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GLOSSARY OF ACRONYMS AND DEFINED TERMS

Acronym/Defined Term

Meaning

ADM
CCAE
CFL
CLF&P

Commission

EE
EE/LM
EE Rule

EUEA

GWh
kWh
LED
LIA
LISS
M&V

March 1% Order

NMAG

ADM Associates, Inc

Coalition for Clean Affordable Energy
Compact Fluorescent Light

Cheyenne Light, Fuel & Power

New Mexico Public Regulation Commission

Energy Efficiency
Energy Efficiency and Load Management
Energy Efficiency Rule, 17.7.2 NMAC

Efficient Use of Energy Act (NMSA 1978,
§862-17-1 through 62-17-11)

Gigawatt-hour

Kilowatt-hour

Light-emitting diode
Low-Income Adjustment
Low-Income Spending Shortfall
Measurement and Verification

March 1, 2017 Commission Order in Case No.
17-00028-UT granting SPS’s request for a
variance from Sections 17.7.2.8(A) and
17.7.2.8(B) of the Commission’s Energy
Efficiency Rule

New Mexico Attorney General
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PY

SPS

Staff
SWEEP
UCT
WACC
WRA

Xcel Energy

XES

Program Year

Southwestern Public Service Company, a New
Mexico corporation

Utility Division Staff of the Commission
Southwest Energy Efficiency Partners
Utility Cost Test

Weighted Average Cost of Capital
Western Resource Advocates

Xcel Energy Inc.

Xcel Energy Services Inc.
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I. WITNESS IDENTIFICATION AND QUALIFICATIONS

Please state your name and business address.

My name is Donna Beaman. My business address is 1800 Larimer Street, Suite
1500, Denver, Colorado 80202.

On whose behalf are you testifying in this proceeding?

I am filing testimony on behalf of Southwestern Public Service Company, a New
Mexico corporation (“SPS”) and wholly-owned electric utility subsidiary of Xcel
Energy Inc. (“Xcel Energy”).

By whom are you employed and in what position?

| am employed by Xcel Energy Services Inc. (“XES”), the service company
subsidiary of Xcel Energy, as Consumer and Commercial Energy Efficiency
Marketing Manager.

Please briefly outline your responsibilities as Consumer and Commercial
Energy Efficiency Marketing Manager.

I manage a group whose primary responsibilities are to manage a portfolio of
energy efficiency programs in Xcel Energy’s New Mexico, Texas, and Colorado
service territories in response to various regulatory energy efficiency (“EE”)

requirements. The group of Product Portfolio Managers, Channel Managers, and
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Marketing Assistants develops and executes marketing plans and budgets while
integrating efforts with sales organizations, trade allies, program evaluators, and
technical support in an effort to meet or exceed regulatory energy efficiency
goals.
Please describe your educational background.
| graduated from Purdue University with a Bachelor’s of Science degree in
Electrical Engineering and hold an MBA from Indiana Wesleyan University. |
am also a registered Professional Engineer in the State of Indiana.
Please describe your professional experience.
| have been employed by XES as Consumer and Commercial Energy Efficiency
Marketing Manager since 2016. Prior to my employment with XES, | was the
Energy Services Manager for Cheyenne Light, Fuel & Power (“CLF&P”) for five
years. At CLF&P | was in charge of developing and implementing the electric
and natural gas energy efficiency programs. | also supervised the customer service

and account management teams. | have also held similar positions for Duke

Energy and NIPSCO.
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I1.  ASSIGNMENT AND RECOMMENDATIONS

What is the purpose of your testimony?

