
 

 

 Harkness Direct – Revenue Requirement Page 1 

DOCKET NO. ___________ 

APPLICATION OF SOUTHWESTERN 
PUBLIC SERVICE COMPANY FOR 
AUTHORITY TO CHANGE RATES  

§ 
§ 
§ 

PUBLIC UTILITY COMMISSION 
 

OF TEXAS 

 
 

DIRECT TESTIMONY 
of 

DAVID C. HARKNESS 
 

on behalf of 
  

SOUTHWESTERN PUBLIC SERVICE COMPANY 
 

(Filename:  HarknessRRDirect.doc) 
 

Table of Contents 

GLOSSARY OF ACRONYMS AND DEFINED TERMS................................................ 3 

LIST OF ATTACHMENTS ............................................................................................... 5 

I.  WITNESS IDENTIFICATION AND QUALIFICATIONS .................................. 6 

II.  ASSIGNMENT AND SUMMARY OF TESTIMONY AND 
RECOMMENDATIONS ........................................................................................ 9 

III.  AFFILIATE EXPENSES FOR THE BUSINESS SYSTEMS CLASS 
OF SERVICES...................................................................................................... 15 
A.  OVERVIEW OF BUSINESS SYSTEMS CLASS OF SERVICES AND 

RELATED AFFILIATE COSTS ....................................................................... 15 
B.  THE BUSINESS SYSTEMS CLASS OF SERVICES ARE NECESSARY 

SERVICES ................................................................................................... 24 
C.  THE BUSINESS SYSTEMS CLASS OF SERVICES ARE PROVIDED AT A 

REASONABLE COST .................................................................................... 27 
1.  ADDITIONAL EVIDENCE ...................................................................... 27 
2.  BUDGET PLANNING ............................................................................. 27 
3.  COST TRENDS ...................................................................................... 29 
4.  STAFFING TRENDS ............................................................................... 30 
5.  COST CONTROL AND PROCESS IMPROVEMENT INITIATIVES ................ 32 

D.  THE COSTS FOR THE BUSINESS SYSTEMS CLASS OF SERVICES ARE 

PRICED IN A FAIR MANNER ........................................................................ 33 

IV.  THE RANKING, ESTIMATION, AND MANAGEMENT OF 
BUSINESS SYTEMS CAPITAL ADDITIONS .................................................. 45 

V.  BUSINESS SYSTEMS CAPITAL PROJECTS PLACED IN 
SERVICE BETWEEN JULY 1, 2017 AND MARCH 31, 2019 .......................... 49 

RR 5 - Page 218 of 537 02720



 

 

 Harkness Direct – Revenue Requirement Page 2 

VI.  BUSINESS SYSTEMS CAPITAL PROJECTS PLACED IN 
SERVICE BETWEEN APRIL 1, 2019 AND JUNE 30, 2019 ............................. 64 

AFFIDAVIT ..................................................................................................................... 67 

RR 5 - Page 219 of 537 02721



 

 

 Harkness Direct – Revenue Requirement Page 3 

GLOSSARY OF ACRONYMS AND DEFINED TERMS 

Acronym/Defined Term 
 

Meaning 

CIO 
 

Chief Information Officer 
 

CIP Critical Infrastructure Protection 
 

CRS 
 

Customer Resource System 
 

EEI Edison Electric Institute 
 

EMS Energy Management System 
 

ERP Enterprise Resource Planning system 
 

FERC 
 

Federal Energy Regulatory Commission  

GIS Geographic Information System 
 

GL General Ledger 
 

GRC Governance, Risk Management, and 
Compliance 
 

IT 
 

Information Technology 
 

NERC 
 

North American Electric Reliability 
Corporation 
 

NMPRC New Mexico Public Regulation Commission  
 

NMS Network Management System 
 

O&M 
 

Operation and maintenance 

Operating Companies 
 

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

Operating Company One of the Operating Companies 
 

PC Personal Computer 
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Acronym/Defined Term 
 

Meaning 

PTT Productivity Through Technology 
 

SCADA Supervisory Control and Data Acquisition 
 

SIEM Security Incident & Event Management 
 

SPS Southwestern Public Service Company, a 
New Mexico corporation 
 

Test Year April 1, 2018 through March 31, 2019 
 

Total Company or total 
company  
 

Total SPS (before jurisdictional allocation) 

Update Period April 1, 2019 through June 30, 2019 
 

Updated Test Year July 1, 2018 through June 30, 2019 
 

WAM Work and Asset Management system 
 

WAN Wide Area Network 
 

WBS Work Breakdown Structure 
 

Xcel Energy  Xcel Energy Inc.  
 

XES Xcel Energy Services Inc.  
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LIST OF ATTACHMENTS 

Attachment 
 

Description 

DCH-RR-1 
 

Business Systems Organization Chart 
(Non-native format) 
 

DCH-RR-2 Electric General and Software Capital Additions 
for July 1, 2017 through March 31, 2019 
(Filename:  DCH-RR-2.xlsx) 
 

DCH-RR-3 Electric General and Software Capital Additions 
for April 1, 2019 through June 30, 2019 
(Filename:  DCH-RR-3.xlsx) 
 

DCH-RR-A  
(Updated Test Year) 

Summary of XES Expenses to SPS by Affiliate 
Class and Billing Method  
(Filename:  DCH-RR-ABCD.xlsx) 

DCH-RR-B(CD)  
(Updated Test Year) 

XES Expenses by Affiliate Class, Activity, 
Billing Method, and FERC Account 
(Filename:  DCH-RR-ABCD.xlsx) 

DCH-RR-C  
(Updated Test Year) 

Exclusions from XES Expenses to SPS by 
Affiliate Class and FERC Account 
(Filename:  DCH-RR-ABCD.xlsx) 

DCH-RR-D  
(Updated Test Year) 

Pro Forma Adjustments to XES Expenses by 
Affiliate Class and FERC Account 
(Filename:  DCH-RR-ABCD.xlsx) 
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DIRECT TESTIMONY 
OF 

DAVID C. HARKNESS 
 

I. WITNESS IDENTIFICATION AND QUALIFICATIONS 1 

Q. Please state your name and business address. 2 

A. My name is David C. Harkness.  My business address is 414 Nicollet Mall, 3 

Minneapolis, Minnesota 55401. 4 

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

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

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

Energy Inc. (“Xcel Energy”).  8 

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

A. I am employed by Xcel Energy Services Inc. (“XES”) as Chief Information 10 

Officer (“CIO”) and Vice President. 11 

Q. Please briefly outline your responsibilities as CIO and Vice President. 12 

A. I am responsible for the XES Business Systems organization, which performs 13 

Xcel Energy’s shared Information Technology (“IT”) functions.  The key types of 14 

activities performed include all enterprise application development and 15 

maintenance, management of IT infrastructure, data center operations and 16 

architecture, and IT governance.  Also as part of this role, I am responsible for IT 17 

disaster recovery and implementing capital projects that address cyber security 18 

needs.  I report to the Chief Administrative Officer. 19 

Q. Please describe your educational background. 20 

A. I hold a Bachelor of Arts degree from the University of Iowa with a major in 21 

Computer Science and Applied Mathematics. 22 
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Q. Please describe your professional experience. 1 

A. I have more than 30 years of experience in the field of IT, with over 25 of those 2 

years being in a management role.  I joined Xcel Energy in November 2009, 3 

following six years at the Public Service Company of New Mexico Resources in 4 

Albuquerque, New Mexico, where I first served as Senior Director, Business 5 

Process Outsourcing, then as Senior Director of Business Transformation and, 6 

finally, as Vice President and CIO for more than three years.  While in New 7 

Mexico, I was also appointed by Governor Richardson to New Mexico’s 8 

Information Technology Commission, where I helped establish and direct the IT 9 

Strategy for the State of New Mexico.  Prior to that experience, I held several IT 10 

Leadership roles for McLeod USA, MCI, and Rockwell International, where I 11 

began my career in 1986. 12 

Q. Have you attended or taken any special courses or seminars relating to 13 

public utilities? 14 

A. Yes.  I attended the University of Idaho Utility Executive Course in 2006.  I also 15 

attended a Merger and Acquisition course at Northwestern University’s Kellogg 16 

School of Management in 2007. 17 

Q. Are you a member of any professional organizations? 18 

A. Yes.  I serve on two utility CIO committees.  The Edison Electric Institute 19 

(“EEI”) Executive Advisory Committee is made up of 25 utility CIOs and is 20 

designed so those CIOs are better able to advise their Chief Executive Officers on 21 

critical technology risks and advances, as well as assist in policy development 22 

surrounding standards, regulation, and legislation.  In addition, I serve as Chair on 23 
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the EEI/AGA (American Gas Association) Technical Advisory Council made up 1 

of 16 utility CIOs.  That Council discusses best practices, lessons learned, and 2 

case studies of various IT projects and operations.  I also serve on the IT 3 

Committee of the Knowledge Utility Executive Summit, an annual conference of 4 

senior leaders in the utility industry.  The summits address pressing topics in the 5 

industry, including issues related to IT. 6 

Q. Have you filed testimony or testified before any regulatory authorities?  7 

A. Yes.  I filed testimony before the Public Utility Commission of Texas regarding 8 

business systems operation and maintenance (“O&M”) expenses and capital costs 9 

in SPS’s previous six rate cases, Docket Nos. 47527, 45524, 43695, 42004, 10 

40824, and 38147.  I also filed testimony on those same topics before the New 11 

Mexico Public Regulation Commission (“NMPRC”) on behalf of SPS in Docket 12 

Nos. 15-00139-UT, 15-00296-UT, 16-00269-UT, 17-00255-UT and 13 

19-00170-UT.  In addition, I have filed testimony before the NMPRC on behalf of 14 

Public Service Company of New Mexico regarding IT costs and operations. 15 
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II. ASSIGNMENT AND SUMMARY OF TESTIMONY AND 1 
RECOMMENDATIONS 2 

Q. What is your assignment in this proceeding? 3 

A. I support the Updated Test Year (July 1, 2018 through June 30, 2019)1 O&M 4 

expenses and administrative and general expenses for the Business Systems class 5 

of affiliate services.  In regard to this affiliate class, my testimony will: 6 

 describe the services included in the class; 7 

 explain that those services are reasonable and necessary for SPS’s 8 
operation; 9 

 explain that the costs for those services are reasonable and necessary; 10 

 explain that these services do not duplicate services that SPS provides 11 
to itself through its own employees or that are provided from any other 12 
source; and 13 

 explain that charges from XES to SPS for those services are no higher 14 
than the charges to SPS affiliates for the same or similar services. 15 

I also review and provide cost data for the Business Systems-related 16 

capital additions that closed to plant-in-service during the period July 1, 2017, 17 

which is the first day after the end of the period for which capital additions were 18 

approved in Docket No. 47527,2 through June 30, 2019, which is the end of the 19 

Update Period in this case.  I will provide the actual dollar amount of the capital 20 

additions for this 24-month period in two steps.  First, in my direct testimony, I 21 

present the actual dollar amount of Business Systems-related capital additions 22 

                                                 
1  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 supporting the Updated Test Year costs, I 
have also reviewed the costs for the first three months of the Test Year for the classes I support and find 
those costs to be reasonable. 

