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Southwestern Public Service Company
Allowance for Funds Used During Construction (AFUDC)

Southwestern Public Service Company (“SPS”) currently uses three overhead mechanisms for
assigning costs to construction projects. The most common overhead is the Allowance for Funds
Used During Construction (“AFUDC”). The other two are for charging Engineering &
Supervision (“E&S”) and Administrative & General (“A&G”) costs. Each of the three overheads
is discussed below.

Allowance for Funds Used During Construction

AFUDC allows the capitalization of the cost of borrowed funds and a reasonable rate on other
funds to be charged to projects that are capital in nature until the project is placed in-service. This
overhead is excluded from any project that is de minimus or was purchased as an asset and can be
placed in-service immediately. Non-de minimus construction is when the total charges exceed the
minimum dollar amount of $10,000. The following excerpt from the Uniform System of Accounts
for Electric Utilities (18 C.F.R. § 101) defines the methodology employed at SPS.

Federal Energy Regulatory Commission (“FERC”) Pt. 101

(17) Allowance for funds used during construction (Major and Non-major Ultilities)
includes the net cost for the period of construction of borrowed funds used for construction
purposes and a reasonable rate on other funds when so used, not to exceed, without prior
approval of the Commission, allowances computed in accordance with the formula
prescribed in paragraph (a) of this subparagraph. No allowance for funds used during
construction charges shall be included in these accounts upon expenditures for construction
projects which have been abandoned.

(a) The formula and elements for the computation of the allowance for funds used during
construction shall be:

Ai=s *(S/W)y+d*(D/D+P+C)*(1-S/W)
Ae=[1-S/W]*[p*(P/D+P+C)+c*(C/D+P+C)]
Ai=Gross allowance for borrowed funds used during construction rate.
Ae=Allowance for other funds used during construction rate.
S=Average short-term debt.
s=Short-term debt interest rate.
D=Long-term debt.
d=Long-term debt interest rate.
P=Preferred stock.
p=Preferred stock cost rate.
C=Common equity.
c=Common equity cost rate.

W=Average balance in construction work in progress, less asset retirement
costs related to plant under construction.

(b) The rates shall be determined annually. The balances for long-term debt, preferred stock,
and common equity shall be the actual book balances as of the end of the prior year. The cost
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rates for long-term debt and preferred stock shall be the weighted average cost determined in
the manner indicated in § 35.13 of the Commission’s Regulations under the Federal Power
Act. The cost rate for common equity shall be the rate granted common equity in the last rate
proceeding before the ratemaking body having primary rate jurisdictions. If such cost rate is
not available, the average rate actually earned during the preceding three years shall be used.
The short-term debt balances and related cost and the average balance for construction work
in progress shall be estimated for the current year with appropriate adjustments as actual data
becomes available.

The AFUDC rate, a simple rate, is calculated using the above formula (effective with the issuance
of Federal Power Commission Order No. 561 on February 2, 1977). It uses the various
components of capital, including the cost of short- and long-term debt (including restricted-use
debt, as required by Accounting Release No. 13, effective May 1, 1983), and preferred and
common stock. The rate is applied against the current month’s AFUDC base (prior month’s life-
to-date construction charges plus one-half of the current month’s charges, less one-half of the
current month’s classifications, and the prior month’s AFUDC) for eligible jobs to determine the
amount of the monthly AFUDC. FERC allows for semi-annual compounding and this is
maintained through the determination of an effective monthly rate using monthly compounding
that effectuates the semi-annual compounding effect of the simple rate.

Accounts “419.1 — Allowance for Other (Equity) Funds Used During Construction” and “432 —
Allowance for Borrowed Funds Used During Construction” are credited, in accordance with the
ratio derived in the AFUDC formula, with the concurrent debit to Account 107, Construction Work
in Progress (“CWIP”) by work order. The rate is calculated as amounts in CWIP change, the
financing arrangements warrant an updated rate, and adjustments are made to reallocate total
AFUDC between the debt and equity components. AFUDC is directly calculated and charged to
each work order; no clearing account is used.

FERC’s definition of AFUDC includes the net cost (during the period of construction) of borrowed
funds used for construction purposes and a reasonable rate on other funds when so used. At the
end of the Test Year (12 months ended September 30, 2020), SPS was using an AFUDC accrual
rate of 6.60% compounded semi-annually. For the update period from October 1, 2020 through
December 31, 2020, SPS used a rate of 6.33%. The following is a list of capitalization rates for
the five years ending with the Test Year and the amounts generated and transferred to plant-in-
service in each of those years.
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Amount Capitalized Amount Transferred

Period Rate (Generated) to Plant

Oct 2020 — Dec 2020 6.33% $13,462,238 $46,364,655
Jan 2020 — Sept 2020 6.60% 34,327,737 12,421,553
Jan 2019 — Dec 2019 6.67% 39,126,095 43,800,967
Jan 2018 — Dec 2018 6.62% 28,060,746 17,910,089
Jan 2017 — Dec 2017 5.71% 14,696,511 11,895,907
Jan 2016 — Dec 2016 6.19% 15,570,138 12,742,918
Jan 2015 — Dec 2015 4.66% 11,804,732 13,219,053
Jan 2014 — Dec 2014 6.07% $19,197,849 $23,939,592

The rate provided is the rate in effect during December of each period except for the Test Year.
For that period, the rate is as of September 30, 2020. For the 2020 Update Period (October 1, 2020
through December 31, 2020), the rate is in effect as of December 2020.