The purpose of my testimony is to support SPS’s proposed 2018 Program Year
(“PY”) programs and budgets. On March 1, 2017, the New Mexico Public
Regulation Commission (“Commission”) granted SPS’s request for a variance
from Sections 17.7.2.8(A) and 17.7.2.8(B) of the Commission’s Energy
Efficiency Rule (“EE Rule”) in Case No. 17-00028-UT" (herein referred to as
the “March 1% Order”) to allow SPS to file a limited Energy Efficiency and Load
Management (“EE/LM”) application for PY 2018. In particular, SPS was granted
authority to file a limited application to address the following topics:

(@) reconciliation of SPS’s 2016 Commission-approved incentive;
(b) establish an incentive mechanism for PY 2018;

(c) provide a status report of actual three percent collections in accordance
with Sections 62-17-6(A) of the Efficient Use of Energy Act
(“EUEA”) and forecasted three percent collections and request
Commission approval for inclusion of its over- or under-recovery of

! Case No. 17-00028-UT, In the Matter of Southwestern Public Service Company’s Application
Requesting Approval of: (1) its 2018 Energy Efficiency and Load Management Plan and Associated
Programs; (2) Continuation of its Energy Efficiency Tariff Rider and Recovery of the Difference Between
SPS’s Program Year 2016 Collections and Expenditures through its Energy Efficiency Tariff Rider; and (3)
a Financial Incentive for Program Year 2018 and Recovery of the Incentive through its Energy Efficiency
Tariff Rider, Order Granting Variance (Mar. 1, 2017).
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program costs as either a regulatory asset (for under-recovery) or a
regulatory liability (for over-recovery); and

(d) address any EE program updates or modifications for PY 2018.

My testimony addresses updates or modifications to SPS’s EE/LM Programs for
PY 2018. In addition, my testimony addresses:

e SPS’s energy savings goal for PY 2018;

e how the new budget for PY 2018 is allocated to the PY 2018 EE/LM
Programs;

e the incentive mechanism that was approved by the Commission for PY
2017 that SPS proposes to continue for PY 2018

e the measurement, verification, and program evaluation report; and
e SPS’s compliance with prior Commission orders.

In accordance with the March 1% Order, | have provided SPS’s 2016 Annual
Report which includes the Measurement and Verification (“M&V”") Report from
the statewide Independent Program Evaluator as Attachment DAB-1(CD) of my
testimony.

Please summarize the recommendations presented in your testimony.

SPS is proposing to maintain and continue its Commission-approved PY 2017
EE/LM Programs for PY 2018. Similarly, SPS is proposing to maintain its PY

2017 Commission-approved energy savings goal of 29.444 gigawatt-hours
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(“GWh™) (net customer) or 32.864 GWh (net generator)> for PY 2018.
Maintaining the energy savings goal for PY 2018 will allow SPS to remain on
track to meet its statutory energy savings goal for 2020.

As discussed more fully by SPS witness Ruth M. Sakya, SPS proposes a
budget to implement its PY 2018 EE Plan of $9,836,846. My testimony shows
how the new budget for PY 2018 is allocated to the PY 2018 EE/LM Programs.

In addition, SPS requests acceptance of its 2016 Annual Report and its
compliance with 17.7.2.15.(A) NMAC requiring public utilities to annually
submit a comprehensive M&V program evaluation report prepared by an
Independent Program evaluator.

Lastly, the incentive mechanism proposed by SPS for PY 2018 should be
approved as it: (1) is the same mechanism the Commission approved for PY 2017

in Case No. 16-00110-UT; and (2) incents SPS to remain on target towards its

2020 goal and exceed its annual energy savings forecast.

2 SPS reports its achievements at the generator level, which includes losses. However, other

information is presented at the customer level, and, thus, SPS provides its goals at both the generator and
customer levels.
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Is SPS submitting a 2018 EE/LM Plan?
No. Because SPS is requesting a continuation of the PY 2017 EE/LM Programs
for PY 2018, and because SPS is only submitting a limited EE application for PY
2018, SPS is not submitting a 2018 Plan. However, the 2018 budget of
$9,836,846 is an incremental increase of $721,228 from SPS’s PY 2017
Commission-approved budget.
Were Attachments DAB-2 through DAB-6, DAB-7(CD), DAB-8(CD) and
DAB-9 prepared by you or under your direct supervision and control?
Yes.
Is Attachment DAB-1(CD) a true and correct copy of SPS’s 2016 Annual EE
Report?