2  Application of Southwestern Public Service Company for Authority to Change Rates, Docket 
No. 47527, Final Order (/Dec. 10, 2018). 
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that closed to plant-in-service through March 31, 2019, the end of the Test Year  1 

in this case, and estimated dollar amounts of Business Systems-related capital 2 

additions that SPS expects to close to plant-in-service during the Update Period.  3 

Second, as part of SPS’s 45-day case update filing, I will provide the actual dollar 4 

amount of Business Systems-related capital additions that closed to plant-in-5 

service during the Update Period.  Together, these two pieces of testimony will 6 

provide the actual dollar amount of Business System-related capital additions 7 

closed to plant-in-service during the period July 1, 2017 through June 30, 2019. 8 

Q. Please summarize your testimony and recommendations. 9 

A. The estimated Updated Test Year (July 1, 2018 through June 30, 2019) costs for 10 

the services of the Business Systems affiliate class of $35,018,6743 (total SPS 11 

before jurisdictional allocations, or “total company”) are reasonable and necessary 12 

because they support SPS’s ability to provide electric service to its Texas retail 13 

customers.   14 

 The costs are for the IT services provided to SPS by XES.  The 15 
services include the provision and maintenance of computer hardware 16 
and software, and voice and data communication networks, used by 17 
SPS in providing electric service; the systems that support business 18 
functions including billing, accounting, payroll, outage management 19 
and dispatch, supply chain, and other general business operations; 20 
routine support and improvements for these technologies and systems; 21 
preparing for and mitigating cyber security risks; and employing 22 
technology and data to advance information analysis and improve 23 
business operations. 24 

 The services are necessary to provide the technology infrastructure and 25 
systems that enable the provision of efficient, effective, and safe 26 
electric service to SPS’s customers.  Technology is necessary for much 27 
of SPS’s work including to efficiently dispatch work to the field, 28 
operate generating facilities, effectively purchase fuel, manage and 29 

                                                 
3  This dollar amount reflects nine months of actual costs and three months of estimated costs. 
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monitor the electrical system, bill customers for service, develop 1 
budgets and track expenditures, pay employees, and offer programs to 2 
customers and respond to their inquiries.   3 

 The costs are reasonable because they are shared with other affiliates, 4 
include reasonable personnel costs, and are subjected to rigorous 5 
budgeting and cost control processes. 6 

 SPS does not provide these services for itself, and the services do not 7 
duplicate services provided by others. 8 

 Each charge from SPS’s affiliates for these services is no higher than 9 
the charge by those affiliates to any other entity for the same or similar 10 
service. 11 

In addition, the costs of the Business Systems capital additions placed in 12 

service between July 1, 2017 and March 31, 2019, of $61,965,538 (total 13 

company), are reasonable and necessary and were prudently incurred.  These 14 

capital projects consist of software, hardware, systems and related technology 15 

infrastructure investments, and cyber security solutions that support Xcel 16 

Energy’s business operations including those of SPS and are used in supplying 17 

electric service to SPS’s customers.  They are necessary to maintain existing IT 18 

systems and infrastructure, to prevent threats to the security of the IT systems, to 19 

replace aging technology, and to deploy efficiency solutions that enable the 20 

organization to continue to provide customers with high levels of service.   21 

Further, SPS incurred Business Systems capital costs for projects placed in 22 

service between April 1, 2019 and June 30, 2019 as shown on Attachment 23 

DCH-RR-3.  These costs are also reasonable and necessary to provide and protect 24 

the IT infrastructure necessary for the provision of electric service by SPS, and 25 

were also prudently incurred.  26 
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The affiliate charges of $41,406,012 that are included in the July 1, 2017 1 

through March 31, 2019 capital projects, and the estimated affiliate charges 2 

shown on Attachment DCH-RR-3 that are included in the April 1, 2019 through 3 

June 30, 2019 capital projects, reflect reasonable and necessary costs and 4 

services; the charge from SPS’s affiliate for a particular service is no higher than 5 

the charge by that affiliate to any other entity for the same or similar service.  6 

Q. You mention that certain costs that you present in your testimony are 7 

estimated.  Please explain why this is the case and what items are estimated. 8 

A. As explained by SPS witness William A. Grant, SPS will be using an Updated 9 

Test Year in this case.  SPS’s initial filing presents actual affiliate O&M expenses 10 

for the Test Year (April 1, 2018 through March 31, 2019) and estimated 11 

information for the time period of April 1, 2019 through June 30, 2019, which is 12 

the Update Period.  Accordingly, the first nine months of SPS’s Updated Test 13 

Year (i.e., July 2018 through March 2019) consist of actual cost information and 14 

the last three months (i.e., April through June 2019) contain estimated cost 15 

information.  For this reason, certain SPS witnesses refer to the Updated Test 16 

Year in direct testimony as the “estimated Updated Test Year.”   17 

  Regarding the Business Systems affiliate costs I support, as explained by 18 

SPS witness Melissa L. Schmidt, actual figures for April and May 2019 have been 19 

provided and June 2019 figures have been estimated based on the forecasted 20 

budget.  However, these expenses have not gone through the full pro forma 21 

adjustment review process.  With respect to the Business Systems capital costs 22 

(and related affiliate expense) that I support, the costs for projects placed in 23 

service between April 1, 2019 and June 30, 2019 have been estimated.  24 
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Q. Will your testimony be updated to replace the estimated costs that you 1 

present and support with actual costs? 2 

A. Yes.  SPS will file an update 45 days after the application has been filed.  The 3 

update will provide actual costs to replace the estimates provided in the 4 

application for the Update Period.  As part of that process, my Attachments 5 

DCH-RR-A through D will be updated to remove estimates of Business Systems 6 

affiliate O&M expenses incurred by SPS during the Updated Test Year and then 7 

replace those estimates with actual expenses, which will be used to establish 8 

SPS’s base rates in this case. 9 

Additionally, my Attachment DCH-RR-3 will be updated to remove 10 

estimates of Business Systems-related capital additions closed to plant-in-service 11 

in the Update Period and then replace those estimates with actual capital additions 12 

closed to plant-in-service during that period. 13 

Q. Were Attachments DCH-RR-1 through DCH-RR-D prepared by you or 14 

under your direct supervision and control?  15 

A. Yes, as to Attachment DCH-RR-1 and the project descriptions on Attachment 16 

DCH-RR-3.  Attachment DCH-RR-2 and the cost information contained in 17 

Attachment DCH-RR-3 were prepared by SPS witness Mark P. Moeller and his 18 

staff.  My staff and I have reviewed these attachments, and I believe them to be 19 

accurate.  Attachments DCH-RR-A through DCH-RR-D were prepared by Ms. 20 

Schmidt and her staff.  My staff and I have reviewed these attachments and I 21 

believe them to be accurate.  Although the information I have described also is 22 

present in these other witnesses’ attachments, I have presented this information in 23 
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the attachments to my testimony for the convenience of those reviewing my 1 

testimony. 2 
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III. AFFILIATE EXPENSES FOR THE BUSINESS SYSTEMS 1 
CLASS OF SERVICES 2 

Q. Earlier in your testimony, you referred to an “affiliate class.”  What do you 3 

mean by the terms “affiliate class” or “affiliate class of services”? 4 

A. A portion of SPS’s costs reflects charges for services provided by a supplying 5 

affiliate, specifically XES or one of the Operating Companies.  These charges 6 

have been grouped into various affiliate classes, or aggregations of charges, based 7 

upon the business area, organization or department that provided the service or, in 8 

a few instances, the accounts that captured certain costs.  In her direct testimony, 9 

Ms. Schmidt provides a detailed explanation of how the affiliate classes were 10 

developed and are organized for this case. 11 

Q. Which affiliate class do you sponsor? 12 

A. I sponsor the Business Systems class of affiliate services. 13 

A. Overview of Business Systems Class of Services and Related 14 
Affiliate Costs 15 

Q. Where does the Business Systems affiliate class fit into the overall affiliate 16 

structure? 17 

A. Attachment MLS-RR-6 to Ms. Schmidt’s direct testimony provides a list and a 18 

pictorial display of all affiliate classes, dollar amounts for those classes, and 19 

sponsoring witness for each class.  As seen on that attachment, the Business 20 

Systems affiliate class was part of the Utilities & Corporate Services business area 21 

during the Updated Test Year.  Attachment DCH-RR-1 to my testimony is an 22 

organization chart showing the Business Systems organization.  23 
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Q. What services are grouped into the Business Systems affiliate class? 1 

A. The costs of Xcel Energy’s centralized IT services are grouped in the Business 2 

Systems class.  These services are provision and maintenance of computer 3 

hardware and software, voice and data communication networks, and related 4 

technology support for SPS and the other Operating Companies; provision of IT 5 

systems that support business functions including billing, accounting, payroll, 6 

outage management and dispatch, supply chain, and other general business 7 

operations; routine support and improvements for these technologies and systems; 8 

preparation for and mitigation of cyber security risks; and employment of 9 

technology and data to advance information analysis and improve business 10 

operations. 11 

Q. What is the dollar amount of the Updated Test Year XES charges that SPS 12 

requests, on a total company basis, for the Business Systems affiliate class? 13 

A. The following table (next page) summarizes the dollar amount of the estimated 14 

Updated Test Year XES charges for the Business Systems affiliate class.  I will 15 

update the table below as part of SPS’s 45-day case update filing to reflect the 16 

Updated Test Year costs for the Business Systems affiliate class. 17 
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Table DCH-RR-1 1 

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

Class of Services 
Total XES 

Class 
Expenses 

Requested 
Amount 

% Direct 
Billed 

% 
Allocated 

Business Systems $281,014,322 $35,018,674 15.11% 84.89% 

 
Total XES Class 

Expenses 

  
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 DCH-RR-A. 

 
Requested Amount of 
XES Class Expenses 
Billed to SPS (Total 

Company)  
 

  
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  
DCH-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. 

Q. Please describe the attachments that support the information provided on 2 

Table DCH-RR-1. 3 

A. There are four attachments to my testimony that present information about the 4 

requested SPS affiliate expenses for the Business Systems affiliate class. 5 

Attachment DCH-RR-A:  Provides a summary of the affiliate expenses 6 

for this class during the Updated Test Year.  The summary starts with the total of 7 

the XES expenses to SPS for the services provided by this affiliate class and ends 8 

with the requested dollar amount of XES expenses to SPS (total company) for this 9 
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affiliate class after exclusions and pro forma adjustments.  The columns on this 1 

attachment provide the following information. 2 

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

 
Affiliate Class 

 
Lists the affiliate class. 

 
Column C — 

 
Billing Method (Cost 
Center)  

 
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 billing methods 
and defines the codes.  

 
Column D — 

 
Allocation Method 

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

 
Column E — 

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

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

 
Column F — 

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

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

 
Column G — 

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

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

 
Column H — 

 
Exclusions 

 
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.  

 
Column I — 

 
Per Book 

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

Pro Formas 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.  

 
Column K — 
 
 

 
Requested Amount 
(Total Company) 

 
Shows the requested amount (total 
company) for the affiliate class.  The 
dollar amount in Column K is Column I 
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 1 

affiliate expenses for all classes during the Test Year and Updated Test Year, as 2 

well as the Test Year. 3 

Attachment DCH-RR-B(CD):  Provides the detail of the XES expenses 4 

for the Business Systems affiliate class that are summarized on Attachment  5 

DCH-RR-A.  The detail shows the XES expenses billed to SPS for the Business 6 

Systems affiliate class, itemized by the amount, with each expense listed by 7 

individual activity and billing method (cost center).  When summed, these 8 

amounts tie to the amounts shown on Attachment DCH-RR-A, and the detail 9 

regarding the expenses is organized to support that attachment.  Specifically, the 10 

columns on this attachment provide the following information. 11 

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

 
Legal Entity 
Receiving XES 
Expenses 

 
Shows the legal entity (Xcel Energy or 
one of its subsidiaries) that received the 
XES expense. 

 
Column C — 

 
Affiliate Class 

 
Lists the affiliate class. 

 
Column D — 

 
Cost Element 

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

 
Billing Method  
(Cost Center) 

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

 
Column G — 

 
FERC Account 

 
Shows the FERC Account in which the 
expense was recorded for the operating 
companies. 

 
Column H — 

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

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

 
Column I — 

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

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

 
Column J — 

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

 
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 DCH-RR-A.   