Engineering & Supervision
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Engineering and Supervision costs are capitalized as construction overheads. Where it is not
practicable to direct charge the pay and expenses of the engineers, surveyors, draftsmen,
inspectors, first line management, and their assistants to construction, SPS uses an overhead
allocation to achieve this task. These costs are gathered in an allocating cost center separately by
functional class and utility (production, transmission, and distribution). The allocating cost centers
are fully allocated and cleared to zero each month. These cost/charges are sent to the Capital Asset
Management System, Power Plan and then are allocated to each work order appropriately based
on current month charges and the calculated rate.

Distribution Transmission

Amount Amount Amount Amount

Avg.  Capitalized Allocated Avg.  Capitalized Allocated

Period Rate  (Generated) (Cleared) Rate  (Generated) (Cleared)
Oct 2020 — Dec 2020  14.80%  $5,936,828.47  $5,936,828.47 5.39%  $4,151,933.97 $4,151,933.97
Jan 2020 — Sep 2020  19.04%  18,717,440.30  18,717,440.30 5.75%  11,885,254.71 11,885,282.28
Jan 2019 — Dec 2019  26.42% 24,382,853.26  24,382,853.26 5.90%  13,952,793.64 13,952,793.64
Jan 2018 — Dec 2018 28.22%  20,965,079.00  20,965,079.00 4.52%  12,138,636.77 12,138,636.77
Jan 2017 —Dec 2017  25.00% 19,909,736.54  19,909,736.54 4.58%  12,886,487.13  12,886,487.13
Jan 2016 — Dec 2016 27.19% 18,321,541.92  18,321,541.92 6.62%  15,371,278.31 15,371,278.31
Jan 2015 —Dec 2015  19.14% 14,923,053.31 14,960,871.99 3.72%  11,801,064.97 11,881,497.67

Production

Avg. Amount Capitalized Amount Allocated

Period Rate (Generated) (Cleared)

Oct 2020 — Dec 2020 1.94% $484,028,23 $484,028.23
Jan 2020 — Sep 2020 2.24% 1,264,542.16 1,264,539.30
Jan 2019 — Dec 2019 2.08% 1,471,484.16 1,471,484.16
Jan 2018 — Dec 2018 3.58% 1,792,853.26 1,792,853.26
Jan 2017 — Dec 2017 4.57% 2,725,581.07 2,725,581.07
Jan 2016 — Dec 2016 3.88% 2,103,465.59 2,103,465.59
Jan 2015 — Dec 2015 2.47% 1,515,845.33 1,428,630.84

The rate provided is the average rate in effect during each period except for the Test Year. For
that period, the rate is the average rate for the period from January 1, 2020 through September 30,
2020. The update period was from October 1, 2020 to December 31, 2020.

Administrative & General
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Administrative and General costs are capitalized as construction overheads. The overhead relates
to all the personnel in the administrative office that work on construction to assure its continued
operation but are not direct to any one project. A prime example is the payroll analyst who ensures
all construction payroll checks are processed. It is inefficient for these types of employees to direct
charge all the work orders and thus an overhead is used.

SPS performs an A&G study every other year that reviews the time employees in certain
administrative departments spend on capital work. The percent of payroll for these employees is
charged to an overhead pool, one-twelfth each month. The overhead pool is allocated to each work
order based on current month charges.

Avg. Amount Capitalized Amount Transferred
Period Rate (Generated) (Cleared)
Oct 2020 - Dec 2020 0.03% $45,317.78 $45,317.78
Jan 2020 — Sep 2020 0.03% 133,818.33 133,818.33
Jan 2019 — Dec 2019 0.04% 179,926.20 179,926.20
Jan 2018 — Dec 2018 0.05% 217,194.47 217,194.47
Jan 2017 — Dec 2017 0.04% 178,744.31 178,744.31
Jan 2016 — Dec 2016 0.06% 247,590.07 247,590.07
Jan 2015 — Dec 2015 0.05% 243,297.37 237,833.52

The rate provided is the average rate in effect during each period except for the Test Year. For
that period, the rate is the average rate for the period from January 1, 2020 through September 30,
2020. The average rate was also used for the update period of October 1,2020 to December 31,
2020.
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