Yes.
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SPS’S REQUEST TO CONTINUE ITS PY 2017 EE/LM PROGRAMS AND
ENERGY SAVINGS GOAL FOR PY 2018

Programs
What EE/LM programs did the Commission approve for SPS for PY 2017?
For PY 2017, the Commission approved the following nine EE/LM Programs for

the Residential and Business segments:

Residential

e Home Lighting

e School Education Kits

e Residential Energy Feedback

e Home Energy Services

¢ Residential Cooling

e Residential Savers Switch

e Smart Thermostat Pilot

Business

e Business Comprehensive

e Interruptible Credit Option

In addition to the nine Residential and Business segment programs above, the

Commission also approved the following Indirect segment programs:
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Indirect Segment

e Market Research

e Measurement & Verification

e Planning & Administration

e Product Development

SPS’s 2018 Program Summaries are provided as Attachment DAB-2.

Q. What EE/LM programs does SPS propose for PY 2018?

A SPS proposes a continuation of all of the Commission-approved PY 2017 EE/LM
programs for PY 2018.

Q. Is it reasonable to continue the PY 2017 EE/LM programs?

A. Yes. Each of the existing programs have gone through a thorough review and
analysis, both through SPS’s internal processes and the Commission’s regulatory
review process. Specifically, the EE/LM Programs were found, through a
Stipulation approved by the Commission in Case No. 16-00110-UT? to be
cost-effective and allow for broad participation among all customer classes. SPS

has analyzed the existing programs and determined that it is reasonable to

¥ Case No. 16-00110-UT, In the Matter of Southwestern Public Service Company’s Application
Requesting Approval of: (1) its 2017 Energy Efficiency and Load Management Plan and Associated
Programs; (2) Continuation of its Energy Efficiency Tariff Rider and Recovery of the Difference Between
SPS’s Plan Year 2015 Collections and Expenditures through its Energy Efficiency Tariff Rider; and (3) a
Financial Incentive for Plan Year 2017 and Recovery of the Incentive through its Energy Efficiency Tariff
Rider, Order Adopting and Approving Certification of Settlement (Nov. 9, 2016).
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continue operating the programs without modification. The EE/LM Programs
have provided meaningful energy savings® and their continuation will keep SPS
on track in PY 2018 to meet its 2020 energy savings goals under the EUEA.
Finally, the continuation of the EE/LM Programs is consistent with the
Commission’s goals of streamlining EE filings, while ensuring utilities are on the
path toward meeting the EUEA goals (see, for example, Case No. 17-00010-UT)°.
Did SPS hold public participation meetings?
No. Because SPS is proposing no new programs or measures for PY 2018,
Section 62-17-5(E) of the EUEA does not require public participation meetings.
In addition, the March 1* Order authorized a variance from Section 17.7.2.8(B)
NMAC, which in part requires solicitation of non-binding recommendations.
However, SPS contacted the Utility Division Staff of the Commission (“Staff”),
the Coalition for Clean Affordable Energy (“CCAE”), the Western Resource
Advocates (“WRA”), and the New Mexico Attorney General (“NMAG”), all of
whom were signatories to the Stipulation, to address SPS’s planned filing and

relief for PY 2018. SPS held conference calls with the Staff, WRA, CCAE, and

Southwest Energy Efficiency Partners (“SWEEP”), a member of CCAE.

* SPS’s 2106 Annual Report, Attachment DAB-1
> Case No. 17-00010-UT, In the Matter of Amending the Energy Efficiency Rule 17.7.2 NMAC,

Order Adopting Final Rules Amending Rule 17.7.2 NMAC on Energy Efficiency (June 21, 2017).