 
Column K — 

 
Exclusions 

 
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 
DCH-RR-A.     

 
Column L — 

 
Per Book 

 
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 I  of Attachment 
DCH-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 
DCH-RR-A.   
 

Column N — Requested Amount 
(Total Company) 

Shows the requested amount (total 
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 DCH-RR-A. 

Ms. Schmidt also provides a consolidated summary of this information for 1 

all affiliate classes during the Test Year and the Updated Test Year. 2 

Attachment DCH-RR-C:  Both Attachments DCH-RR-A and 3 

DCH-RR-B(CD) show exclusions to the XES expenses billed to SPS for the 4 

Business Systems affiliate class (Attachment DCH-RR-A, Column H; Attachment  5 

DCH-RR-B(CD), Column K).  Attachment DCH-RR-C provides detail about 6 

those exclusions listed on Attachments DCH-RR-A and DCH-RR-B(CD).  The 7 

columns on Attachment DCH-RR-C provide the following information. 8 

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 
Exclusions 

 
Provides a brief rationale for the 
exclusion. 

 
Column E — 

 
Exclusions (Total 
Company) 

 
Shows the dollar amount of the 
exclusion. 
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In her direct testimony, Ms. Schmidt describes the calculations underlying 1 

the exclusions. 2 

Attachment DCH-RR-D:  Both Attachments DCH-RR-A and 3 

DCH-RR-B(CD) show pro forma adjustments to SPS’s per book expenses for the 4 

Business Systems affiliate class (Attachment DCH-RR-A, Column J; Attachment 5 

DCH-RR-B(CD), Column M).  Attachment DCH-RR-D provides information 6 

about those pro forma adjustments shown on Attachments DCH-RR-A and 7 

DCH-RR-B(CD).  The columns on Attachment DCH-RR-D provide the following 8 

information. 9 

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 
Formas 

 
Provides a brief rationale for the pro 
forma adjustment. 

 
Column E — 

 
Sponsor 

 
Identifies the witness or witnesses who 
sponsor the pro forma adjustment. 

 
Column F — 

 
Pro Formas (Total 
Company) 

 
Shows the dollar amount of the pro 
forma adjustment. 

Q. Does XES bill its expenses for the Business Systems affiliate class to SPS in 10 

the same manner as it bills other affiliates for those expenses? 11 

A. Yes.  As discussed by Ms. Schmidt, XES uses the same method for billing and 12 

allocating costs to affiliates other than SPS that it uses to bill and allocate those 13 

costs to SPS. 14 
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Q. Are there any exclusions to the XES billings to SPS for the Business Systems 1 

affiliate class? 2 

A. Yes.  As I mentioned earlier, exclusions reflect expenses SPS is not requesting to 3 

recover, such as expenses that are not related to the provision of utility service or 4 

other below-the-line items.  Exclusions are shown on Attachment DCH-RR-A, 5 

Column H, and on Attachment DCH-RR-B(CD), Column K.  The details for the 6 

exclusions are provided in Attachment DCH-RR-C.  Ms. Schmidt describes how 7 

the exclusions were calculated.  In SPS’s 45-day case update, I will present an 8 

updated Attachment DCH-RR-C that will provide actual exclusions to replace any 9 

estimated exclusions included in my original attachment. 10 

Q. Are there any pro forma adjustments to SPS’s per book expenses for the 11 

Business Systems affiliate class? 12 

A. Yes.  As I mentioned earlier, pro forma adjustments are revisions to Updated Test 13 

Year expenses for known and measurable changes.  Pro forma adjustments are 14 

shown on Attachment DCH-RR-A, Column J, and on Attachment 15 

DCH-RR-B(CD), Column M.  The details for the pro forma adjustments, 16 

including the witness or witnesses who sponsor each pro forma adjustment, are 17 

provided in Attachment DCH-RR-D.  As shown on that attachment, I am not a 18 

sponsor for the pro forma adjustments for the Business Systems affiliate class.  19 

Given the time of SPS’s initial filing, only the first nine months of the Updated 20 

Test Year have been subjected to a complete pro forma adjustment review 21 

process.  In SPS’s 45-day case update, I will present an updated Attachment 22 

DCH-RR-D that will complete the full pro forma adjustment review process for 23 

the last three months of the Updated Test Year.  24 
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B. The Business Systems Class of Services are Necessary Services 1 

Q. Are the services that are grouped in the Business Systems affiliate class 2 

necessary for SPS’s operations? 3 

A. Yes.  Business Systems provides a vital service that enables the provision of 4 

efficient, effective, and safe electric service to SPS’s customers.  Dependence on 5 

technology is continuing to increase.  Technology is necessary for much of SPS’s 6 

work, including to efficiently dispatch work to the field, operate generating 7 

facilities, effectively purchase fuel, manage and monitor the electrical system, bill 8 

customers for service, develop budgets and track expenditures, pay employees, 9 

and offer programs to customers and respond to their inquiries.  The services 10 

grouped in the Business Systems affiliate class are necessary to ensure that SPS 11 

has the technology infrastructure and systems needed to perform these tasks.  12 

They are functions required by all utilities and without which SPS would not be 13 

able to provide electric service to its customers.   14 

Q. What are the specific services that are provided to SPS by the Business 15 

Systems affiliate class? 16 

A. Business Systems provides and maintains the technology infrastructure utilized by 17 

SPS and all of Xcel Energy, including hardware, voice and data networks, 18 

databases, and the middleware that facilitates integration and communication 19 

between systems.  The responsibilities of Business Systems include SPS’s 20 

desktop computers, printers, and software, as well as distributed systems such as 21 

servers, computer systems, communications systems, telephones, and electronic 22 

communication networks.  Business Systems also has responsibility for software 23 

application development, data storage, and for updating or replacing systems and 24 
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applications as they age.  Finally, Business Systems is responsible for 1 

implementation of the capital projects discussed in Sections IV and V of my 2 

testimony that protect SPS and all of Xcel Energy from cyber security attacks.  3 

The major software applications that Business Systems supports are: 4 

 Customer Resource System (“CRS”) - stores SPS customer data and 5 
generates customer bills; this is used by call center agents as they respond 6 
to SPS customer inquiries about outages and billing;   7 

 Outage Management System and dispatch system - used to track customer 8 
outages and dispatch repair crews in the SPS service territory; 9 

 Meter Reading Management systems - used to manage the inventory of 10 
meters and devices used to collect usage information from SPS customers; 11 

 SCADA (“Supervisory Control and Data Acquisition”) system - used to 12 
monitor system operations and the health of the SPS transmission grid;  13 

 Work Management Systems - used for purchasing and management of 14 
materials and inventory used in the generation, transmission, and 15 
distribution business areas; enables maintenance of the infrastructure in 16 
the SPS plants and in the SPS transmission and distribution network; and 17 

 Financial systems - enables creation, tracking, reporting, and analysis of 18 
budgets, forecasts, and actual financial results.  19 

Q. Please briefly describe the current activities of Business Systems in updating 20 

or replacing systems and applications that are aging. 21 

A. Business Systems assesses whether the systems and applications are performing 22 

their intended functions as well as the need for optimizing or changing their 23 

functionality, and planning for their replacement when needed.  Currently, 24 

Business Systems is in the process of replacing a number of major software 25 

applications that are used throughout Xcel Energy including multiple Work and 26 

Asset Management (“WAM”) systems.  These systems or applications are aging 27 

and in most cases are beyond “end of life.”  Rather than replacing each of these 28 

applications individually, they are being replaced with an Enterprise Resource 29 
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Planning system (“ERP”) from the vendor SAP.  ERP is a suite of integrated 1 

applications that is used to collect, store, manage, and interpret data from many 2 

business activities, and ERP is intended to be used across Xcel Energy.  This 3 

corporate-wide approach is more efficient than implementing multiple systems.  4 

A corporate-wide approach also is much easier to support and maintain than a 5 

collection of stand-alone applications.   6 

Q. Are any of the Business Systems class of services that are provided to SPS 7 

duplicated elsewhere in XES or in any other Xcel Energy subsidiary such as 8 

SPS itself? 9 

A. No.  Within XES, none of the services grouped in the Business Systems affiliate 10 

class are duplicated elsewhere.  No other Xcel Energy subsidiary performs these 11 

services for the Operating Companies.  In addition, SPS does not perform these 12 

services for itself.   13 

Q. Do SPS’s Texas retail customers benefit from the services that are part of the 14 

Business Systems class of services? 15 

A. Yes.  The services of the Business Systems class benefit SPS’s customers in many 16 

ways.  For example, the computers and computer systems are used to store and 17 

retrieve data to bill customers; the communications systems are used to manage 18 

the grid and the interactions between generation, transmission, and distribution; 19 

the telephones and electronic communication networks are used to communicate 20 

internally and with customers; and the software implemented protects from cyber 21 

security attacks and allows for continued operation of all these systems.  22 

Customers benefit through the use of these systems to track customer usage, 23 
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monitor status of the electric grid, address and manage service issues and 1 

interruptions, generate customer bills, and support customer inquiries. 2 

C. The Business Systems Class of Services are Provided at a 3 
Reasonable Cost 4 

1. Additional Evidence 5 

Q. Is there additional support for a portion of the expenses that you present in 6 

this testimony? 7 

A. Yes.  Of the estimated Updated Test Year costs for the Business Systems class, 8 

18.65% are compensation and benefits costs for XES personnel.  SPS witnesses 9 

Michael T. Knoll and Richard R. Schrubbe establish that the level of Xcel 10 

Energy’s compensation and benefits is reasonable and necessary.  In addition, 11 

over half of the requested costs for this class were for goods or services procured 12 

by contract.  Xcel Energy’s Supply Chain organization is responsible for the 13 

sourcing and purchasing of goods and services needed by SPS, as well as the 14 

review and processing of payments by vendors.  SPS witness Gary J. O’Hara 15 

provides testimony about these functions and demonstrates that the Supply Chain 16 

processes and controls produce reasonable costs supporting SPS’s operations.  17 

2. Budget Planning 18 

Q. Is a budget planning process applicable to the Business Systems class of 19 

affiliate costs? 20 

A. Yes.  Annual budgets are created, which are applicable to the Business Systems 21 

class of affiliate costs, using guidelines developed at the corporate level.  Each 22 

manager within the Utilities & Corporate Services business area, which includes 23 
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the Business Systems organization, carefully reviews historical spend 1 

information, identifies changes that will be coming in the future, and analyzes the 2 

costs associated with those changes prior to submitting a proposed budget.  The 3 

budgeting process is discussed in more detail by SPS witness Adam R. 4 

Dietenberger. 5 

Q. During the fiscal year, does the Business Systems organization monitor its 6 

actual expenditures versus its budget? 7 

A. Yes.  Actual versus expected expenditures are monitored on a monthly basis by 8 

management in the Business Systems organization.  Deviations are evaluated each 9 

month to ensure that costs are appropriate.  In addition, action plans are developed 10 

to mitigate variations between actual and budgeted expenditures.  These 11 

mitigation plans may either reduce or delay other expenditures so that overall 12 

spending complies with the authorized budget.  If authorized budget adjustments 13 

are required, they are identified and approved at an appropriate level of 14 

management. 15 

Q. Are employees within the Business Systems organization held accountable 16 

for deviations from the budget?  17 

A. Yes.  All management employees in the Utilities & Corporate Services business 18 

area have specific budgetary goals that are incorporated into their performance 19 

evaluations.  Performance is measured on a monthly basis to ensure adherence to 20 

the goals and provide for action plan development to address variances.  All 21 

Business Systems managers are required to manage their expenses to support the 22 
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budgetary goals.  Failure to meet these performance targets will affect their 1 

performance evaluation and overall compensation. 2 

3. Cost Trends   3 

Q. Please state the dollar amounts of the actual per book charges from XES to 4 

SPS for the Business Systems class of services for the three fiscal years 5 

preceding the end of the Updated Test Year and the estimated per book 6 

charges for the estimated Updated Test Year.   7 

A. The following table shows, for the fiscal years 2016, 2017, and 2018 (calendar 8 

years), the actual per book, and, for the Updated Test Year, the estimated per 9 

book affiliate charges (Column I on Attachment DCH-RR-A) from XES to SPS 10 

for the services grouped in the Business Systems affiliate class: 11 

 Table DCH-RR-2 12 

 (Per Book) Charges Over Time 

Class of 
Services 

2016 2017 2018 

Updated Test 
Year 

(Estimated) 

