For those costs that XES charges (either directly or through use of an
allocation) to SPS for the Vegetation Management & Pole Program class of
services, does SPS pay any more for the same or similar service than does
any other Xcel Energy affiliate?
No. The XES charges to SPS for any particular service are no higher than the
XES charges to any other Xcel Energy affiliate. The costs charged for particular
services are the actual costs that XES incurred in providing those services to SPS.
A single, specific allocation method, rationally related to the costs drivers
associated with the service being provided, is used with each cost center (billing
method). In her direct testimony, Ms. Schmidt discusses the selection of billing
methods and XES’s method of charging for services in more detail.
How are the costs of the Vegetation Management & Pole Program affiliate
class billed to SPS?
My Attachment CSM-RR-B(CD) shows all of the costs in this class broken out by
activity and, in conjunction with Column C in my Attachment CSM-RR-A, shows
the billing method associated with each activity. My Attachment CSM-RR-A
shows the allocation method (Column D) associated with each billing method
(Column C) used in the affiliate class.

In SPS’s 45-day case update, 1 will present updated Attachments

CSM-RR-A and CSM-RR-B(CD) so that the entries for the last three months of
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the Updated Test Year provide actual data and conform to the information
provided for the first nine months. In the event the predominant billing methods
and associated allocation methods for the Vegetation Management & Pole
Performance affiliate O&M expenses on my updated Attachments CSM-RR-A
and CSM-RR-B(CD) differ from those discussed below, I will explain those
differences in supplemental testimony in SPS’s 45-day case update filing.
What are the predominant allocation methods used for billing the costs that
SPS seeks to recover for the Vegetation Management & Pole Program
affiliate class of services?
All of the XES charges to SPS for this class were charged using the Direct Billing
allocation method:

e Direct Billing — 100% of XES charges to SPS — $365,905.81.
Why is the “Direct Billing” method appropriate for assigning the costs
captured in the cost centers that use that allocation method?
For the cost centers that are assigned using the “Direct Billing” method, the costs
normally reflect work that was performed specifically for SPS only. In some
cases, however, the direct billing occurred after the application of an off-line
allocator that tracks the relevant cost drivers. In either situation, the cost centers
charged using the “Direct Billing” method are appropriate because the assignment
of costs is in accordance with the distribution of benefits for the services received.
For example, the costs related to Vegetation Management and Pole Program,
which are collected in Cost Center 300328, were assigned using the “Direct

Billing” method. The cost of these services benefitted SPS, the work was
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performed specifically for SPS alone. Thus, the “Direct Billing” method is
appropriate because it assigns costs in accordance with cost causation and benefits
received. For the cost centers that assign costs using Direct Billing, the per unit
amounts charged by XES to SPS are no higher than the unit amounts billed by
XES to other affiliates for the same or similar services and represent the actual

costs of the services.
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IX. AFFILIATE EXPENSES FOR THE VP DISTRIBUTION
OPERATIONS CLASS OF SERVICES

Summary of Affiliate Expenses for the VP Distribution
Operations Class of Services

Where does the VP Distribution Operations affiliate class fit into the overall
affiliate structure?

Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a
pictorial display of all affiliate classes, dollar amounts for those classes, and
sponsoring witness for each class. As shown on that attachment, the VP
Distribution Operations affiliate class was part of the Distribution Operations
business area during the Updated Test Year. Attachment CSM-RR-2 to my
testimony is an organization chart showing the Distribution Operations
organization.

What services are grouped into the VP Distribution Operations affiliate
class?

The services that are grouped into the VP Distribution Operations affiliate class
are those related to providing oversight and management of the distribution
operations of the Operating Companies.

What is the dollar amount of the Updated Test Year XES charges that SPS
requests, on a Total Company basis, for the VP Distribution Operations
affiliate class?

The following table summarizes the dollar amount of the Test Year XES charges

for the VP Distribution Operations affiliate class. The table headings are
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explained following the table.

I will update the table below as part of SPS’s

45-day case update filing to reflect the actual Updated Test Year costs for the VP

Distribution Operations Class of Services affiliate class.

Table CSM-RR-13

Requested Amount of XES Class Expenses
Billed to SPS (Total Company)

Total XES

Operations

. Request % Direct
Class of Services Class equested 0 ] Irec % Allocated
Amount Billed
Expenses
VP Distribution $3,777.317 $387.550 66.09% 33.91%

Total XES Class
Expenses

Requested Amount of
XES Class Expenses
Billed to SPS (Total
Company)

% Direct Billed

% Allocated

Dollar amount of total Updated Test Year
expenses that XES charged to all Xcel Energy
companies for the services provided by this
affiliate class. This is the amount from
Column E in Attachment CSM-RR-A.

Requested dollar amount of XES expenses to
SPS (total company) for this affiliate class
after exclusions and pro forma adjustments.
This is the amount from Column K in
Attachment CSM-RR-A.

The percentage of SPS’s requested XES
expenses (total company) for this class that
were billed 100% to SPS.

The percentage of SPS’s requested XES
expenses (total company) for this class that
were allocated to SPS.

Please describe the attachments that support the information provided on

Table CSM-RR-13.

There are four attachments to my testimony that present information about the

requested SPS affiliate expenses for the VP Distribution Operations affiliate class.
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I explained these attachments in detail previously in Section IV.A of my
testimony.

Does XES bill its expenses for the VP Distribution Operations affiliate class
to SPS in the same manner as it bills other affiliates for those expenses?

Yes. As discussed by Ms. Schmidt, XES uses the same method for billing and
allocating cost to affiliates other than SPS that it uses to bill and allocate those
costs to SPS.

Are there any exclusions to the XES billings to SPS for the VP Distribution
Operations affiliate class?

Yes. As | mentioned earlier, exclusions reflect expenses not requested, such as
expenses not allowed or other below-the-line items. Exclusions are shown on
Attachment CSM-RR-A, Column H, and on Attachment CSM-RR-B(CD),
Column K. The details for the exclusions are provided in Attachment
CSM-RR-C. As | also mentioned earlier, Ms. Schmidt describes how the
exclusions were calculated. In SPS’s 45-day case update, | will present an
updated Attachment CSM-RR-C that will provide actual exclusions to replace my
estimated exclusions included in my original attachment.

Are there any pro forma adjustments to SPS’s per book expenses for the VP
Distribution Operations affiliate class?

Yes. Pro forma adjustments are revisions to Updated Test Year expenses for
known and measurable changes. Pro forma adjustments are shown on Attachment
CSM-RR-A, Column J, and on Attachment CSM-RR-B(CD), Column M. The

details for the pro forma adjustments, including the witness or witnesses who
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sponsor each pro forma adjustment, are provided in Attachment CSM-RR-D.
Given the time of SPS’s initial filing, only the first nine months of the Updated
Test Year have completed the full pro forma adjustment review process. In SPS’s
45-day case update, | will present an updated Attachment CSM-RR-D that will
complete the full pro forma adjustment review process for the last three months of
the Updated Test Year.

Attachment CSM-RR-D shows that you are a sponsor for pro forma
adjustments that result in a decrease for the VP Distribution Operations
affiliate class of $2,411.65. Please explain the adjustments.

The adjustments were made to remove costs that were determined not to benefit

SPS.

The VP Distribution Operations Class of Services are Necessary
Services

Are the services that are grouped in the VP Distribution Operations affiliate
class necessary for SPS’s operations?

Yes. The services grouped in the VP Distribution Operations affiliate class are
necessary to ensure that executive level leadership is provided to the SPS
Distribution Utilities team. They are functions required by all utilities and
without them SPS would not be able to provide electric service to its customers.
What specific services are provided to SPS by the VP Distribution
Operations affiliate class?

The specific services that are provided to SPS by the VP Distribution Operations

affiliate class are those provided by the office of the Vice President of
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Distribution Operations. The office provides leadership in the areas of employee
and public safety, service reliability, and customer satisfaction, and directs the
development and implementation of business plans.  The services are
concentrated in the following areas:

e Business Strategy — responsible for business strategies and associated
business plans that effectively utilize resources and position the
organization to meet future business needs;

e Distribution System Management — responsible for the development,
operation, and maintenance of SPS’s electric distribution systems,
including ensuring that operating policies, practices and procedures are
compliant with Xcel Energy standards and regulatory requirements;

e Labor Strategy Development - responsible for development and
implementation of cost-effective labor strategies that align resources to
support distribution business needs. The VP approves all headcount
additions;

e Human Asset Management — responsible for attracting, recruiting, and
retaining a highly motivated and engaged workforce; and

e Relationship Management — responsible for providing a liaison between
the distribution business area and the SPS senior executives.