10

11

12

13

14

15

16

17

18

19

Case No. 17-00 __ UT
Direct Testimony
of
Donna A. Beaman
Did any party offer suggestions to SPS regarding their 2018 PY Portfolio?
Yes. During the call with parties, SPS received two suggestions from SWEEP:

e increase the variety of light-emitting diode (“LED”) lighting and specialty
lighting within the Home Lighting and Business Lighting programs; and

e provide more midstream approaches on products within SPS’s portfolio.
SPS is currently working with vendors to increase specialty lighting offerings in
the 2017 portfolio and will continue to monitor market place trends for further
additions to incorporate in its 2018 portfolio. Additionally, SPS is willing to look
at increasing midstream offerings within portfolio programs in the 2018 PY and
will review and discuss any opportunities in its 2019 filing.

If a final Commission order is not received by December 31, 2017, does SPS
propose to continue to operate its 2017 EE/LM programs while it awaits a
Commission decision?

Yes. Consistent with prior practice, if the Commission has not made a final
decision on SPS’s 2018 Plan by December 31, 2017, SPS proposes to continue
operating its 2017 EE/LM programs in the interim. This approach is reasonable
as temporary program stoppage creates customer confusion, can hinder
customers’ ability to complete energy efficiency projects, and prevents customers

from accessing programs designed to reduce their energy bills. Furthermore,

10
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temporary program stoppage is administratively inefficient, decreases program
cost-effectiveness, and impedes SPS’s ability to achieve its 2020 minimum
requirements. This interim measure would continue the 2017 programs that were
most recently approved by the Commission in Case No. 16-00110-UT.

Similarly, consistent with prior practice, SPS proposes to apply its 2018
Commission-approved budget to the entirety of 2018, even if the Commission has
not made a final decision by December 31, 2017. Such an approach is consistent
with the three percent funding level required under the EUEA and the
Commission’s EE Rule (i.e., the lower of three percent of customers’ bills or

$75,000 per year per customer per calendar year) (also referred to herein as the

“three percent funding level”).

Energy Savings Goal

What energy savings goal does SPS propose for PY 20187
SPS proposes to use its Commission-approved PY 2017 energy savings goal of

29.444 GWh (net customer) or 32.864 GWh (net generator)® for PY 2018.

® SPS reports its achievements at the generator level, which includes losses. However, other

information is presented at the customer level, and, thus, SPS provides its goals at both the generator and
customer levels.

11
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Why is it appropriate to maintain the PY 2017 energy savings goal for PY
2018?
As | noted earlier in my testimony, SPS is submitting a limited application for PY
2018. A primary purpose of the limited application is continuing the existing
EE/LM programs until SPS submits a full application pursuant to the EE Rule
change in Case No. 17-00010-UT.” The PY 2017 energy savings goal is
challenging and will allow SPS to remain on track to meet its statutory 2020
energy savings goal. The goal will be re-evaluated when SPS submits its next
application.
You said the continuation of the PY 2017 energy savings goal for PY 2018
will allow SPS to remain on track to meet its statutory 2020 energy savings
goal. Can you illustrate this further?
Table DAB-1 below provides SPS’s historical and forecasted Annual and
Cumulative Net Customer Achievement (GWh) and SPS’s progress towards the

2020 EUEA Goal. As shown in the table, SPS’s strong performance in previous

years has well positioned SPS to meet its 2020 energy savings goals under the

" Case No. 17-00010-UT, In the Matter of Amending the Energy Efficiency Rule 17.7.2 NMAC.

On June 21, 2017 the Commission issued an Order Adopting Final Rules Amending Rule 17.7.2 NMAC on
Energy Efficiency.

12
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EUEA. SPS will need to maintain an average achievement of 25.79 GWh?®

annually to meet the statutory requirement by the 2020 deadline.