Business 
Systems 

$28,586,130 $30,358,428 $34,029,860 $35,098,694 

Q. What are the reasons for this trend? 13 

A. Using Per Book charges for 2016 as a baseline, the increase in costs between 14 

2016 and the Updated Test Year of $6.5 million was primarily due to three major 15 

drivers.  First, costs for network equipment for shared assets increased by $1.5 16 

million.   SPS shared asset costs (recorded in FERC Account 931) increased due 17 

to an increase in total Xcel Energy network equipment capital additions.  18 
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However, a large SPS native credit (recorded in FERC Account 922) offset the 1 

shared costs resulting in an overall decrease.  Shared asset costs occur when 2 

employees in two or more of the Xcel Energy legal entities use or share an asset 3 

owned by one of the Xcel Energy legal entities, which is the case with certain 4 

assets supported by Business Systems.  The transactions result in the sharing of 5 

the costs for that asset, including depreciation.  Ms. Schmidt and Mr. Moeller 6 

address the type of shared asset costs requested in this case.  Second, Business 7 

Systems labor expenses increased by $3.9 million.  This was primarily from 8 

insourcing IT operations that were previously provided by outside contractors. 9 

 The increase in labor expense was partially offset by a decrease in outside labor 10 

expenses of $1.7 million.   Third, Business Systems experienced an increase in 11 

software maintenance costs of $2.6 million.  The software maintenance increase is 12 

partially from Productivity Through Technology (“PTT”) (WAM and General 13 

Ledger (“GL”)), as well as keeping software maintenance current to continue to 14 

receive security patches and other necessary updates.  15 

4. Staffing Trends 16 

Q. Please provide the staffing levels for the Business Systems class of services for 17 

the three fiscal years preceding the end of the Updated Test Year and the 18 

Updated Test Year. 19 

A. The following table (next page) shows, for the fiscal years 2016, 2017, and 2018 20 

(calendar years) and for the Updated Test Year, the average of the end of month 21 

staffing levels for the Business Systems class of services. 22 
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     Table DCH-RR-3 1 

 Average of End of Month # of Staff 

Class of Services 2016 2017 2018 

Updated Test 
Year 

(Estimated) 

Business Systems  230 290 358 376 

Q. What are the reasons for this trend? 2 

A. The increase in average staffing levels from 2016 to 2018 was due to an initiative 3 

by Business Systems to insource IT operations that were previously provided by 4 

outside contractors. There are several reasons for this initiative. Some of the 5 

outside personnel had high rates of turnover, resulting in a loss of expertise 6 

specific to Xcel Energy. Insourcing improves the retention of institutional 7 

knowledge.  In many cases, the Xcel Energy insourced personnel have supported 8 

Xcel Energy for long periods of time on a contract basis.   Insourcing also 9 

provides Xcel Energy with the added ability to manage processes internally and 10 

not depend on outside vendors.  Finally, outside contractors with access to critical 11 

systems and data who were located offshore were replaced with new employees 12 

who would be directly employed by and located within Xcel Energy, enhancing 13 

security and helping maintain compliance with North American Electric 14 

Reliability Corporation (“NERC”) Critical Infrastructure Protection (“CIP”) 15 

requirements.  The increase in average staffing levels between 2018 and the 16 

Updated Test Year is attributed to a continuation of Business System’s ongoing 17 

insourcing initiative. 18 
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5. Cost Control and Process Improvement Initiatives 1 

Q. Separate from the budget planning process, does the Business Systems 2 

affiliate class take any steps to control its costs or to improve its services? 3 

A. Yes.  As part of ongoing operations, service delivery model options and 4 

improvement opportunities are implemented as appropriate.  These may include 5 

increasing or decreasing the scope of outsourced services; increasing or 6 

decreasing the use of consultants based on opportunities to create value or address 7 

new risk exposures; changing service delivery providers based on quality, 8 

stability or price; and shifting resources to the most critical needs as business 9 

priorities and risks change.  Business Systems also utilizes competitive bidding 10 

practices and a multi-vendor sourcing strategy where possible, which encourages 11 

vendors to compete against each other for Xcel Energy’s business, and thus have 12 

an incentive to keep the price of their services competitive.  Also, having multiple 13 

vendors available minimizes the risks associated with relying solely on one 14 

vendor.  15 

Q. Are there specific strategies utilized for assessing service performance? 16 

A. Yes.  In addition to identifying service needs and assessing delivery options as 17 

described above, service level and business value metrics are monitored to 18 

understand performance and identify improvement opportunities.  Examples of 19 

the metrics that are monitored are daily bill performance (the number of meter 20 

reads processed and bills distributed); call handling times in the customer and IT 21 

help desk environments; up-time for critical systems such as the Energy 22 

Management System (“EMS”), SCADA, and trading desk environments; and time 23 
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to recover for all unexpected technology outages.  In addition, a number of IT 1 

services and systems are tracked for their up-time, real-time performance, and 2 

critical error recovery. 3 

D. The Costs for the Business Systems Class of Services are Priced in 4 
a Fair Manner 5 

Q. For those costs that XES charges (either directly or through use of an 6 

allocation) to SPS for the Business Systems class of services, does SPS pay 7 

any more for the same or similar service than does any other Xcel Energy 8 

affiliate? 9 

A. No. The XES charges to SPS for any particular service are no higher than the 10 

XES charges to any other Xcel Energy affiliate.  The costs charged for particular 11 

services are the actual costs that XES incurred in providing those services to SPS.  12 

A single, specific allocation method, rationally related to the cost drivers 13 

associated with the service being provided, is used with each cost center (billing 14 

method).  In her direct testimony, Ms. Schmidt discusses the selection of billing 15 

methods and XES’s method of charging for services in more detail. 16 

Q. How are the costs of the Business Systems affiliate class billed to SPS? 17 

A. My Attachment DCH-RR-B(CD) shows all of the costs in this class broken out by 18 

activity and, in conjunction with Column C in my Attachment DCH-RR-A, shows 19 

the billing method associated with each activity.  My Attachment DCH-RR-A 20 

shows the allocation method (Column D) associated with each billing method 21 

(Column C) used in the affiliate class.   22 

In SPS’s 45-day case update, I will present updated Attachments 23 

DCH-RR-A and DCH-RR-B(CD) so that the entries for the last three months of 24 
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the Updated Test Year provide actual data and conform to the information 1 

provided for the first nine months.  In the event the predominant allocation 2 

methods for the Business Systems affiliate O&M expenses on my updated 3 

Attachments DCH-RR-A and DCH-RR-B(CD) differ from those discussed below, 4 

I will explain those differences in supplemental testimony in SPS’s 45-day case 5 

update filing. 6 

Q. What are the predominant billing allocation methods used for the billing 7 

costs that SPS seeks to recover for the Business Systems affiliate class of 8 

services?  9 

A. Approximately 96.5% of the requested XES charges to SPS for this class were 10 

charged using one of the following ten billing allocation methods:    11 

 Number of Computers:  30.92% of XES charges to SPS - $10,827,256; 12 

 Average of a Select Set of Software Allocators: 26.10% of XES 13 
charges to SPS - $9,140,739; 14 

 Direct Billing: 15.11% of XES charges to SPS - $5,290,630; 15 

 Average of all Software Percentages: 7.15% of XES charges to SPS - 16 
$2,505,569; 17 

 Number of Phones, Radios, and Computers:  6.74% of XES charges to 18 
SPS - $2,394,967; 19 

 Assets, Revenue, Number of Employees: 3.08% of XES charges to 20 
SPS - $1,079,187; 21 

 Electric Transmission Plant: 2.30% of XES charges to SPS - $805,321; 22 

 Electric Production Plant/Electric Transmission Plant/Electric 23 
Distribution Plant: 2.09% of XES charges to SPS - $732,969; 24 

 Number of Meters/Number of Residential Contacts handled by the 25 
Call Centers: 1.83% of XES charges to SPS - $641,585; Number of 26 
Employees: 1.09% of XES charges to SPS - $415,032. 27 
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Q. Why is it appropriate to allocate costs based upon the “Number of 1 

Computers” method for the costs captured in the cost centers that use that 2 

allocation method? 3 

A. For the cost centers charged using the “Number of Computers” method as the 4 

allocator, the costs are driven by the machines in the environment.  For example, 5 

the costs of the IT help desk service, collected in Cost Center 200148, are 6 

assigned using this allocation method, and these costs are driven by the number of 7 

computers in use.  Thus, allocating these costs based on the number of computers 8 

is appropriate for the allocation of costs to affiliates because it allocates costs for 9 

the services in accordance with cost causation and the distribution of the benefits 10 

of the services received.  For the cost centers that assign costs based upon this 11 

allocation method, the per unit amounts charged by XES to SPS as a result of the 12 

application of this allocation method are no higher than the unit amounts billed by 13 

XES to other affiliates for the same or similar services and represent the actual 14 

costs of the services. 15 

Q. Why is it appropriate to allocate costs based upon the “Average of Select Set 16 

of Software Allocators” for the costs captured in the cost centers that use 17 

that allocation method?  18 

A. For the cost centers charged using the “Average of Select Set of Software 19 

Allocators” method as the allocator, the costs are those of the resources (including 20 

team members, servers, and databases) for managing the information systems 21 

infrastructure and providing other consolidated services to support the selected 22 

software applications throughout the entire IT environment.  For example, the 23 
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server costs supporting the selected software applications are collected in Cost 1 

Center 200111 EAI (Enterprise Application Integration) and are assigned using 2 

the “Average of Select Set of Software Allocators” method as the allocator.  The 3 

cost driver for these support activities is the selected software applications.  This 4 

allocator averages the percentages applied under the diverse allocations used for 5 

the supported applications and applies the resulting percentage to allocate these 6 

costs.  This allocation reflects cost causation and the distribution of the benefits of 7 

the services received.  For the cost centers that assign costs based upon this 8 

allocation method, the per unit amounts charged by XES to SPS as a result of the 9 

application of this allocation method are no higher than the unit amounts billed by 10 

XES to other affiliates for the same or similar services and represent the actual 11 

costs of the services. 12 

Q. Why is the “Direct Billing” method appropriate for assigning the costs 13 

captured in the cost centers that use that allocation method? 14 

A. For the cost centers that are assigned using the “Direct Billing” method, the costs 15 

normally reflect work that was performed specifically for SPS only.  In some 16 

cases, however, the direct billing occurred after the application of an off-line 17 

allocator that tracks the relevant cost drivers.  In either situation, the cost centers 18 

charged using the “Direct Billing” method are appropriate because the assignment 19 

of costs is in accordance with the distribution of benefits for the services received.  20 

For example, the costs to lease point-to-point SPS network circuits are assigned 21 

using the “Direct Billing” method.  The cost of these services benefitted SPS, the 22 

work was performed specifically for SPS alone, and the cost driver is SPS’s 23 
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communication requirements.  Thus, the “Direct Billing” method is appropriate 1 

because it assigns costs in accordance with cost causation and benefits received.  2 