Are any of the VP Distribution Operations class of services that are provided
to SPS duplicated elsewhere in XES or in any other Xcel Energy subsidiary
such as SPS itself?

No. Within XES, none of the services grouped in the VP Distribution Operations
affiliate class are duplicated elsewhere. No other Xcel Energy subsidiary
performs these services for the Operating Companies. In addition, SPS does not

perform these services for itself.
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Do SPS’s Texas retail customers benefit from the services that are part of the
VP Distribution Operations class of services?

Yes. The services of the VP Distribution Operations affiliate class benefit SPS’s
customers in many ways. For example, the office of VP Distribution Operations
is responsible for implementing cost control and productivity measures (i.e.,
helping manage O&M increases, including labor cost pressures) while
maintaining the quality of service for customers and supporting appropriate

improvements in infrastructure.

The VP Distribution Operations Class of Services are Provided at
a Reasonable Cost

Are the costs of the VP Distribution Operations class of services reasonable?
Yes. The costs of the VP Distribution Operations class of services are reasonable.
The executive leadership function is provided by XES on a consolidated basis for
multiple Xcel Energy legal entities. As a result, SPS benefits from sophisticated
services provided by a pool of talented professionals, the consolidated costs of
which are shared. The economies of scale inherent in this system result in
reasonable costs for SPS for these services.

1. Additional Evidence
Is there additional support for a portion of the expenses that you present in
this testimony?
Yes. In addition, of the requested costs for the VP Distribution Operations class,
65.06% are compensation and benefits for XES personnel. Mr. Knoll and Mr.
Schrubbe establish that the level of Xcel Energy’s compensation and benefits is

reasonable and necessary.
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2. Budget Planning
Is a budget planning process applicable to the VP Distribution Operations
class of affiliate costs?

Yes. Annual O&M budgets are created for the Distribution Operations business
area, which includes the VP Distribution Operations class of affiliate costs, using:
(1) guidelines developed at the corporate level; and (2) processes and controls as
applied throughout the overall Distribution Operations organization. Each
manager carefully reviews historical spend information, identifies changes that
will be coming in the future, and analyzes the costs associated with those changes
prior to submitting a proposed budget. The budgeting process is discussed in
more detail by Mr. Dietenberger.

During the fiscal year, does the VP Distribution Operations monitor its
actual expenditures versus its budget?

Yes. Actual versus expected expenditures are monitored on a monthly basis for
this affiliate class of services by the VP Distribution Operations. Additionally,
overall Distribution Operations (i.e., the total for the Operating Companies)
expenditures are reviewed on a roll-up basis. Deviations are evaluated each month
to ensure that costs are appropriate. In addition, action plans are developed to
mitigate variations in actual to budgeted expenditures. These mitigation plans
may either reduce or delay other expenditures so that overall spending complies

with the authorized budget.
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Are employees within the VP Distribution Operations organization held
accountable for deviations from the budget?
Yes. Managers in the VP Distribution Operations organization have specific
budgetary goals incorporated into their performance evaluations. Performance is
measured on a monthly basis to ensure adherence to the goals and provide for
action plan development to address variances. All VP Distribution Operations’
management employees are required to manage their expenses to support the
budgetary goals established by their manager. Failure to meet these performance
targets may affect their performance evaluation and overall compensation.

3. Cost Trends
Please state the dollar amounts of the actual per book charges from XES to
SPS for the VP Distribution Operations class of services for the three fiscal
years preceding the end of the Updated Test Year and the estimated per
book charges for the estimated Updated Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the estimated per book affiliate charges
(Column I on Attachment CSM-RR-A) from XES to SPS for the services grouped
in the VP Distribution Operations affiliate class:

Table CSM-RR-14

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

VP Distribution Operations | $149,132 | $193,637 | $770,061 | $403,221
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What are the reasons for this trend?
The abnormally high costs in 2018 were primarily driven by costs related to
Customer Centricity realignment and focus. Most of these expenses were
associated with outside vendor costs related to customer experience surveys and
studies. The knowledge obtained from these efforts will be transformational in
realigning the Distribution Organization to our customers’ needs. Actions already
taken as a result of these insights include the automation of Electric Service Work
Orders, added customer communication documents, new metrics related to
customer experience, and many others. Costs returned to a more normal level of
spending between 2018 and the Updated Test Year.

4. Staffing Trends
Please provide the staffing levels for the VP Distribution Operations class of
services for the three fiscal years preceding the end of the Updated Test Year
and the Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the average of the end of month staffing
levels for the VP Distribution Operations class of services.

Table CSM-RR-15

Average End of Month # of Staff

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)
VP Distribution Operations 10 9 7 7
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What are the reasons for this trend?

The decrease in average staffing levels between 2016 and the Updated Test Year

was a result of a reorganization of the Customer Strategy department from the VP

of Distribution Operations to the Distribution Business Operations Organization.
5. Cost Control and Process Improvement Initiatives

Separate from the budget planning process, does the VP Distribution

Operations affiliate class take any steps to control its costs or to improve its

services?

Yes. XES provides the services and functions in the VP Distribution Operations

class of services on a consolidated basis for multiple Xcel Energy legal entities.

As a result, SPS benefits from sophisticated services provided by a pool of

talented professionals, the consolidated costs of which are shared. The economies

of scale inherent in this system results in reasonable costs for SPS for these

services.

The Costs for the VP Distribution Operations Class of Services
are Priced in a Fair Manner

For those costs that XES charges (either directly or through use of an
allocation) to SPS for the VP Distribution Operations class of services, does
SPS pay any more for the same or similar service than does any other Xcel
Energy affiliate?

No. The XES charges to SPS for any particular service are no higher than the
XES charges to any other Xcel Energy affiliate. The costs charged for particular

services are the actual costs that XES incurred in providing those services to SPS.
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A single, specific allocation method, rationally related to the costs drivers
associated with the service being provided, is used with each cost center (billing
method). In her direct testimony, Ms. Schmidt discusses the selection of billing
methods and XES’s method of charging for services in more detail.

How are the costs of the VP Distribution Operations affiliate class billed to
SPS?

My Attachment CSM-RR-B(CD) shows all of the costs in this class broken out by
activity and, in conjunction with Column C in my Attachment CSM-RR-A, shows
the billing method associated with each activity. My Attachment CSM-RR-A
shows the allocation method (Column D) associated with each billing method
(Column C) used in the affiliate class.

In SPS’s 45-day case update, | will present updated Attachments
CSM-RR-A and CSM-RR-B(CD) so that the entries for the last three months of
the Updated Test Year provide actual data and conform to the information
provided for the first nine months. In the event the predominant billing methods
and associated allocation methods for the VP Distribution Operations affiliate
O&M expenses on my updated Attachments CSM-RR-A and CSM-RR-B(CD)
differ from those discussed below, | will explain those differences in
supplemental testimony in SPS’s 45-day case update filing.

What are the predominant allocation methods used for billing the costs that
SPS seeks to recover for the VP Distribution Operations affiliate class of
services?

The majority of the XES charges to SPS for this class were charged using one of

the following allocation methods:
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e Electric Transmission Plant/Electric  Distribution  Plant/Gas
Transmission Plant/Gas Distribution Plant — 33.64% of XES charges
to SPS - $130,354.97; and

e Direct Billing—66.09% of XES charges to SPS — $256,142.74.

Why is it appropriate to allocate costs based upon the “Electric Transmission
Plant/Electric Distribution Plant/Gas Transmission Plant/Gas Distribution
Plant” method for the costs captured in the cost center that uses that
allocation method?

Cost Center 200126, which uses the “Electric Transmission Plant/Electric
Distribution Plant/Gas Transmission Plant/Gas Distribution Plant” method as the
allocator, captures costs related to management and support services provided to
the distribution and transmission operations of all of the Xcel Energy affiliates.
For example, the labor costs associated with VP Distribution Operations are
collected in Cost Center 200126 and allocated using this allocation method. Thus,
the costs in this cost center are allocated among the electric and gas affiliates
based on each Operating Company’s proportionate share of total electric and gas
transmission and distribution plant assets (i.e., the transmission and distribution
plant assets of a particular electric or gas company as a percentage of the total
transmission and distribution plant assets of all of the electric and gas companies).
This allocation reflects cost causation and the distribution of the benefits of the
services received. For the cost centers that assign costs based upon this allocation
method, the per unit amounts charged by XES to SPS as a result of the application
of this allocation method are no higher than the unit amounts billed by XES to
other affiliates for the same or similar services and represent the actual costs of

the services.
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Why is the “Direct Billing” method appropriate for assigning the costs
captured in the cost centers that use that allocation method?