For the cost centers that assign costs using Direct Billing, the per unit amounts 3 

charged by XES to SPS are no higher than the unit amounts billed by XES to 4 

other affiliates for the same or similar services and represent the actual costs of 5 

the services.  6 

Q. Why is it appropriate to allocate costs based upon the “Average of all 7 

Software Percentages” (allocators for critical applications) for the costs 8 

captured in the cost center that uses that allocation method?  9 

A. For Cost Center 200115, which uses the “Average of All Software Percentages” 10 

method as the allocator, the costs are those of the resources (including team 11 

members, servers, and databases) for managing the information systems 12 

infrastructure and providing other consolidated services to support operationally 13 

critical software applications throughout the entire IT environment.  The cost 14 

driver for these support activities is the software applications.  This allocator 15 

averages the percentages applied under the diverse billing allocations used for the 16 

supported applications and applies the resulting percentage to allocate these costs.  17 

This allocation reflects cost causation and the distribution of the benefits of the 18 

services received.  For the cost center that assigns costs based upon this allocation 19 

method, the per unit amounts charged by XES to SPS as a result of the application 20 

of this allocation method are no higher than the unit amounts billed by XES to 21 

other affiliates for the same or similar services and represent the actual costs of 22 

the services. 23 
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Q. Why is it appropriate to allocate costs based upon the “Number of Phones, 1 

Radios, and Computers” method for the costs captured in the cost center 2 

that uses that allocation method? 3 

A. For Cost Center 200172, which uses the “Number of Phones, Radios, and 4 

Computers” method as the allocator, the costs are those related to Xcel Energy’s 5 

internal and external IT Network.  The network supports the phones, radios, and 6 

computers across all of Xcel Energy and the cost driver for these costs is therefore 7 

the number of these machines.  Thus, this cost center allocates costs among the 8 

Xcel Energy legal entities based upon the proportionate share of phones, radios, 9 

and computers within each Xcel Energy legal entity (i.e., the number of machines 10 

in a particular legal entity as a percentage of the total number of machines of all 11 

of the legal entities).  This allocation reflects cost causation and the distribution of 12 

the benefits of the services received.  For the cost center that assigns costs based 13 

upon this allocation method, the per unit amounts charged by XES to SPS as a 14 

result of the application of this allocation method are no higher than the unit 15 

amounts billed by XES to other affiliates for the same or similar services and 16 

represent the actual costs of the services. 17 

Q. Why is it appropriate to allocate costs based upon the “Asset, Revenue, 18 

Number of Employees” method for the costs captured in the cost centers that 19 

use that allocation method? 20 

A. The “Asset, Revenue, and Number of Employees” allocation method produces an 21 

allocation of costs that recognizes the complexity, risk, and overall business 22 

activity levels that drives the costs included in the cost centers and measures the 23 
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benefits received from those activities.  For the cost centers billed using this 1 

allocator, there is no one specific cost driver for the support tasks and services 2 

provided, and the services benefit multiple Xcel Energy affiliates.  For example, 3 

the software maintenance costs associated with systems used by all Operating 4 

Companies are collected in Cost Center 200074, which uses this allocation 5 

method.  Within the Xcel Energy holding company group, those legal entities that 6 

have proportionately more assets, revenues, and employees will have more focus 7 

placed on their operations due to those subsidiaries’ relative influence on the 8 

consolidated business balance sheet, income statement and statement of cash 9 

flow, and the subsidiaries will benefit accordingly from the services provided.  10 

Thus, allocating these costs based upon the average of the total asset ratio, 11 

revenue ratio, and the employee ratio is appropriate because it allocates costs in 12 

accordance with cost causation and benefits received.  Ms. Schmidt discusses this 13 

allocation method in more detail in her testimony.  For the cost centers that assign 14 

costs based upon this allocation method, the per unit amounts charged by XES to 15 

SPS as a result of the application of this allocation method are no higher than the 16 

unit amounts billed by XES to other affiliates for the same or similar services and 17 

represent the actual costs of the services.   18 

Q. Why is it appropriate to allocate costs based upon the “Electric Transmission 19 

Plant” method for the costs captured in the cost centers that use that 20 

allocation method? 21 

A. For the cost centers that use “Electric Transmission Plant” as an allocator, the 22 

costs are driven by the transmission plant of the Operating Companies.  For 23 

example, Cost Center 200124, which uses the “Electric Transmission Plant” 24 
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method as the allocator, captures the costs associated with application 1 

development and maintenance of the EMS and SCADA sytems that support the 2 

electric transmission plant of the Operating Companies.  Thus, this cost center 3 

allocates costs among the Xcel Energy Operating Companies based upon the 4 

proportionate share of gross transmission plant of each Operating Company (i.e., 5 

the gross plant of a particular Operating Company as a percentage of the total 6 

plant for all of the Operating Companies).  This allocation reflects cost causation 7 

and the distribution of the benefits of the services received.  For the cost centers 8 

that assign costs based upon this allocation method, the per unit amounts charged 9 

by XES to SPS as a result of the application of this allocation method are no 10 

higher than the unit amounts billed by XES to other affiliates for the same or 11 

similar services and represent the actual costs of the services. 12 

Q. Why is it appropriate to allocate costs based upon the “Electric Production 13 

Plant/Electric Transmission Plant/Electric Distribution Plant” method for 14 

the costs captured in the cost centers that use that allocation method? 15 

A. For the cost centers that use “Electric Production Plant/Electric Transmission 16 

Plant/Electric Distribution Plant” as an allocator, the costs are driven by the 17 

transmission, distribution, and production plant of the Operating Companies.  For 18 

example, Cost Center 200180, which uses the “Electric Production Plant/Electric 19 

Transmission Plant/Electric Distribution Plant” method as the allocator, captures 20 

the costs associated with application development and maintenance of 21 

information operations that impact the electric transmission, distribution, and 22 

production plant of the Operating Companies.  In addition, certain costs 23 
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associated with the maintenance of the EMS are allocated using this method.  1 

Thus, this cost center allocates costs among the Xcel Energy Operating 2 

Companies based upon the proportionate share of gross transmission, distribution, 3 

and production plant of each Operating Company (i.e., the gross plant of a 4 

particular Operating Company as a percentage of the total plant for all of the 5 

Operating Companies).  This allocation reflects cost causation and the distribution 6 

of the benefits of the services received.  For the cost centers that assign costs 7 

based upon this allocation method, the per unit amounts charged by XES to SPS 8 

as a result of the application of this allocation method are no higher than the unit 9 

amounts billed by XES to other affiliates for the same or similar services and 10 

represent the actual costs of the services. 11 

Q. Why is it appropriate to allocate costs based upon the “Number of 12 

Meters/Number of Residential Contacts Handled by the Call Centers” 13 

method for the costs captured in the cost center that uses that allocation 14 

method? 15 

A. For Cost Center 200171, which uses the “Number of Meters/Number of 16 

Residential Contacts Handled by the Call Centers” method as the allocator, the 17 

costs are for the CRS system, which is Xcel Energy’s customer service and billing 18 

system.  The cost drivers for the CRS system are the number of meters for which 19 

usage is stored and bills are issued, and the number of customer service calls 20 

handled by the call centers.  Thus, this cost center allocates costs among the 21 

Operating Companies based upon the average of the proportionate share of meters 22 

(i.e., the number of meters within a particular Operating Company as a percentage 23 
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of the total number of meters for all of the Operating Companies) and the 1 

proportionate share of call center calls (i.e., the number of calls originating from 2 

within a particular Operating Company as a percentage of the total number of 3 

calls for all of the Operating Companies).  This allocation reflects cost causation 4 

and the distribution of the benefits of the services received.  For the cost center 5 

that assigns costs based upon this allocation method, the per unit amounts charged 6 

by XES to SPS as a result of the application of this allocation method are no 7 

higher than the unit amounts billed by XES to other affiliates for the same or 8 

similar services and represent the actual costs of the services. 9 

Q. Why is it appropriate to allocate costs based upon the “Number of 10 

Employees” method for the costs captured in the cost centers that use that 11 

allocation method?  12 

A. For the cost centers that use the “Number of Employees” method as the allocator, 13 

the costs are driven by the employees.  For example, Cost Center 200165 – 14 

PeopleSoft, which uses the “Number of Employees” method as the allocator, 15 

captures costs for the corporate human resources system used by all of the 16 

affiliates.  Thus, this cost center allocates costs among the Xcel Energy legal 17 

entities based upon the proportionate share of employees of each Xcel Energy 18 

legal entity (i.e., the number of employees of a particular legal entity as a 19 

percentage of the total number of employees of all of the legal entities).  This 20 

allocation reflects cost causation and the distribution of the benefits of the 21 

services received.  For the cost centers that assign costs based upon this allocation 22 

method, the per unit amounts charged by XES to SPS as a result of the application 23 
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of this allocation method are no higher than the unit amounts billed by XES to 1 

other affiliates for the same or similar services and represent the actual costs of 2 

the services. 3 

Q. You have covered the allocation methods used to bill 96.5% of the costs 4 

associated with this affiliate class.  Why have you not specifically covered the 5 

remaining 3.5% of the costs of this class?   6 

A. I have described the predominant allocation methods associated with this affiliate 7 

class.  The remaining costs are billed using 22 different allocators, no one of 8 

which is used to bill more than 0.75% of the costs.  The cost centers (billing 9 

methods) used to charge the remaining 3.5% of the costs in this class are 10 

presented in my Attachment DCH-RR-B(CD), discussed earlier.  A reader may 11 

reference that attachment and then refer to the specific cost center (billing 12 

method) summary provided in Ms. Schmidt’s Attachment MLS-RR-13 for an 13 

explanation of the particular allocators used and the cost drivers for the activities 14 

reflected in that particular cost center. 15 

Q. Have you determined that the costs reflected in the remaining 3.5% of costs 16 

associated with this class of services have been billed using an appropriate 17 

billing method and allocation method?  18 

A. Yes.  I, or one of my staff working at my direction, have reviewed each of the cost 19 

centers and the associated allocators used to bill the remaining 3.5% of the costs 20 

of this class.  The cost drivers reflected in the allocation method used to bill the 21 

costs of each cost center (billing method) are consistent with and reflect the cost 22 

drivers of the services captured in each particular cost center (billing method).  23 
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Therefore, the billing methods and allocation methods are appropriate because the 1 

allocation of costs is in accordance with the distribution of the benefits received 2 

by SPS and are no higher than the per unit costs charged to other affiliates for the 3 

same or similar types of services. 4 
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IV. THE RANKING, ESTIMATION, AND MANAGEMENT OF 1 
BUSINESS SYTEMS CAPITAL ADDITIONS  2 

Q. Please describe Business Systems and the work Business Systems performs to 3 

support SPS’s operations. 4 

A. There are three key drivers to IT investments:  evolving cyber security threats; 5 

replacing aging technology; and increasing efficiency.  Business Systems is in a 6 

phase of increased investment in IT infrastructure and is making significant 7 

capital additions to serve these three objectives.  Business Systems has made 8 

these investments over the past few years and expects that this phase will continue 9 

for the next several years as necessary improvements are made to address cyber 10 

security, replace aging technology, and increase efficiencies. 11 

Q. How does Business Systems determine when an existing application or 12 

system needs to be replaced or upgraded? 13 

A. Business Systems works with each of the business areas and Operating 14 

Companies to identify short and long-term technology needs.  The needs typically 15 

are greater than the organization’s ability to fund them, so Business Systems 16 

evaluates any proposed Business Systems investment and prioritizes the 17 

organization’s needs.  Business Systems, however, strives to maximize 18 

technology investments by maintaining existing systems until the risk and costs 19 

associated with keeping these aging technologies in place outweigh the benefit. 20 

Q. Please describe the process for ranking and funding Business Systems capital 21 

projects. 22 

A. A formal portfolio prioritization process is conducted on a regular basis to 23 

determine which capital projects are included in the budget.  The project 24 

prioritization process is as follows: 25 
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1. Business Systems directors represent the different operational areas 1 
throughout Xcel Energy, such as Corporate, Utility, and Financial 2 
Operations.  The director works with the operational areas to understand 3 
the business strategy and what IT capabilities are required to support that 4 
strategy.  The director, in conjunction with operational area personnel, 5 
develops an IT roadmap based on the business strategy.  The IT roadmap 6 
contains the current systems in use, required upgrades, and future system 7 
solutions to meet the business strategy.  The IT roadmap becomes the 8 
source for project ideas that are used as input into the capital budget 9 
process. 10 

2. Project ideas are entered into a database and categorized by type.  There 11 
are five categories:  (a) Aging Technology; (b) Enhance Capabilities; (c) 12 
Cyber-Security; (d) PTT; and (e) Emergent Demand. 13 

3. Projects are ranked across Xcel Energy based on risk and value.  The 14 
project ranking process includes, but is not limited to, a cost-benefit 15 
analysis.  During the prioritization process, as the CIO, I and my 16 
management team (i.e., the relevant Business Systems director, with 17 
support of operational area personnel) review the relative value, risk 18 
factors, and delivery capacity associated with all of the project demands to 19 
determine the optimal portfolio mix for current and future years.  This 20 
process helps Xcel Energy evaluate projects using a pre-defined set of 21 
criteria and has helped SPS and Xcel Energy to be more objective when 22 
determining the capital budget. 23 

Q. How do legal requirements affect the ranking and selection of capital 24 

projects to be funded? 25 

A. Legal requirements are built into the categories discussed above and also affect 26 

the ranking of capital projects.  Legal requirements that affect the ranking include 27 

environmental requirements, recent system stability, and future regulatory 28 

demands.  For example, NERC CIP Standards CIP-002 through CIP-014 require 29 

that SPS and Xcel Energy comply with physical and cyber security controls 30 

designed to protect critical infrastructure.  When there are legal requirements that 31 

affect capital projects, their ranking is prioritized in the capital budget.  For 32 

example, NERC Standard CIP-010-2 requires the management of transient cyber 33 

assets that are brought into facilities that are critical to the operation of the bulk 34 
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electric system.  This requirement increased the priority of the Transient Cyber 1 

Asset Compliance project (discussed in Section V below). 2 

Q. How does SPS assure that Business Systems capital expenditures provide the 3 

intended benefits? 4 

A. During the proposal process of each project, the key success metrics based on the 5 

category of the project are identified.  These success metrics are reviewed during 6 

project execution and at the close of the project.  The sponsor of the project is 7 

responsible for measuring and tracking the applicable economic, operational, 8 

staffing, regulatory compliance, and any other benefits derived from the project.  9 

These formal reviews help the sponsor stay on track for delivery and attain the 10 

project benefits. 11 

Q. Please generally describe how Business Systems develops cost estimates for 12 

proposed capital additions. 13 

A. When a Business Systems project is in the initial stages of planning, we develop 14 

cost and schedule estimates based on internal experience with similar 15 

implementations.  We then utilize a competitive bid process to ensure that Xcel 16 

Energy receives quality service at a fair price, that business value is delivered 17 

according to the agreed requirements, and that costs remain in line with the 18 

approved budget. 19 

Q. Please explain how Business Systems capital costs are managed during a 20 

specific project. 21 

A. After the estimates are developed, all projects follow a project flow process that 22 

requires reviews and approvals at the budget, management, senior management, 23 
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and executive levels.  After these approvals, projects are reviewed on a monthly 1 

basis to compare the monthly budget to actual expenditures.  Accordingly, on a 2 

monthly basis, Business Systems evaluates deviations to determine whether costs 3 

are appropriate.  In addition, Business Systems develops action plans to mitigate 4 

variations in actual to budgeted expenditures.  These mitigation plans may either 5 

reduce or delay other expenditures to support the overall authorized budget.  If 6 

authorized budget adjustments are required, they are identified and approved at an 7 

appropriate level of management. 8 
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V. BUSINESS SYSTEMS CAPITAL PROJECTS PLACED IN SERVICE 1 
BETWEEN JULY 1, 2017 AND MARCH 31, 2019 2 

Q. As part of this rate case, is SPS asking to include in its rate base Business 3 

Systems-related capital additions closed to plant-in-service during the period 4 

of July 1, 2017 through March 31, 2019? 5 

A. Yes.  Attachment DCH-RR-2 sets forth the Business Systems-related capital 6 

additions SPS is requesting to include in its rate base.  All of these capital 7 

additions were prudently incurred and are part of the large and growing IT 8 

infrastructure necessary to support SPS’s ability to provide electric service to its 9 

customers. 10 

Q. What is the time period for these Business Systems capital additions? 11 

A. These projects are those Business Systems-related capital projects that closed to 12 

plant-in-service during the 21-month period starting on July 1, 2017 and ending 13 

on March 31, 2019.   The starting date for this period (July 1, 2017) is the first 14 

day after the end of the period for which capital additions were requested in 15 

Docket No. 47527, and the ending date for this period (March 31, 2019) is the end 16 

of the Test Year in this current case.  All of these capital additions were prudently 17 

incurred and support SPS’s ability to provide electric service to its customers.  18 

Q. What is the dollar amount of the Business Systems-related capital additions 19 

placed in service between July 1, 2017 and March 31, 2019 that SPS is 20 

requesting in this docket? 21 

A. The total requested dollar amount of Business Systems-related capital additions 22 

closed to plant-in-service during the period July 1, 2017 through March 31, 2019 23 

is $48,025,737 (total company).  Attachment DCH-RR-2 provides details 24 
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regarding the costs of the Business Systems capital additions closed to plant-in-1 

service during this 21-month period.  SPS witness Arthur Freitas allocates the 2 

total company dollar amount among SPS’s jurisdictions (Texas retail; New 3 

Mexico retail; and wholesale).   4 

Q. Please briefly describe the Business Systems capital additions placed in 5 

service between July 1, 2017 and March 31, 2019. 6 

A. The Business Systems capital additions placed in service between July 1, 2017 7 

and March 31, 2019 consist of software, hardware, systems and related 8 

technology infrastructure investments, and cyber security solutions that are 9 

necessary to maintain system stability and adequate performance levels, support 10 

changing business needs, or meet regulatory requirements.  The major projects are 11 

described in more detail later in my testimony.   12 

Q. Please describe the information in Attachment DCH-RR-2, which provides 13 

the details about the dollar amounts closed to plant-in-service for these 14 

Business Systems capital additions and the associated affiliate component. 15 

A. Attachment DCH-RR-2 provides the following information: 16 

Column A — 
 

WBS Level 4 
Number 

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

 
Column B — WBS Level 4 

Description 
 

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

Column C — Asset Class Identifies the type of asset. 
 

Column D — Witness Identifies the witness supporting the 
project. 
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Column E — Project Category Provides the project category for the 
project. 
 

Column F — WBS Level 2 
Number 

Provides the WBS Level 2 number for 
the project. 
 

Column G — WBS Level 2 
Description 

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

Column H — In-Service Date Date that the project was completed and 
added to plant-in-service. 
 

Column I — Additions to Plant in 
Service (July 2017 – 
Mar. 2019) 

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

Column J — XES Charges 
(Included in Column 
I) 

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

Column K — Other Affiliate 
Charges (Included in 
Column I) 

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

Column L — Total Affiliate 
Charges (Included in 
Column I) 

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

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

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

Q. Attachment DCH-RR-2 includes capitalized affiliate costs.  Are those affiliate 1 

costs necessary to complete the projects listed in Attachment DCH-RR-2?  2 

A. Yes.  Many employees in the Business Systems organization perform work that 3 

causes their labor and expenses to be capitalized, rather than expensed.  For 4 
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example, developers, analysts, and project managers who work on IT capital 1 

projects to benefit SPS charge their time to specific capital projects, and these 2 

costs are charged back to SPS as part of the capital project cost.  In addition, the 3 

capital projects include overhead charges that reflect labor and other costs as 4 

discussed by Mr. Moeller.  When those projects are complete, the costs, including 5 

the labor charges, are recorded as new assets.  6 

Q. What portion of the total Business Systems capital costs included in 7 

Attachment DCH-RR-2 are affiliate charges? 8 

A. The affiliate charges included in Attachment DCH-RR-2 are $41,406,012, which 9 

is approximately 67% of SPS’s total Business Systems capital costs. 10 

Q. Are the costs of these capitalized affiliate charges reasonable? 11 

A. Yes.  In Section III of this testimony, I demonstrate that the Updated Test Year 12 

charges by XES employees in the Business Systems organization are reasonable 13 

and necessary and Ms. Schmidt explains that charges for labor and goods from the 14 

Operating Companies to SPS are reasonable and necessary.  Those discussions 15 

also apply to the $41,406,012 of capitalized affiliate costs that are reflected in 16 

Column L of Attachment DCH-RR-2, and that were incurred during the 21-month 17 

period, July 1, 2017 through March 31, 2019.  Thus, that discussion supports the 18 

reasonableness and necessity of these capitalized Business Systems affiliate costs. 19 

Q. What is the difference between the affiliate charges you discussed in Section 20 

III of your testimony and the affiliate charges you discuss regarding capital 21 

additions? 22 

A. The affiliate charges I discussed earlier were those related to only O&M affiliate 23 

expense during the Updated Test Year.  In contrast, the affiliate charges that I 24 
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discuss in this section of my testimony refer to the capitalized affiliate charges 1 

that were closed to plant-in-service during the period from July 1, 2017 through 2 

March 31, 2019. 3 

Q. Please describe the Business Systems capital additions closed to plant-in-4 

service during the period July 1, 2017 through March 31, 2019, and listed on 5 

Attachment DCH-RR-2 in more detail. 6 

A. All of the Business Systems-related capital additions listed in Attachment 7 

DCH-RR-2 support the technology necessary for SPS to provide the technology 8 

infrastructure and systems that enable the provision of efficient, effective, and 9 

safe electric service to SPS’s customers.  The projects listed on Attachment 10 

DCH-RR-2 include software implementations and upgrades; hardware upgrades 11 

and replacements (computers, servers, radios, phones, routers, and other network 12 

equipment); upgrades and replacements of the overall technology infrastructure 13 

required to enable use of the hardware and software (e.g., voice and data 14 

networks); and cyber security solutions required to meet regulatory requirements 15 

and protect Xcel Energy’s computing environment, including the data and 16 

information contained within it.   17 

  As shown in Table DCH-RR-4 (on the next page), the capital additions for 18 

this period the fall within the following four categories: PTT, Aging Technology, 19 

Enhance Capabilities,  and Cyber Security.  Although each project is assigned to 20 

one category, its purpose may relate to one or more categories.   21 
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Table DCH-RR-4 1 
Business Systems-Related Capital Additions (Total Company) 2 

Project Category 

Capital Additions for the Period  
July 1, 2017 through March 31, 

2019 

Productivity Through Technology (PTT) $27,560,297 

Aging Technology $25,048,136 

Enhance Capabilities $4,991,719 

Cyber Security $4,365,387 

TOTAL $61,965,538 

Q. Please describe the types of projects included in the “PTT category.  3 

A. This category of projects relates to the capital investments made as part of the 4 

PTT effort, which is an initiative to improve business processes and systems 5 

throughout Xcel Energy by addressing needed technological changes.  6 

Components of the PTT effort include the replacement of the former GL system, 7 

which was a JD Edwards application, and replacement of the WAM systems.  8 

Rather than replacing each of these applications individually, they are being 9 

replaced with an ERP system from the vendor SAP.  ERP is a suite of integrated 10 

applications used to collect, store, manage, and interpret data from many business 11 

activities and that is intended to be used across Xcel Energy.  This corporate-wide 12 

approach is more efficient than implementing multiple systems. 13 

The total investment in this category amounts to $27,560,297 during the 14 

period.  The projects in this category are: 15 

 Work and Asset Phase 1 SW SPS – $23,396,239  – This project replaces 16 
the WAM systems, which were no longer vendor-supported and were at or 17 
near end-of-life.  The WAM systems, which are used in various business 18 
areas, are the core technology for overseeing utility work planning and 19 
scheduling, designing jobs and collecting costs, outage management, 20 
vendor contract management, materials procurement and inventory 21 
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management, and asset maintenance and support.  WAM was deployed in 1 
stages, with different live dates for various business units.   2 