For the cost centers that are assigned using the “Direct Billing” method, the costs
normally reflect work that was performed specifically for SPS only. In some
cases, however, the direct billing occurred after the application of an off-line
allocator that tracks the relevant cost drivers. In either situation, the cost centers
charged using the “Direct Billing” method are appropriate because the assignment
of costs is in accordance with the distribution of benefits for the services received.
For example, the labor and expense costs related to system planning and
engineering services provided to SPS, which are collected in Cost Center 300370,
were assigned using the “Direct Billing” method. The cost of these services
benefitted SPS, the work was performed for SPS alone, and the cost driver is
services provided solely to SPS. Thus, the “Direct Billing” method is appropriate
because it assigns costs in accordance with cost causation and benefits received.
For the cost centers that assign costs using Direct Billing, the per unit amounts
charged by XES to SPS are no higher than the unit amounts billed by XES to
other affiliates for the same or similar services and represent the actual costs of
the services.

You have covered the allocation method used to bill 99.73% of the costs
associated with this affiliate class. Why have you not specifically covered the
remaining 0.27% of the costs of this class?

| have described the predominant allocation methods associated with this affiliate

class. The remaining costs are billed using one allocator. In light of the number
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of remaining allocators, cost centers (billing methods), and relative dollar
amounts, | have not gone into a detailed discussion of these other allocation
methods in order to keep the discussion to a manageable level. The cost centers
(billing methods) used to charge the remaining 0.27% of the costs in this class,
however, are presented in my Attachment CSM-RR-B(CD), discussed earlier. A
reader may reference that attachment and then refer to the specific cost center
(billing method) summary provided in Ms. Schmidt’s Attachment MLS-RR-11
for an explanation of the particular allocators used and the cost drivers for the
activities reflected in that particular cost center.

Have you determined that the costs reflected in the remaining 0.27% of costs
associated with this class of services have been billed using an appropriate
billing method and allocation method?

Yes. |, or one of my staff working at my direction, have reviewed each of the cost
centers and the associated allocators used to bill the remaining 0.27% of the costs
of this class. The cost drivers reflected in the allocation method used to bill the
costs of each cost center (billing method) are consistent with and reflect the cost
drivers of the services captured in each particular cost center (billing method).
Therefore, the billing methods and allocation methods are appropriate because the
allocation of costs is in accordance with the distribution of the benefits received
by SPS and are no higher than the per unit costs charged to other affiliates for the

same or similar types of services.
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X. AFFILIATE EXPENSES FOR THE GAS OPERATIONS
CLASS OF SERVICES

Summary of Affiliate Expenses for the Gas Operations Class of
Services

Where does the Gas Operations affiliate class fit into the overall affiliate
structure?

Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a
pictorial display of all affiliate classes, dollar amounts for those classes, and
sponsoring witness for each class. As shown on that attachment, the Gas
Operations affiliate class was part of the Gas Systems business area during the
Updated Test Year. Attachment CSM-RR-3 to my testimony is an organization
chart showing the Gas Operations organization.

What services are grouped into the Gas Operations affiliate class?

The services that are grouped into the Gas Operations affiliate class include
certain gas and electric facility mapping services, which are provided to SPS. The
majority of the services of the Gas Operations affiliate class, however, are
oversight and management activities related to the gas plants and gas transmission
and distribution operations of the other Operating Companies and WestGas. The
costs for the services provided to other Operating Companies and WestGas are
not allocated to SPS.

What is the dollar amount of the Updated Test Year XES charges that SPS
requests, on a Total Company basis, for the Gas Operations affiliate class?

The following table summarizes the dollar amount of the Updated Test Year XES

charges for the Gas Operations affiliate class. The table headings are explained
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following the table. | will update the table below as part of SPS’s 45-day case

update filing to reflect the actual Updated Test Year costs for the Gas Operations

Class of Services affiliate class.

Table CSM-RR-16

Requested Amount of XES Class
Expenses Billed to SPS (Total
Company)
Class of Services TO?II o Requested 7% Direct *
ass Amount Billed Allocated
Expenses
Gas Operations $12,942,232 $124,444 96.75% 3.25%

Total XES Class
Expenses

Requested Amount
of XES Class
Expenses Billed to
SPS (Total
Company)

% Direct Billed

% Allocated

Meeks Direct — Revenue Requirement

Dollar amount of total Updated Test
Year expenses that XES charged to all
Xcel Energy companies for the services
provided by this affiliate class. This is
the amount from Column E in
Attachment CSM-RR-A.

Requested dollar amount of XES
expenses to SPS (total company) for
this affiliate class after exclusions and
pro forma adjustments. This is the
amount from Column K in Attachment
CSM-RR-A.

The percentage of SPS’s requested XES
expenses (total company) for this class
that were billed 100% to SPS.

The percentage of SPS’s requested XES
expenses (total company) for this class
that were allocated to SPS.
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Please describe the attachments that support the information provided on
Table CSM-RR-16.

There are four attachments to my testimony that present information about the
requested SPS affiliate expenses for the Gas Operations affiliate class. |
explained these attachments in detail previously in Section IV.A of my testimony.
Does XES bill its expenses for the Gas Operations affiliate class to SPS in the
same manner as it bills other affiliates for those expenses?

Yes. As discussed by Ms. Schmidt, XES uses the same method for billing and
allocating cost to affiliates other than SPS that it uses to bill and allocate those
costs to SPS.

Are there any exclusions to the XES billings to SPS for the Gas Operations
affiliate class?

Yes. As | mentioned earlier, exclusions reflect expenses not requested, such as
expenses not allowed or other below-the-line items. Exclusions are shown on
Attachment CSM-RR-A, Column H, and on Attachment CSM-RR-B(CD),
Column K. The details for the exclusions are provided in Attachment
CSM-RR-C. As | also mentioned earlier, Ms. Schmidt describes how the
exclusions were calculated. In SPS’s 45-day case update, |1 will present an
updated Attachment CSM-RR-C that will provide actual exclusions to replace my

estimated exclusions included in my original attachment.
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Are there any pro forma adjustments to SPS’s per book expenses for the Gas
Operations affiliate class?

Yes. Pro forma adjustments are revisions to Updated Test Year expenses for
known and measurable changes. Pro forma adjustments are shown on Attachment
CSM-RR-A, Column J, and on Attachment CSM-RR-B(CD), Column M. The
details for the pro forma adjustments, including the witness or witnesses who
sponsor each pro forma adjustment, are provided in Attachment CSM-RR-D.
Given the time of SPS’s initial filing, only the first nine months of the Updated
Test Year have completed the full pro forma adjustment review process. In SPS’s
45-day case update, | will present an updated Attachment CSM-RR-D that will
complete the full pro forma adjustment review process for the last three months of
the Updated Test Year.

Attachment CSM-RR-D shows that you are a sponsor for pro forma
adjustments that result in a net decrease of $1,139.45 for the Gas Operations
affiliate class. Please explain the adjustments.

The adjustments were made to remove costs that were determined not to benefit

SPS.

The Gas Operations Class of Services are Necessary Services

Are the services that are grouped in the Gas Operations affiliate class
necessary for SPS’s operations?

Yes. Although SPS does not provide gas service, the Gas Operations organization
provides both gas and electric services, of which the electric services are

applicable to SPS’s electric distribution service. The services grouped in the Gas
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Operations affiliate class are necessary to ensure that electric Distribution
facilities in SPS are properly recorded in the GIS and that electric Distribution
maps are properly maintained. This information is used in maintaining SPS’s
Distribution and Transmission facilities. The Gas Operations organization also
performs electric facility location services for SPS which ensure that SPS’s
facilities are properly located during excavation, as required by local governments
and other authorities. They are functions required by all utilities and without
which SPS would not be able to provide electric service to its customers.

What specific services are provided to SPS by the Gas Operations affiliate
class?

The specific services that are provided to SPS by the Gas Operations affiliate
class are:

e Gas/ Electric Damage Prevention and Facility Location Services;

e Gas/ Electric GIS Support;

e Gas/ Electric Distribution System Mapping;

e Pipe Line Compliance and Standards; and

e Management and oversight of SPS’s local GIS employee group.
Are any of the Gas Operations class of services that are provided to SPS
duplicated elsewhere in XES or in any other Xcel Energy subsidiary such as
SPS itself?

No. Within XES, none of the services grouped in the Gas Operations affiliate

class are duplicated elsewhere. No other Xcel Energy subsidiary performs these
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services for the Operating Companies. In addition, SPS does not perform these
services for itself.

Do SPS’s Texas retail customers benefit from the services that are part of the
Gas Operations class of services?

Yes. The services of the Gas Operations affiliate class benefit SPS’s customers in
many ways. For example, the GIS system is used daily by SPS service personnel

for locating facilities when responding to customer service calls.