 PTT Stabilize and Optimize – $4,164,058 – The Stabilization and 3 
Optimization project is a continuing effort focused on improving end user 4 
experience, driving customer satisfaction, and improving efficiency by 5 
providing enhancements. Examples include further work execution 6 
process automation that will reduce non-value added work, improve user 7 
experience, further mobile adoption and increase data quality controls. In 8 
addition, the project implements additional scheduling process automation 9 
that will improve the customer and user experience, reduce process waste, 10 
improve emergency response and escalated operation capabilities.  The 11 
project also includes improving the efficiency and accuracy in the work 12 
order-to-pay processes, including work planning and work management, 13 
in order to streamline supply chain integrations, work execution, and on-14 
time end-to-end work order to pay processes. 15 

 Combined, the WAM and PTT Stabilize and Optimize projects account 16 

for 100% of the total capital additions in this category. 17 

Q. Please describe the types of projects included in the “Aging Technology” 18 

category.  19 

A. This category of investment contains the capital additions for repairing or 20 

replacing aging software, hardware, systems, and related technology 21 

infrastructure, which are required to ensure efficient and reliable business 22 

operations.  The total investment in this category amounts to $25,048,136 during 23 

the period.  Major projects (i.e., projects in excess of $300,000) included in this 24 

category are as follows: 25 

 Next Generation Desktop – $3,401,180 – This project includes costs for 26 
purchasing licenses necessary to move desktop and mobile computing 27 
devices throughout Xcel Energy to the most current operating system, 28 
Windows 10, and to move from the Office 2010 suite of applications to 29 
Office 365. The legacy operating system is near the end of its useful life, 30 
and vendor support ends in January 2020. A current, supported operating 31 
system is essential for avoiding security vulnerabilities, and enables new 32 
business capabilities and efficiencies, such as mobile and tablet 33 
technologies across our business. 34 
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 Personal Computer (“PC”) Device Refresh – $2,903,092 – These 1 
projects involve expenditures for the planned or scheduled replacement of 2 
aging PCs, including laptops and desktops, when they reach the end of 3 
their useful lives, and investment necessary to purchase PCs for new 4 
personnel or as replacements for lost or damaged computers as the need 5 
arises during the year.  6 

 Transmission & Distribution MPLS Network Unplanned – $2,709,829 7 
– In addition to budgeting and planning for capital spending on known 8 
projects, Xcel Energy also knows that needs will arise during the year that 9 
will require investment even if the specific project is not able to be 10 
identified at the start of the budget year. This project includes that type of 11 
investment.  Specifically, the investment was necessary for wide area 12 
network (“WAN”) reliability and capacity improvements for transmission 13 
and distribution substations, generation facilities, service centers, and 14 
third-party sites. It includes replacement of frame relay technology, 15 
unplanned circuit improvements, and security upgrades.   16 

 SPS Microwave Project – $2,385,024 – This project involves costs for 17 
the installation of a new microwave tower, communications hut and 18 
equipment at the Roosevelt microwave site. It required migration off of 19 
the old tower and shelter, which will be removed after migration has been 20 
tested and is complete. 21 

 WAN SPS – $1,933,331 – The WAN SPS project is necessary to 22 
implement WAN reliability and capacity improvements for Distribution 23 
and Transmission substations, Energy Supply sites, Service Centers and 24 
third parties. This project addresses business needs related to increased 25 
substation communications reliability; high-speed digital access for 26 
operations, maintenance, and security; and the ability to analyze data to 27 
improve reliability and operations. 28 

 Network Refresh – $1,226,272 – These are annual projects that provide 29 
for the planned, scheduled replacement of aging local area network and 30 
WAN components such as routers and hubs as they reach the end of their 31 
useful lives and are no longer supported by the vendor. Replacement of 32 
these components is necessary to ensure continued efficiency and reliable 33 
operations. 34 

 Oracle Software License – $1,214,132 – Costs for this project were 35 
incurred to upgrade the Oracle database versions in use across Xcel 36 
Energy. Several versions that were in service were at the end of their 37 
useful lives and were no longer supported by the vendor. Key systems 38 
supported by Oracle include Business Objects, Enterprise Service Bus, the 39 
Xcel Energy website, and generation management tools. 40 

 Demand Response System Replacement – $1,041,852 – This project 41 
includes costs for deploying a new demand response management system 42 
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to address existing compliance and financial risks and to position Xcel 1 
Energy’s gas and electric areas to expand demand response in the future 2 
and to increase customer choice. 3 

 Network Management System (“NMS”) Version Upgrade – $759,942 4 
– This project contains costs necessary for upgrading the outage 5 
management system, Oracle NMS. The system was nearing the end of its 6 
useful life, and the upgrade was required to retain full vendor support and 7 
to ensure operational reliability.  The new version also aligns with Xcel 8 
Energy’s enterprise standards for key technology components (e.g., 9 
JAVA, WebLogic) and eliminated some interim work-arounds to maintain 10 
critical business functionality.  11 

 Interval and Complex Billing Project – $668,146 – The Interval and 12 
Complex Billing Project is designed to create a new set of capabilities to 13 
improve the billing accuracy and efficiency of our most complex rates and 14 
support the billing. The project will help inform the customer of their 15 
usage to drive increased customer satisfaction, and may decrease energy 16 
consumption. 17 

 Telecom Expense Management – $560,993 – This project includes costs 18 
for preparing to change network services vendors. It includes auditing 19 
telecom invoices and processing invoice payments, and managing the 20 
provisioning and full installation of new network circuits, transferring 21 
third-party treasury service to the new vendor, and migrating asset 22 
management to the corporate IT Service Management processes and tools. 23 

 IrthNet Damage Prevention – $506,452 – This project involves 24 
replacing the aging IrthNet facilities location system (i.e., dial 811 locate 25 
before digging) and Damage Prevention applications with a single 26 
solution.  IrthNet was at its end-of-life in 2017.  The new system Xcel 27 
Energy installed enables or enhances underground locating, safety, work 28 
assignment, communications, and reporting for regulatory locating and 29 
damage prevention programs.   30 

 Microsoft Core Server Licensing True-up – $485,095 – This project 31 
involves the purchase of additional Microsoft server operating system 32 
licenses to cover necessary consumption in excess of purchased 33 
entitlements. 34 

 Enhanced Customer Outage Experience – $468,995 – This project 35 
includes an assessment of the corporate website, xcelenergy.com, that will 36 
identify risks and deficiencies and then deploy technology to address 37 
them. This project will enhance the performance and reliability of 38 
xcelenergy.com during critical outages or other events that cause high 39 
demand. This is a multi-year project, with various components placed in 40 
service as assets are deployed. 41 
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 MicroFocus License True-up – $450,595 – This project includes costs 1 
for additional software license purchases to cover application use in excess 2 
of the paid entitlements. The excess was due to additional device 3 
endpoints requiring a license, and additional users of the application.  4 

 Facility IT Investments – $445,784 – This project includes costs for new 5 
or replaced local area network and WAN components that are necessary 6 
due to changes in facility requirements, including new sites and the 7 
remodeling or repurposing of existing facilities. 8 

 UAST1 – $353,544 – This project involves the technical and data storage 9 
portions of the Transmission unmanned aircraft system effort and involves 10 
integrating data obtained by unmanned aircraft into existing modeling 11 
tools and asset condition reports required for NERC compliance and 12 
maintenance planning. 13 

 Land Mobile Radio Hardware – $321,210  – This project includes costs 14 
for expanded private radio coverage in SE New Mexico due to replacing 15 
aging equipment at an existing site and additional equipment to establish 16 
two new radio tower sites.  The radio tower sites are necessary for 17 
communication with field personnel. 18 

Combined, these projects account for approximately 87% of the total capital 19 

additions in this category.  The remaining 13% of the projects are similar in 20 

nature in that they repair or replace aging software, hardware, systems, and 21 

related technology infrastructure, which is integral to SPS’s ability to ensure 22 

efficient and reliable business operations.   23 

Q. Please describe the types of projects included in the “Enhance Capabilities” 24 

category.  25 

A. This category of investment contains the capital additions for implementation of 26 

new software, upgrades to existing software systems, and the necessary hardware 27 

upgrades to support the software investments.  These investments are needed to 28 

enhance production and training environments to meet regulatory requirements, 29 

efficiently manage assets, improve project management and workflow, enable 30 

continued system stability, meet evolving legal compliance requirements, 31 
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maintain and improve business operations, and to protect SPS and Xcel Energy 1 

information.  These investments impact many of the operational functions of Xcel 2 

Energy including power plants, transmission operations, facility management, IT 3 

operations management, construction project management, and customer care 4 

needs.  The total investment in this category amounts to $4,991,719 during the 5 

period.  Major projects (i.e., projects in excess of $100,000) included in this 6 

category are as follows: 7 

 Geospatial Integrations (PTT) – $1,076,888 – The Geospatial 8 
Integrations project implemented Smallworld Business Integrator (SBI).  9 
SBI synchronizes Gas and Electric distribution designs that originate in 10 
Xcel Energy’s design tools with WAM.  The integration will reduce data 11 
redundancy, increase data accuracy, and eliminate the need for a 12 
significant amount of duplicative manual data entry in separate tools. 13 
 14 

 Sharepoint Upgrade – $966,253 – This project was necessary to upgrade 15 
SharePoint 2007 to the current version (SharePoint 2016 and SharePoint 16 
Online).  SharePoint is a web application that enables employees to 17 
collaborate from across all business units, and to work more efficiently by 18 
letting users share documents and data while maintaining security and 19 
version control.  SharePoint Online is hosted by Microsoft and is used for 20 
most internal collaboration and all collaboration with outside parties. 21 
SharePoint 2016 is located on premise and is used for custom applications 22 
that require integration with other internal systems, as well as for data 23 
related toCIP, which are a series of NERC compliance standards. The new 24 
versions provide a more powerful platform and enable new capabilities, 25 
such as enhanced sharing of information and improved information 26 
governance and security. 27 
 28 

 Wireless Project – $865,865 – These projects involve the purchase of 29 
hardware necessary to provide wireless access across Xcel Energy. These 30 
projects will enable mobility for those with laptops or tablets, which is 31 
more flexible than wired networking. 32 
 33 

 2015 Real Property Asset Management (RPAM) Project – $610,205 – 34 
This project contains costs for upgrading the software Xcel Energy utilizes 35 
to operate and maintain facilities. The project improved decision-making 36 
and property management processes, improved facility budget 37 
management, and provided improved analytics related to property 38 
management. 39 
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 1 
 Distribution Records Mgmt (aka Fed Records Mgmt) – $442,810 – 2 

The Distribution Records Management project involved installation of a 3 
record management module and advanced workflow module in the 4 
existing Documentum document management system.  The project 5 
enables automated import of records, deploys the Geographic Information 6 
System (“GIS”) Workflow to manage GIS updates, and will better handle 7 
the increased amount of content managed by the system. 8 
 9 

 IT Service Request Automation – $246,023 – This project enhanced the 10 
XpressREQUEST portal, which is used by employees to request things 11 
such as computers, software, databases, data access, privileged access, and 12 
phones, among other items. The project integrated XpressREQUEST with 13 
the SailPoint access management tool (discussed below under Cyber 14 
Security), providing a single user interface to obtain services fulfilled by 15 
both tools. The integration ensures that all requests receive appropriate 16 
approvals from a compliance and cyber security perspective. 17 