The Gas Operations Class of Services are Provided at a
Reasonable Cost

Are the costs of the Gas Operations class of services reasonable?

Yes. The costs of the Gas Operations class of services are reasonable. XES
provides the services and functions in the Gas Operations class of services on a
consolidated basis for multiple Xcel Energy legal entities. As a result, SPS
benefits from sophisticated services provided by a pool of talented professionals,
the consolidated costs of which are shared. The economies of scale inherent in
this system result in reasonable costs for SPS for these services.

1. Budget Planning

Is a budget planning process applicable to the Gas Operations class of
affiliate costs?

Yes. Annual O&M budgets are created for the Distribution Operations business
area, which includes the Gas Operations class of affiliate costs, using: (1)
guidelines developed at the corporate level; and (2) processes and controls as

applied throughout the overall Distribution Operations organization. Each
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manager carefully reviews historical spend information, identifies changes that
will be coming in the future, and analyzes the costs associated with those changes
prior to submitting a proposed budget. The budgeting process is discussed in
more detail by Mr. Dietenberger.

During the fiscal year, does the Gas Operations organization monitor its
actual expenditures versus its budget?

Yes. Actual versus expected expenditures are monitored on a monthly basis by
management in the Gas Operations organization Deviations are evaluated each
month to ensure that costs are appropriate. In addition, action plans are developed
to mitigate variations in actual to budgeted expenditures. These mitigation plans
may either reduce or delay other expenditures so that overall spending complies
with the authorized budget.

Are employees within the Gas Operations organization held accountable for
deviations from the budget?

Yes. All management employees in the Gas Operations organization have
specific budgetary goals incorporated into their performance evaluations.
Performance is measured on a monthly basis to ensure adherence to the goals and
provide for action plan development to address variances. All Gas Operations’
management employees are required to manage their expenses to support the
budgetary goals established by their manager. Failure to meet these performance

targets may affect their performance evaluation and overall compensation.
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2. Cost Trends

Please state the dollar amounts of the actual per book charges from XES to
SPS for the Gas Operations class of services for the three fiscal years
preceding the end of the Updated Test Year and the estimated per book
charges for the estimated Updated Test Year.

The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the estimated per book affiliate charges
(Column I on Attachment CSM-RR-A) from XES to SPS for the services grouped
in the Gas Operations affiliate class:

Table CSM-RR-17

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Gas Operations $155,268 $228,701 $171,969 $129,964

What are the reasons for this trend?
The increase between 2016 and 2017 is due to the PTT project and other support
functions necessary to support the SAP deployment. The decrease between 2017
and the Updated Test Year is due to a return to normalized spending levels.

3. Staffing Trends
Please provide the staffing levels for the Gas Operations class of services for
the three fiscal years preceding the end of the Updated Test Year and the
Test Year.
The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar
years) and for the Updated Test Year, the average of the end of month staffing

levels for the Gas Operations class of services.
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Table CSM-RR-18

Average End of Month # of Staff

Updated
Class of Services 2016 2017 2018 Test Year
(Estimated)

Gas Operations 97 119 121 123

What are the reasons for this trend?

The increase in average staffing levels from 2016 to 2017 is related to the PTT
project and the filling of vacant engineering positions and other support functions
necessary to support compliance and gas regulations. The net increase in staffing
levels from 2017 to 2018 reflects: (1) the filling of vacant positions for gas system
strategy to support compliance and gas regulations; (2) the realignment of gas
capacity planning and geospatial mapping under XES with the goal of increasing
efficiency through economies of scale; and (3) the addition of necessary positions
to strengthen oversight and ensure consistent approaches to adhere to changing
gas compliance regulations in the other three operating companies. The continued
increase in average staffing levels from 2018 to the Updated Test Year is related
to the filling of vacant engineering positions and other support functions
necessary to support compliance and gas regulations, which as previously stated is
primarily for the other three operating companies. The majority of these costs are

not allocated to SPS.
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4. Cost Control and Process Improvement Initiatives
Separate from the budget planning process, does the Gas Operations affiliate
class take any steps to control its costs or to improve its services?
Yes. XES provides services and functions to the Gas Operations class of services
on a consolidated basis for multiple Xcel Energy legal entities. As a result, SPS
benefits from sophisticated services provided by a pool of talented professionals,
the consolidated costs of which are shared. The economies of scales inherent in

this system results in reasonable costs for SPS for these services.

The Costs for the Gas Operations Class of Services are Priced in a
Fair Manner

For those costs that XES charges (either directly or through use of an
allocation) to SPS for the Gas Operations class of services, does SPS pay any
more for the same or similar service than does any other Xcel Energy
affiliate?

No. The XES charges to SPS for any particular service are no higher than the
XES charges to any other Xcel Energy affiliate. The costs charged for particular
services are the actual costs that XES incurred in providing those services to SPS.
A single, specific allocation method, rationally related to the costs drivers
associated with the service being provided, is used with each cost center (billing
method). In her direct testimony, Ms. Schmidt discusses the selection of billing
methods and XES’s method of charging for services in more detail.

How are the costs of the Gas Operations affiliate class billed to SPS?

My Attachment CSM-RR-B(CD) shows all of the costs in this class broken out by

activity and, in conjunction with Column C in my Attachment CSM-RR-A, shows
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the billing method associated with each activity. My Attachment CSM-RR-A
shows the allocation method (Column D) associated with each billing method
(Column C) used in the affiliate class.

In SPS’s 45-day case update, | will present updated Attachments
CSM-RR-A and CSM-RR-B(CD) so that the entries for the last three months of
the Updated Test Year provide actual data and conform to the information
provided for the first nine months. In the event the predominant billing methods
and associated allocation methods for the Gas Operations affiliate O&M expenses
on my updated Attachments CSM-RR-A and CSM-RR-B(CD) differ from those
discussed below, I will explain those differences in supplemental testimony in
SPS’s 45-day case update filing.

What are the predominant allocation methods used for billing the costs that
SPS seeks to recover for the Gas Operations affiliate class of services?

The majority of the XES charges to SPS for this class were charged using the
following allocation methods:

e Direct Billing — 96.75% of XES charges to SPS — $120,395.70; and

e Assets, Revenue, and Number of Employees — 2.97% of XES charges
to SPS - $3,688.70.

Why is the “Direct Billing” method appropriate for assigning the costs
captured in the cost centers that use that allocation method?

For the cost centers that are assigned using the “Direct Billing” method, the costs
normally reflect work that was performed specifically for SPS only. In some
cases, however, the direct billing occurred after the application of an off-line

allocator that tracks the relevant cost drivers. In either situation, the cost centers
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charged using the “Direct Billing” method are appropriate because the assignment
of costs is in accordance with the distribution of benefits for the services received.
For example, the labor and expenses related to providing assistance to SPS with
regard to the Mapping organization, which are collected in Cost Center 300370,
were assigned using the “Direct Billing” method. The cost of these services
benefitted SPS, the work was performed specifically for SPS alone, and the cost
driver is the mapping services of SPS. Thus, the “Direct Billing” method is
appropriate because it assigns costs in accordance with cost causation and benefits
received. For the cost centers that assign costs using Direct Billing, the per unit
amounts charged by XES to SPS are no higher than the unit amounts billed by
XES to other affiliates for the same or similar services and represent the actual
costs of the services.

Why is the Assets, Revenue, and Number of Employees method appropriate
for assigning the costs captured in the cost centers that use that allocation
method?

The three-factor allocation method using assets, revenue, and employees produces
an allocation of costs that recognizes the complexity, risk, and overall business
activity levels that drive the costs included in the cost centers and measures the
benefits received from those activities. For the cost centers billed using this
allocator, there is no one specific cost driver for the support tasks and services
provided, and the services benefit multiple Xcel Energy affiliates. For example,
the costs associated with executive corporate management, long-term business

strategy development, and other programs that ensure the continuity and
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development of management, which are collected in Cost Center 200063—
Executive Corporate Governance, are allocated using this method. Within the
Xcel Energy holding company group, those legal entities that have
proportionately more assets, revenues, and employees will have more focus
placed on their operations due to those subsidiaries’ relative influence on the
consolidated business balance sheet, income statement, and statement of cash
flow, and the subsidiaries will benefit accordingly from the services provided.
Thus, allocating these costs based upon the average of the total asset ratio,
revenue ratio, and the employee ratio is appropriate because it allocates costs in
accordance with cost causation and benefits received. Ms. Schmidt discusses this
billing method in more detail in her testimony. For the cost centers that assign
costs based upon this allocation method, the per unit amounts charged by XES to
SPS as a result of the application of this allocation method are no higher than the
unit amounts billed by XES to other affiliates for the same or similar services and
represent the actual costs of the services.

You have covered the allocation method used to bill 99.71% of the costs
associated with this affiliate class. Why have you not specifically covered the
remaining 0.29% of the costs of this class?

| have described the predominant allocation methods associated with this affiliate
class. The remaining costs are billed using one allocator. In light of the number
of remaining allocators, cost centers (billing methods), and relative dollar
amounts, | have not gone into a detailed discussion of these other allocation

methods in order to keep the discussion to a manageable level. The cost centers
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(billing methods) used to charge the remaining 0.29% of the costs in this class,
however, are presented in my Attachment CSM-RR-B(CD), discussed earlier. A
reader may reference that attachment and then refer to the specific cost center
(billing method) summary provided in Ms. Schmidt’s Attachment MLS-RR-11
for an explanation of the particular allocators used and the cost drivers for the
activities reflected in that particular cost center.

Have you determined that the costs reflected in the remaining 0.29% of costs
associated with this class of services have been billed using an appropriate
billing method and allocation method?

Yes. |, or one of my staff working at my direction, have reviewed each of the cost
centers and the associated allocators used to bill the remaining 0.29% of the costs
of this class. The cost drivers reflected in the allocation method used to bill the
costs of each cost center (billing method) are consistent with and reflect the cost
drivers of the services captured in each particular cost center (billing method).
Therefore, the billing methods and allocation methods are appropriate because the
allocation of costs is in accordance with the distribution of the benefits received
by SPS and are no higher than the per unit costs charged to other affiliates for the

same or similar types of services.
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XI. SELECTION AND MANAGEMENT OF DISTRIBUTION
CAPITAL ADDITIONS

Please describe the Distribution business area and the work that the
Distribution business area performs to support SPS’s operations.
The Distribution business area assists the SPS executive leadership with
engineering support and managerial reporting for SPS operations. The
Distribution business area is comprised of the following functional areas:
Distribution Business Operations; Distribution Electric Engineering; Distribution
Planning and Performance; VP Distribution Operations; Gas Operations; and
Distribution Operations. These functional areas focus on reliability, safety,
customer service, operational efficiency, and the fiscal oversight necessary to
construct, operate, and maintain SPS’s electric distribution system in New Mexico
and Texas.
What are the primary business drivers affecting Distribution’s capital
expenditures?
The primary drivers motivating SPS’s Distribution capital additions are New
Business and Reconstruction. New Business includes the installation of all
primary and secondary extensions and service laterals, as well as the replacement
and removal of existing electric services. Typically, this is work that is required
for SPS to meet its obligation to serve new customers.

Reconstruction typically involves the replacement of failed, eminently
failing, or damaged equipment. Examples include the replacement of a wood pole
that is damaged by a vehicle and the replacement of substation components such

as circuit breakers, voltage regulators, or lightning arrestors. Other forms of
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Reconstruction might include relocating facilities that are in direct conflict with
street expansions within public rights-of-way or safety-related work required by a
governing authority.

Discretionary projects are generally ranked for prioritization and funding.
Please describe the process for ranking and funding Distribution capital
projects.
The Distribution business area has a well-defined process for identifying, ranking,
and determining electric distribution capital projects. At a high level, the process
of determining capital expenditures begins with completing all the steps necessary
to evaluate the capital expenditures for a project’s life cycle. The identification
and assessment of problems, or “risks,” along with their related solutions, or
“mitigations” is central to this process. Risks are problems that can result in
negative consequences to SPS’s customers, the environment, or SPS’s ability to
provide safe and reliable service. Mitigations are solutions that address the risks.
Each risk can have one or more identified mitigations. Therefore, to ensure each
risk is addressed correctly, both the risk and the mitigations are ranked and the
solution that provides the best value is selected.
Please explain how the process you just described is incorporated into the
steps necessary to build the capital expenditures budget for the Distribution
business area.
The following key steps are necessary to ensure that a comprehensive capital

budget is prepared with a focus on providing safe and reliable electric service:
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Step 1-

Step 2 -

Step 3 -

Step 4 -

Step 5 -

Step 6 -

Step 7 -

Step 8 -

Step 9 -

Engineering and operations personnel identify potential risks and
mitigations, the estimated life of the project, the associated costs,
and the estimated in-service date.

Each risk and mitigation and its associated attributes are reviewed
for accuracy, completeness, and reasonableness.

As each risk and mitigation is submitted for consideration, it is
scored based on certain criteria and the likelihood of the risk
occurring as well as the consequences of not addressing the risk.

All risks and mitigations are ranked or prioritized.

After ranking, the business area determines which risks/mitigations
will be funded during the year.

Risks/mitigations are assigned a capital project number based on the
type of work involved. Capital projects are either classified as
“specific” or “routine.”

Capital project numbers are automatically tied to closing patterns
based on the attributes of the work. Alternatively, in-service dates
are given to large, specific projects.

All capital projects that are included within the authorized funding
level are reviewed and approved both at the business area level and
at the corporate level.

Approved projects are deployed during the year.

The determination of the estimated in-service date of all large projects

(noted in Step 1 above) and the closing patterns associated with different types of

work (noted in Step 7 above) determine the date the project goes from

construction work in progress (“CWIP”) to plant-in-service and becomes a plant

addition. The process of moving projects from CWIP to plant-in-service is

described in more detail by Mr. Moeller, as it relates to integrating SPS’s capital

budget across all business areas at the corporate level.

Within the Distribution business area, | will focus on how capital projects

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

An example of a risk and mitigation that would be entered into Risk
Register is as follows:

Risk: Overload of 12.5 kiloVolt Livingston Ridge Substation Transformer

Mitigation: Install Livingston Ridge #2 Transformer: 115/12.47, 28 MVA
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Please describe how engineering and operations personnel estimate the costs
of proposed capital projects when they are identifying risks and mitigations
within Step 1.

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

Please describe the review process (Step 2).

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

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

To facilitate the review and ranking process, project requests that are presented
and entered into Risk Register must include specific information regarding their
annual costs and benefits. Engineering and operations personnel work with
budgeting personnel to score each risk and mitigation individually before ranking
the projects. The business values used to score risks and mitigations and assign a

risk score are as follows:
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e Reliability — identification of overloaded facilities, potential customer
minutes out and the annual hours at risk, failure probabilities, peak day
hours, age of facilities, potential customer outages;

o Safety — identification of the yearly incident rate before and after the risk
IS mitigated;

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

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

e Financial — identification of the gross cash flow, such as incremental
revenue, realized salvage value, incremental recurring costs, etc., and

identification of avoided costs such as quality of service pay-outs and
failure repairs.

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

Funding for projects is not unlimited and typically the cost for projects identified
exceeds the available funding. Therefore, it is important to rank or prioritize the
risks and mitigations prior to authorizing or deploying the work. In addition, the
volume and diversity of risks require the use of a systematic process to perform
asset specific risk assessment over the life cycle of the asset. That assessment is
then ranked against other asset assessments that have been reviewed using the
same criteria. Non-discretionary projects and discretionary projects providing the
most value receive a higher ranking based on the business values discussed earlier
(i.e., safety, reliability, environment, legal, and financial).

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

Capital expenditure guidelines are determined at the corporate level for both the

legal entity and the business area. Capital expenditures associated with
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non-discretionary projects are included in the budget first and then any authorized
spending is targeted at discretionary projects based on their ranking.
Non-discretionary projects and discretionary projects that fall within the approved
funding guidelines are included in the annual capital expenditures budget.

Please describe how risks and mitigations are assigned project numbers
(Step 6).

Once the mitigations become approved projects, a unique tracking number may be
assigned based on a dollar threshold. If the project or program exceeds $300,000,
it will be assigned a unique number for purposes of tracking and reporting.

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

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

How are closing patterns for Distribution capital projects developed?

Closing patterns are developed based on the type of work involved. Routine
projects are assigned to a closing pattern. The estimated in-service date is used
for large and complex projects. These patterns are determined by evaluating the
type of work (e.g., underground relocation, overhead new services, underground
rebuilds) and using historical data to evaluate what percentage of the expected

budgeted expenditures should close to plant in-service on a monthly basis. This

analysis is based on the average time for construction and the energized date of
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the project. For example, overhead extension projects have a closing pattern of
three months and underground extension projects have a closing pattern of four
months due to the nature of the work involved. Closing patterns are monitored
and revised as construction practices change.

Please describe the capital expenditures budget approval process (Step 8).