 18 
 Network Inventory and Planning Solution – $141,841 – This project 19 

created a central repository that can house the inventory of all network 20 
assets. This inventory will include wireless networks, fiber, physical 21 
locations, WAN circuits, network hardware components, etc. In addition, 22 
the system provides geospatial visualization of the entire communications 23 
network, and provides real-time network monitoring for enhanced network 24 
reliability and security.  25 
 26 

 Digital Signage – $123,232 – Digital Signage supports the mission of 27 
Corporate Communications to engage employees, create value, and 28 
promote efficiency by streamlining the delivery of site specific and 29 
company-wide information throughout various corporate offices and plant 30 
locations. 31 
 32 

 Rational Tool Upgrade – $123,015 – This project upgraded the IBM 33 
Rational tool, which facilitates software application development, testing, 34 
and defect tracking. The tool is used by Business Systems and technology 35 
vendors to deliver software solutions to Xcel Energy. The prior version 36 
was unstable and not properly sized for current demand. 37 
 38 

Combined, these projects account for approximately 95% of the total capital 39 

additions in this category.  The remaining 5% of the projects are similar in nature 40 

in that they enable new capabilities to meet current and future business and 41 

regulatory requirements.   42 
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Q. Please describe the types of projects included in the “Cyber Security” 1 

category.  2 

A. This category of investment contains the capital additions for meeting regulatory 3 

requirements and protecting SPS and Xcel Energy’s computing environment, 4 

including the data and information contained within it.  The total investment in 5 

this category amounts to $4,365,387 during the period.  Major projects (i.e., 6 

projects in excess of $200,000) included in this category are as follows: 7 

 Transient Cyber Asset Compliance – $818,010 – This project was 8 
necessary to achieve compliance with NERC CIP Standard CIP-010, 9 
which sets requirements for managing the use of portable, unmanaged 10 
(transient) computing devices in medium to high impact bulk electric 11 
system facilities such as substations. The project contains costs for 12 
hardware and software to control the use of transient cyber assets at these 13 
facilities and to produce evidence of compliance. 14 

 Security Incident and Event Management (“SIEM”) – $715,811 – This 15 
project replaced Xcel Energy’s SIEM system, ArcSight. ArcSight resided 16 
on hardware that was at end of life, and the software license required 17 
renewal. This investment helps ensure that security-related events are 18 
managed effectively and with appropriate confidentiality. 19 

 SailPoint Extension – $484,812 – This project involves enhancements to 20 
the SailPoint identity and access management tool, including bringing 21 
more entitlements (software and access) into the system.  The expansion 22 
of SailPoint enhances Xcel Energy’s Identity and Access Management, 23 
which supports compliance with Sarbanes-Oxley, Federal Energy 24 
Regulatory Commission (“FERC”), and NERC reliability standards. This 25 
project included an integration with the service request portal discussed in 26 
the IT Service Request Automation project above. 27 

 Firewall Rule Management  – $345,214 –  This project contains costs for 28 
implementing the tools and processes to inventory and manage firewall 29 
rules throughout Xcel Energy. Firewall rules are numerous and complex, 30 
requiring methodical management to ensure security, enable appropriate 31 
communication, and avoid rule conflicts. 32 

 Certificate and Key Management  – $336,074 – This project includes 33 
costs for a software purchase and the implementation of a tool to manage 34 
digital certificates and encryption keys. These enable the secure transfer of 35 
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data by positively identifying an entity and encrypting the data shared with 1 
that entity. 2 

 Advanced Endpoint Protection  – $330,844 – This project involved the 3 
purchase and deployment of Tanium, an endpoint security tool uniquely 4 
designed to identify infected devices and malicious activity on the 5 
network, enabling a rapid response. The tool compliments traditional anti-6 
virus tools by scanning for indicators of compromise on computers 7 
(endpoints) that have been infected by malware that slipped through the 8 
primary anti-virus defenses. The tool also has the ability to trace endpoint 9 
activities in support of forensics investigations.  10 

 eGovernance, Risk Management and Compliance (“GRC”) 11 
Enterprise Security – $259,629 – This project improves security risk 12 
management capabilities, including cyber risk management, enterprise 13 
resiliency, and disaster recovery planning. It will facilitate business 14 
continuity testing and exercises, control standard and control catalog 15 
management, project assessment, and vendor assessment. This is being 16 
built into the existing RSA Archer eGRC platform, and builds on the 17 
functionality implemented in the previous phases for other business units. 18 

 Security Camera Upgrade – $259,101 – This is part of a security camera 19 
upgrade project, including the  necessary software and cabling. The legacy 20 
security camera system was reaching the end-of-life and did not provide 21 
the required level of security observation. The new system  allows security 22 
personnel to work more efficiently. 23 

 Network Security and Protection – $233,782 – The Network Security 24 
and Protection project is designed to implement hardware that will 25 
segment various areas of the Xcel Energy network in order to strengthen 26 
security and create a defense-in-depth strategy to protect critical systems 27 
and data. 28 

 Cyber Ark  – $217,277 – This project involves the implementation of a 29 
password vaulting solution called Cyber Ark, which allows authorized 30 
personnel to have privileged (administrator) access when required by 31 
checking out temporary credentials rather than being granted privileged 32 
access directly. The tool also secures the passwords of service accounts 33 
(used by systems rather than people) that require privileged access. 34 

Combined, these projects account for approximately 92% of the total capital 35 

additions in this category.  The remaining 8% of the projects are similar in nature 36 

in that they meet regulatory requirements and protect SPS and Xcel Energy’s 37 

computing environment.   38 
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 Q. Is a WBS Level 4 order closed as soon as the equipment subject to that work 1 

order is placed in service? 2 

A. No.  Frequently minor work continues after the equipment is placed in service and 3 

the collection of costs related to the WBS Level 4 order can occur for several 4 

months after the equipment is placed in service.  Thus, it is common for costs to 5 

be charged to a WBS Level 4 order after the equipment is placed in service.  This 6 

is why some of the in-service dates in Attachment DCH-RR-2 are earlier than 7 

July 1, 2017.  This occurred when costs or refunds were booked on or after July 1, 8 

2017, but the equipment was placed in service before that date. 9 

Q. Are the Business Systems capital additions listed on Attachment DCH-RR-2, 10 

that were closed to plant-in-service during the period July 1, 2017 through 11 

March 31, 2019, including the capitalized affiliate charges, reasonable and 12 

necessary?  13 

A. Yes.  The projects listed on Attachment DCH-RR-2 are reasonable and necessary 14 

to efficiently manage business operations, protect data and information, meet 15 

evolving regulatory and legal requirements, keep current with technology, 16 

maintain the stability and reliability of the existing IT systems and provide the 17 

tools required to effectively and safely provide service to SPS’s retail customers. 18 

The process described above that is followed in evaluating, selecting, and 19 

monitoring the execution and implementation of capital projects ensures that the 20 

expenditures are reasonable and necessary and that the costs were prudently 21 

incurred. 22 
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VI. BUSINESS SYSTEMS CAPITAL PROJECTS PLACED IN SERVICE 1 
BETWEEN APRIL 1, 2019 AND JUNE 30, 2019 2 

 3 
Q. Is SPS asking to recover Business Systems-related capital costs for projects 4 

placed in service between the end of the Test Year and June 30, 2019? 5 

A. Yes.  SPS seeks to include in rate base the cost of capital additions placed in 6 

service between the end of the Test Year (March 31, 2019) and June 30, 2019, 7 

which as I stated earlier, is the Update Period.  Attachment DCH-RR-3 provides 8 

SPS’s costs for these projects.  As initially filed, the costs reflected in Attachment 9 

DCH-RR-3 are estimated amounts.  Mr. Moeller explains the basis for the 10 

budgeted amounts.  As discussed by Mr. Grant, SPS will file actual costs for the 11 

Update Period, including an updated version of Attachment DCH-RR-3, no later 12 

than the 45th day after the date of the initial filing of this rate case, as required by 13 

16 TAC § 25.246. 14 

Q. What is the cost of Business Systems-related capital projects placed in service 15 

between April 1, 2019 and June 30, 2019? 16 

A. The total costs are reflected on Attachment DCH-RR-3, including affiliate costs.  17 

These amounts reflect total company costs. Mr. Freitas allocates the total 18 

company dollar amount among SPS’s three rate jurisdictions (Texas retail; New 19 

Mexico retail; and wholesale) in the cost of service study he presents. 20 

Q. Are capitalized affiliate costs included in the total costs?  21 

A. Yes.  The costs include capitalized affiliate costs similar to those included for 22 

projects placed in service during the previous 21 months.  As initially filed, 23 

Attachment DCH-RR-3 contains only a total estimated amount of affiliate 24 

charges, which are based on historical percentages for the different asset classes.  25 
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This is explained in more detail by Mr. Moeller.  The updated version of 1 

Attachment DCH-RR-3, will reflect actual affiliate charges for the Update Period.  2 

 Q. Are those affiliate costs necessary to complete the Business Systems-related 3 

capital projects?  4 

A. Yes.  Affiliate costs were incurred for the same reasons they were incurred on the 5 

projects placed in service between July 1, 2017 and March 31, 2019 as discussed 6 

earlier in my testimony.   7 

Q. Are these capitalized affiliate charges reasonable? 8 

A. Yes.  These costs satisfy the standards for inclusion of affiliate costs in rates for 9 

the reasons presented in the my testimony above, as well as the testimony of Ms. 10 

Schmidt, and Mr. Moeller regarding the reasonableness of affiliate charges.  11 

Q. Please describe the information in Attachment DCH-RR-3, which provides 12 

the dollar amounts for projects placed in service during the Update Period? 13 

A. Attachment DCH-RR-3 provides the following information: 14 

Column A — Asset Class Identifies the type of asset. 

 
Column B — Witness Identifies the witness supporting the 

project. 

 
Column C — Project Category Identifies the project category. 

 
Column D — Additions to Plant-in-

Service (Apr. 2019 – 
Jun. 2019) 

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

 

Column E — Total Affiliate 
Charges 

Provides the total affiliate charges 
included in the charges in Column D. 
 

Column F — Project Description Provides a description of the project and 
its major components. 
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Q. Please describe the projects placed in service during the Update Period. 1 

A. The projects placed in service from April 1, 2019 through June 30, 2019 are 2 

similar to the projects that were closed in the previous 21 months and that are 3 

discussed in the previous section of my testimony.  These projects fall into the 4 

same four categories as the projects in the previous 21 months of PTT, Aging 5 

Technology, Enhance Capabilities, and Cyber Security.   6 

All of the projects placed in service from April 1, 2019 through June 1, 7 

2019 support the technology necessary for SPS to provide the technology 8 

infrastructure and systems that enable the provision of efficient, effective, and 9 

safe electric service to SPS’s customers. Descriptions of the specific projects 10 

placed in service between April 1, 2019 and June 1, 2019, and the reasons the 11 

specific projects are necessary, are provided on my Attachment DCH-RR-3. 12 

Q. Has SPS managed its Update Period Business Systems related capital 13 

addition projects to ensure the final, actual costs are reasonable and 14 

prudent? 15 

A. Yes.  The same budgeting and project management process that I describe in 16 

Section III of my testimony applies to the projects for the Update Period. 17 

Q. Does this conclude your pre-filed direct testimony? 18 

A. Yes. 19 
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Southwestern Public Service Company 

XES Expenses by Affiliate Class, Activity, Billing Method and FERC Account 

David C. Harkness 

2019 TX Rate Case 

APPLICATION OF  
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FOR AUTHORITY TO CHANGE RATES
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