Capital projects that have been included in the approved funding are uploaded
into the Financial Management System. The Utility President executive
management team reviews and approves this list. After the business area has been
afforded the opportunity to make adjustments, the capital projects are available
for corporate approval. At the corporate level, the business area and legal entity
capital expenditures budget is reviewed and approved. After receiving approval
from the Board of Directors, work release plans are finalized and work can be
deployed.

Please describe the capital expenditures budget deployment process (Step 9).

After the capital expenditures budget is finalized, the approved project list
becomes the basis for the release of projects during the related calendar year.
This process is flexible to allow for additions and deletions within a given year.
For example, if an emergency occurs during the year, priorities may change and
result in an adjustment to the list of approved projects included for funding.
Projects that were previously approved may be delayed to accommodate the

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

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

How are routine or blanket capital budgets developed?

The budget for new electric service routine work is developed using a cost per
meter methodology. This process begins with developing a forecast for the
number of new meter sets for each local operating area. Inputs and assumptions
are also developed that reflect inflation factors used in determining the assumed
increase or decrease in the components that make up the new business costs. The
factors (labor, non-labor, contractor, material, equipment, and fleet inflation rates;
bargaining labor increases; and corporate overhead rates) reflect both corporate
and operating company rates. Historical data is used to determine the major
drivers or components that make up new business costs. The components are:
labor (both company and contracted), labor loadings, material (excluding meters
and transformers), equipment, transportation, overheads, and other costs.

Using these components, SPS then develops a cost per meter component
matrix for each local operating area. The matrix provides SPS with the ability to
apply the related inflation factors to the specific components that make up the
overall cost per meter. SPS also uses this data to analyze variances. The variance
analysis allows SPS to determine which components account for the difference in
the forecast versus actual expenditures.

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

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

The budget for electric reconstruction routine blankets uses the averages
of historical values escalated by the corporate inflation rate (e.g., 2.77% for 2018
through 2027) to determine expected levels of spending. This total expected
budget is then allocated to each service area using the average historical ratio of
the past five years. The allocation is adjusted to ensure unique, one-time projects
in a service area do not impact the calculation of the average five-year historical
expenditures.

Routine project requests such as new business growth, reinforcements, or
rebuilds include a five-year expenditure history and estimated in-service in the
request. This routine grouping of projects serves to allocate funding for
performing core business functions, such as: connecting new customers;
reconstruction of facilities; street light expenditures; and funds for the purchase of
new meters, transformers, and fleet.

Please explain how Distribution capital costs are managed.

After the estimates are developed, all projects follow a project flow process that
requires reviews and approvals at the budget, management, senior management,
and executive levels. After this approval, the Investment Delivery group within

the Distribution business area monitors all distribution capital dollars to ensure
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that authorized projects align with the established forecast. Actual spending
compared to forecasted levels is monitored on a regular basis.

Are employees within the Distribution business area held accountable for
deviations from the budget?

Yes. All management employees in the Distribution business area have specific
budgetary targets that are measured on a monthly basis to ensure adherence to the
targets and provide for action plan development to address variances.

Performance evaluations for management employees in both operating
areas and investment delivery incorporate specific budgetary goals. Performance
is measured on a monthly basis to ensure adherence to the goals and provide for
action plan development to address variances. Performance management plans
for all directors and managers include a metric associated with their capital spend.
This metric is designed to develop accurate capital project costs and manage the
planned capital additions. The scorecard for SPS also contains a Key

Performance Indicator associated with capital additions.
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XIl. DISTRIBUTION CAPITAL ADDITIONS PLACED IN SERVICE
BETWEEN JULY 1, 2017 AND MARCH 31, 2019

As part of this rate case, is SPS asking to include in its rate base Distribution-
related capital additions closed to plant-in-service during the period of July
1, 2017 through March 31, 2019?

Yes. Attachment CSM-RR-4 sets forth the Distribution-related capital additions
that closed to plant-in-service during the 15-month period starting July 1, 2017
and ending on March 31, 2019. The starting date for this period (July 1, 2017) is
the first day after the end of the period for which capital additions were approved
in Docket No. 47527, SPS’s last base rate case, and the ending date for this
period (March 31, 2019) is the end of the Test Year in this current case. All of
these capital additions were prudently incurred and support SPS’s ability to
provide electric service to its customers.

What is the dollar amount of the Distribution-related capital additions
placed in service between July 1, 2017 and March 31, 2019 that SPS is
requesting in this docket?

The total dollar amount of Distribution-related capital additions closed to plant-in-
service during the period July 1, 2017 through March 31, 2019 is
$176,090,517.88 (total company). Attachment CSM-RR-4 provides detailed
information regarding these capital additions.  Mr. Freitas assigns the
Distribution-related capital additions to SPS’s Texas and New Mexico retail
jurisdictions based on location of the facilities or whether the capital additions are

considered common facilities.
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Please describe these Distribution-related capital additions placed in service
between July 1, 2017 and March 31, 2019.

All of the Distribution-related capital additions listed in Attachment CSM-RR-4
support SPS’s ability to provide safe and reliable electric service to its customers.
These additions are for upgrades and expansions of the electric distribution
system, including distribution lines, transformers, capacitors, meters, and
distribution substation infrastructure, which are needed to connect new customers,
maintain reliability, and improve load serving capability. The additions also
include equipment necessary for SPS personnel to operate and maintain the
system. The projects are classified into the following five major categories for
purposes of budgeting and tracking the work as it is performed.

e New Business — These projects include installation of all primary and
secondary extensions and service laterals, as well as the replacement and
removal of existing electric services. Typically, this is work that is
required for SPS to meet its obligation to serve new customers.

e Distribution Line and Substation Reconstruction — These are projects
constructed at customer request, those that are required to comply with
city or state requirements, or to adhere to code guidelines. These projects
include relocating facilities that are in direct conflict with street
expansions within public rights-of-way and safety-related work required
by a governing authority. These projects also include the replacement of
failed, eminently failing, or damaged equipment. Examples include the
replacement of a wood pole that is damaged by a vehicle and the
replacement of substation components such as circuit breakers, voltage
regulators, or lightning arrestors.

e Distribution Line and Substation Capacity — These projects include
infrastructure work related to increasing feeder and substation capacity in
order to deal with equipment overloads, contingencies, and voltage
support. Typically, this work is necessitated by increased load from
existing and new customers.

e Purchases — These projects include the purchase of distribution line
transformers and distribution meters. These items are acquired to provide
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timely service in accordance with tariff requirements, carry out standard
construction projects necessary to meet customer requirements, and
replace failed or damaged equipment.

e Outdoor/Area Lighting — These projects include the installation,
removal, and replacement of street and area lighting as required by SPS’s
tariffs and construction standards. Examples of these projects are the
replacement of failing or damaged equipment and new installations made
at customer request.

Some of the costs in Attachment CSM-RR-4 are aggregated under “blanket
projects.” Please define a blanket project.

A “blanket” project involves multiple work orders or improvements being
constructed under the same parent number with various in-service dates. Blanket
projects are generally set for a calendar budget year, but the work orders may be
completed beyond that year.

Please provide some examples of the types of projects included in a blanket
work order.

Blanket Project “Tx Blnkt-Overhead Rebuild” involves refurbishment or service
of distribution lines (conductors, cross arms, etc.) and the money properly spent
on those assets that can be capitalized. The Project “Txn — Oh Street Light”
provides funds to repair or replace overhead street lights facilities that have been
damaged or are not working. Blanket Project “Txs Blanket-Oh Extensions”
involves extending overhead distribution lines, for example, to connect to a newly
constructed home or building.

Are the examples you provided in the prior answer representative of the
projects under the blanket work orders?

Yes. My examples are representative in the sense that they involve scheduled or

unscheduled installation or replacements of distribution assets to provide new
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service to customers and help maintain the reliability of the SPS Distribution

system.

Please describe the information in Attachment CSM-RR-4, which provides

the details about the dollar amounts and associated affiliate component for

Distribution-related capital additions closed to plant-in-service between July

1, 2017 and March 31, 2019.

Attachment CSM-RR-4 provides the following information:

Column A —

Column B —

Column C —

Column D —

Column E —

Column F —

Column G —

Column H —

Column | —

WBS Level 4
Number

WABS 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)

Meeks Direct — Revenue Requirement

Provides the Work Breakdown
Structure (“WBS”) Level 4 number for
the project.

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 a short title for 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.
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ColumnJ—  XES Charges The amount of charges from XES that
(Included in are included in the total company dollar
Column 1) amount of addition to plant-in-service
for the project in Column 1.

Column K —  Other Affiliate The amount of charges from affiliates
Charges (Included in  other than XES that are included in the
Column 1) total company dollar amount of

addition to plant-in-service for the
project in Column 1.

Column L —  Total Affiliate Total of Columns J and K associated
Charges (Included in  with new plant-in-service shown in
Column 1) Column 1.

Column M —  Total Native Charges The dollar amount (total company) of
(Columns I less L) the addition to plant-in-service in
Within the Total Column | that is not an affiliate charge.

Additions to Plant-in-
Service shown in
Column 1)

Attachment CSM-RR-4 includes capitalized affiliate costs. Were those
affiliate costs necessary to complete capital projects listed in Attachment
CSM-RR-4?

Yes. These affiliate charges are for oversight and support services that are
necessary to design, build, and install these projects. In addition, the capital
projects include overhead charges that reflect labor and other costs as discussed
by Mr. Moeller. When those projects are complete, the costs, including the labor
charges, are recorded as new assets. Affiliate charges included in Column L of
Attachment CSM-RR-4 are $1,012,018, which is approximately 0.8% of SPS’s
total Distribution-related capital cost for projects placed in service during the

period of July 1, 2017 through March 31, 2019.
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Are the costs of these capitalized affiliate charges reasonable and necessary?
Yes. Earlier in my testimony, | addressed the reasonableness of the Test Year
affiliate charges to SPS for the Distribution-related affiliate classes, which are the
affiliate classes that contain these capitalized costs. That discussion also applies
to these affiliate costs for the entire 24-month capital additions period. Thus, that
discussion supports the reasonableness and necessity of such affiliate costs for the
period of July 1, 2017 through March 31, 2019. In addition, Ms. Schmidt
explains that charges for labor and goods received by SPS from the Operating
Companies and XES (Column L of Attachment CSM-RR-4) are reasonable and
necessary.

What is the difference between the affiliate charges for the Distribution-
related affiliate classes discussed earlier in your testimony and the affiliate
charges included in your Attachment CSM-RR-4?

The Distribution-related affiliate charges discussed earlier in my testimony were
those related only to O&M affiliate expense during the Test Year. In contrast, the
affiliate charges that | discuss in this section of my testimony refer to the
capitalized affiliate charges that were closed to plant-in-service during July 1,
2017 through March 31, 2019.

Please describe the Distribution capital additions placed in service for the
period of July 1, 2017 through March 31, 2019, as shown on Attachment
CSM-RR-4.

As shown in Table CSM-RR-19 below, the plant additions for this period fall

within the following categories: (1) New Business; (2) Distribution Line and
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Substation Capacity; (3) Purchases; (4) Distribution Line and Substation
Reconstruction; and (5) Outdoor/Area Lighting.

Table CSM-RR-19

Distribution — Capital Investment
for the period of July 1, 2017 through March 31, 2019

Distribution
Type of Work Capital Additions (total
company)

New Business $34,629,558
Distribution Line and Substation

Capacity $42,762,942

Purchases $43,275,523
Distribution Line and Substation

Reconstruction $51,800,922

Outdoor/Area Lighting $3,621,572

Total $ 176,090,517

Please describe the “New Business” category of the Distribution capital
additions.

These projects include installation of all primary and secondary extensions and
service laterals, as well as the replacement and removal of existing electric
services. Typically, this is work that is required for SPS to meet its obligation to
serve new customers.

As shown in Table CSM-RR-19, New Business projects comprise
approximately $34,629,558 of the Distribution capital additions that SPS is
requesting in this case. Of this amount, $32,619,694 is for routine overhead new
extensions and routine underground new extensions. Projects required to support

this growth include the installation of feeders, primary and secondary extensions,
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and service laterals. The remaining $2,009,864 is for specifically identified
projects.

Please describe the “Distribution Line and Substation Capacity” category of
the Distribution capital additions.

These projects include infrastructure work related to increasing feeder and
substation capacity to deal with equipment overloads, contingencies, and voltage
support. Typically, this work is necessitated by increased load from existing and
new customers.

As shown in Table CSM-RR-19, Distribution Line and Substation
Capacity projects comprise approximately $42,762,942 of the Distribution capital
additions that SPS is requesting in this case. Of this amount, the majority of the
Distribution Line and Substation Capacity projects is made up of specific projects
that total $40,556,162. The remainder, or $2,206,780, are designated as routine
and include overhead reinforcements and underground reinforcements.

Please describe the *“Purchases” category of the Distribution capital
additions.

These projects include the purchase of distribution line transformers and
distribution meters. These items are acquired to provide timely service in
accordance with tariff requirements, carry out standard construction projects
necessary to meet customer requirements, and replace failed or damaged
equipment.

As shown in Table CSM-RR-19, Purchases comprise approximately

$43,275,523 of the Distribution capital additions that SPS is requesting in this
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case. Of this amount, $22,311,369 is for equipment purchases of transformers
and meters due to normal wear and tear, emergencies, new customer growth, and
increased transformer prices associated with the efficiency standards, raw
materials, manufacturing, and delivery. Plant additions associated with special
tools and locate costs, as well as purchases of right-of-way easements,
communications equipment, and special tools account for $11,249,106. Fleet
purchases total $9,715,048; it is necessary to replace vehicles and equipment that
are costly to maintain and have become less reliable over time.

Please further describe the “Distribution Line and Substation
Reconstruction” category of the Distribution capital additions.

These are projects constructed at customer request, those that are required to
comply with city or state requirements, or to adhere to code guidelines. These
projects include relocating facilities that are in direct conflict with street
expansions within public rights-of-way and safety-related work required by a
governing authority. These projects also include the replacement of failed,
eminently failing, or damaged equipment. Examples include the replacement of a
wood pole that is damaged by a vehicle and the replacement of substation
components such as circuit breakers, voltage regulators, or lightning arrestors.

As shown in Table CSM-RR-19 Distribution Line and Substation
Reconstruction projects comprise approximately $51,800,922 of the Distribution
capital additions that SPS is requesting in this case. Of that amount, a significant
portion is comprised of routine distribution and substation reconstruction work

necessary to maintain system reliability, which totals $30,896,729. The
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remaining $20,904,192 is comprised of specific projects necessary to maintain
system reliability.

Please further describe the *“Outdoor/Area Lighting” category of the
Distribution capital additions.

These projects include the installation, removal, and replacement of street and
area lighting as required by SPS’s tariffs and construction standards. Examples of
these projects are the replacement of failing or damaged equipment and new
installations made at customer request.

As shown in Table CSM-RR-19, Outdoor/Area Lighting projects comprise
approximately $3,621,572 of the Distribution capital additions that SPS is
requesting in this case.

Were the Distribution-related capital additions, including the capitalized
affiliate charges, reasonable and necessary?

Yes. The projects listed in Attachment CSM-RR-4, which include construction of
new and reinforced distribution lines and substations, were necessary for
expanding and sustaining SPS’s Distribution system and extending and providing
reliable service to SPS’s customers. Standard governance processes were
followed in evaluating, selecting, and monitoring execution of the capital projects.
Mr. Dietenberger discusses the capital projects budgeting process in more detail.
Is a work order closed as soon as the equipment subject to that work order is
placed in service?

No. Frequently minor work continues after the equipment is placed in service and
the collection of costs related to the work order can occur for several months after

the equipment is placed in service. Thus, it is common for costs to be charged to
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a work order after the equipment is placed in service. This is why some of the in-
service dates in Attachment CSM-RR-4 are earlier than July 1, 2017. This
occurred when costs or refunds were booked on or after July 1, 2017, but the

equipment was placed in service before that date.

Meeks Direct — Revenue Requirement Page 140

RR 4 - Page 140 of 693 01949



-

10

11

12

13

14

15

16

17

18

19

20

21

22

23

XI. DISTRIBUTION CAPITAL ADDITIONS TO BE PLACED IN
SERVICE BETWEEN APRIL 1, 2019 AND JUNE 30, 2019

Is SPS asking to recover Distribution-related capital costs for projects placed
in service between the end of the Test Year and June 30, 2019?

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, 2019) and June 30, 20109.
Attachment CSM-RR-5 identifies these projects and provides SPS’s cost for these
projects. As initially filed, the costs reflected in Attachment CSM-RR-5 are
estimated amounts. Mr. Moeller 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 CSM-RR-5, no later than the 45th day after the
date of the initial filing of this rate case, as required by 16 TAC § 25.246.

What is the total estimated cost of Distribution-related capital projects to be
placed in service in the Update Period?

The total costs are reflected in Attachment CSM-RR-5, including affiliate costs.
These amounts reflect total company costs. Mr. Freitas allocates the total
company dollar amount among SPS’s three rate jurisdictions (Texas retail;, New
Mexico retail; and wholesale) in the cost of service study he presents.

Are capitalized affiliate costs included in the total costs?

Yes. The costs include capitalized affiliate costs similar to those included for
projects placed in service during the previous 21 months. As initially filed,
Attachment CSM-RR-5 contains only a total estimated amount of affiliate

charges, which is based on historic percentages for the different asset classes.
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This is explained in more detail by Mr. Moeller. The updated version of
Attachment CSM-RR-5, will reflect actual affiliate charges for the period.

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

Yes. Affiliate costs were incurred for the same reasons they were incurred on the
projects placed in service between July 1, 2017 and March 31, 2019 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 earlier in my testimony and in the testimony of Ms. Schmidt
and Mr. Moeller regarding the reasonableness of affiliate charges.

Please describe the information in Attachment CSM-RR-5, which provides
the dollar amounts for projects placed in service during the Update Period.

Attachment CSM-RR-5 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-in-  The total company dollar amount of the
Service (April 2019 — addition to plant-in-service.
June 2019)

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.

Column F—  Project Description Provides a description of the project

and its major components.
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Please describe the Distribution-related capital projects placed in service the
Update Period.

These capital additions to be placed in service from April 1, 2019 through June 30,
2019 are similar to the projects that were closed during the previous 21 months
and that are discussed in the previous section of my testimony. As shown in
Attachment CSM-RR-5, the capital additions for the Update Period fall in the
same categories of projects for the period of July 1, 2017 through March 31,
2019. The categories are described in Section XII of my testimony. Descriptions
of the specific projects placed in service between April 1, 2019 and June 30,
2019, and the reasons the specific projects are necessary, are provided in my
Attachment CSM-RR-5.

The capital additions placed in service during the Update Period, including
associated affiliate charges, are for upgrades and expansions of the electric
distribution system, including distribution lines, transformers, capacitors, meters,
and distribution substation infrastructure, which are needed to connect new
customers, maintain reliability, and improve load serving capability. The
additions also include equipment necessary for SPS personnel to operate and
maintain the system.

Has SPS managed its Update Period Distribution capital addition projects to
ensure the final, actual costs are reasonable and prudent?
Yes. The same capital budgeting process that | describe in Section XI of my

testimony applies to the projects for the Update Period.

Meeks Direct — Revenue Requirement Page 143

RR 4 - Page 143 of 693

01952



10

11

12

13

14

15

16

17

18

19

20

21

22

23

XIV. PROPOSED TARIFF MODIFICATION

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

In this section of my testimony, | support proposed changes to SPS’s Tariff, Rule

No. 16, Sheet No. 17, regarding extension of service to customers. SPS witness

Evan D. Evans discusses these proposed tariff changes in further detail.

What changes does SPS propose to Tariff, Rule No. 16, Sheet No. 17?

First, SPS proposes to remove the language from Rule No. 16 that conflicts with

SPS’s Rule No. 9, Right-of-Way, regarding right-of-way and easement costs.
Second, SPS proposes to reserve the right, or have the first option, to

perform any required ditching and backfilling to complete the extension at the

customer’s expense. If SPS is unable or unwilling to perform the necessary

ditching and backfilling, customers shall do it at their own expense in accordance

with SPS’s specifications.

Why does SPS propose to remove the language from Rule No. 16 that

conflicts with SPS’s Rule No. 9, Right-of-Way?

Removing the conflicting language from Rule No. 16 will clarify that customers

will provide any necessary rights-of-way to SPS at no charge for properties

controlled by the customer. This clarification will reduce delays in service to

customers and avoid having SPS’s other customers bear unnecessary costs.

With respect to the second proposed change, who performs any required

ditching and backfilling under the current Tariff?

Currently, customers have the option of performing the ditching and backfilling in

accordance with SPS’s specifications.
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Why is SPS proposing to change this provision of the tariff?

SPS experienced difficulties with customers performing the ditching and
backfilling for underground extensions of service. Often the ditching and
backfilling is not performed to SPS’s specifications, which results in SPS or the
customer undertaking additional work and leads to delays in completing the
extensions. The proposed Tariff revision will remove this potential cause for
delay and allow extensions to be completed on a timely basis.

Does this conclude your pre-filed direct testimony?

Yes.
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AFFIDAVIT

STATE OF TEXAS

COUNTY OF POTTER )

CASEY S. MEEKS, first being sworn on his oath, states:

I am the witness identified in the preceding testimony. 1 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.

= 1 ik
@@éE’(S.)MEEKS

Subscribed and sworn to before me this 30 J’A,\Zlay of July, 2019 by CASEY S.
MEEKS

&mw

Notary Public\,)Stéte of Texas

My Commission Expires: /- )ly - 00

CINDY BAEZA
Notary Public, State of Texas

Notary ID #13078365-0
kiy Cammission Expires 10-06-2070
AN
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Southwestern Public Service Company

SPS Distribution Operation & Maintenance Expenses

Total Company SPS Operation and Maintenance Expenses

Line FERC

No. Acct Account Description

Native SPS O&M
Expense through the
Update Period
(Jul '18-Jun '19)

Attachment CSM-RR-1
Page 1 of 4
2019 TX Rate Case

Test Year
Affiliate O&M Total Company
Expense Requested O&M

(Jul *18-Jun '19)

Production
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Southwestern Public Service Company

SPS Distribution Operation & Maintenance Expenses

Total Company SPS Operation and Maintenance Expenses

Line FERC

No. Acct Account Description

Native SPS O&M
Expense through the
Update Period
(Jul '18-Jun '19)

Attachment CSM-RR-1
Page 2 of 4
2019 TX Rate Case

Test Year
Affiliate O&M Total Company
Expense Requested O&M

(Jul *18-Jun '19)

Transmission

Regional Market Expenses
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Southwestern Public Service Company

SPS Distribution Operation & Maintenance Expenses

Total Company SPS Operation and Maintenance Expenses

Line FERC

Native SPS O&M
Expense through the
Update Period
(Jul '18-Jun '19)

Attachment CSM-RR-1
Page 3 of 4
2019 TX Rate Case

Test Year
Affiliate O&M
Expense
(Jul "18-Jun '19)

Total Company
Requested O&M

No. Acct Account Description
Distribution
72 580 Operation Supervision and Engineering $ 3,405,755 1,112,909 $ 4,518,665
74 582  Station Expenses 1,435,464 (14,170) 1,421,293
75 583 Overhead Line Expenses 3,334,194 105,570 3,439,764
76 584 Underground Line Expenses 156,919 - 156,919
7 585 Street Lighting and Signal Systems Expenses 287,435 415 287,850
78 586 Meter Expenses 2,797,646 179,701 2,977,347
79 587 Customer Installations Expenses 919,216 1,495 920,712
80 588 Misc Distribution Expense 10,390,098 1,143,464 11,533,563
81 589 Rents 989,709 1,543,961 2,533,670
82 590 Maintenance Supervision and Engineering 16,017 28,724 44,741
83 591 Maintenance of Structures 815 - 815
84 592 Maintenance of Station Equipment 912,565 1,149 913,714
85 593 Maintenance of Overhead Lines 9,126,107 191,724 9,317,831
86 594  Maintenance of Underground Lines 180,525 (0) 180,525
87 595 Maintenance of Line Transformers 618 - 618
88 596 Maintenance of Street Lighting and Signal Systems 584,448 2,020 586,468
89 597 Maintenance of Meters 20,218 - 20,218
90 598 Maintenance of Misc Distribution Plant (390,387) 769 (389,618)
91 Total Distribution O&M Expenses $ 34,269,676 4,546,065 $ 38,815,741
Customer Accounts

94 903 Customer Records and Collection Expenses 3,232,359 3,722,097 6,954,456
96 904.1* Uncollectible Expenses1 762,650 - 762,650
98 Total Customer Accounts Expense $ 13,263,953 4213172 $ 17,477,125

Customer Service

Sales
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Southwestern Public Service Company

SPS Distribution Operation & Maintenance Expenses

Total Company SPS Operation and Maintenance Expenses

Line FERC

No. Acct Account Description

Native SPS O&M
Expense through the
Update Period
(Jul '18-Jun '19)

Attachment CSM-RR-1
Page 4 of 4
2019 TX Rate Case

Test Year
Affiliate O&M Total Company
Expense Requested O&M

(Jul *18-Jun '19)

Administrative and General Expenses

128 Total Operations and Maintenance Expense

$ 407,378,077 $

121,377,667 $ 528,755,744

Note: All amounts included in this attachment are included in the cost of service study provided as Attachment APF-RR1

 Mr. Meeks sponsors the portion of bad debt expense recorded to FERC Account 904.1 related to distribution. He co-sponsors this FERC Account with SPS Witness S. Michelle

Edwards.
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Attachment CSM-RR-2
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Attachment CSM-RR-3
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