TABLE DAB-1
Annual Net | Cumulative

Customer |Net Customer|Cumulative %
Achievement | Achievement | of 2005 Retail

Year (GWh) (GWh) Sales
2008 3.355 3.355 0.09%
2009 14.136 17.491 0.47%
2010 23.231 40.722 1.09%
2011 35.642 76.363 2.04%
2012 31.534 107.897 2.88%
2013 34.452 142.349 3.80%
2014 30.493 172.841 4.61%
2015 32.805 202.962 5.41%
2016 31.966 234.257 6.25%
2017 (forecast) 26.444 260.701 6.95%
2018 (forecast) 26.444 287.145 7.66%
2019 (forecast) 25.129 293.997 7.84%
2020 (forecast) 25.129 300.038 8.00%

& Achievement based on the Annual Net Customer Achievement (GWh) average of 2017-2020
goals provided in Table DAB-1.

13
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IV. SPS’s PY 2018 BUDGET

What is SPS’s proposed PY 2018 program budget?

SPS proposes a program budget of $9,836,846. Please refer to Ms. Sakya’s direct
testimony for a discussion of how the budget was derived.

Once the overall budget was established, how did SPS determine how to
apportion the funds to its PY 2018 EE/LM Programs?

The proposed 2018 budget of $9,836,846 resulted in an incremental increase of
$721,228 from SPS’s 2017 PY Commission-approved budget. However, the
2016 and 2017 budgets were less than prior years, resulting from lower customer
revenue. As a result, the settlement in Case No. 16-00110-UT reduced budgets
for a number of programs. In allocating the additional funds available for 2018,
SPS strategically evaluated each program and allocated additional funding to
programs which saw budget reductions in 2016 and 2017, while keeping in mind
the cost effectiveness and prior performance of each program.

As a result of the budget increases, were any adjustments to participation
and/or savings levels necessary?

Yes. As a result of the budget modification, adjustments to participation and
savings levels were made to maintain the cost effectiveness of the programs and

overall portfolio benefit.

14
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Does the EE Rule require that SPS file budgets for each of its specific

programs?

Yes. 17.7.2.8.H(12) NMAC requires that a “detailed separate measure or

program budget that identifies the estimated monetary program costs to be

incurred” be provided in the utility’s application. Table DAB-2 shows the

individual budget amounts for the PY 2018 EE/LM Programs.

Table DAB-2
Utility Cost
2018 Electric Budget Test Ratio

Residential Segment

Energy Feedback Pilot $133,045 1.18

Residential Cooling $175,908 1.77

Home Energy Services: Residential and Low Income $2,634,220 1.55

Home Lighting & Recycling $2,044,918 2.50

Residential Saver's Switch $203,250 1.43

Smart Thermostat Pilot $232,557 0.89

School Education Kits $163,417 2.02
Residential Segment Total $5,587,315 1.87
Business Segment

Business Comprehensive $3,620,861 2.31

Interruptible Credit Option $45,569 1.60
Business Segment Total $3,666,430 2.30
Planning and Research Segment

Market Research $90,000

Measurement & Verification $12,000

Planning & Administration $285,242

Product Development $195,859

Planning & Research Segment Total $583,101

PORTFOLIO TOTAL $9,836,846 1.92

15
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Please identify the programs that received additional funding based on the
PY 2018 budget.
As | previously discussed, SPS strategically evaluated each program and allocated
the incremental budget increase of $721,228 for PY 2018 based on: (a) prior
program performance; and (b) consideration of budget decreases the program(s)
received in PY 2016 and 2017. As a result, SPS identified seven programs that
would receive additional funding for PY 2018:

e Home Energy Services

e Residential Cooling

e Residential Smart Thermostat Pilot

e Business Comprehensive

e Market Research

e Planning and Administration

e Product Development
Attachment DAB-3 provides a comparison of the proposed 2018 program
budgets, savings, and participation levels in relation to the Commission-approved
2017 PY programs.
Did any programs receive lower funding under the PY 2018 budget?
No.

16
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How does SPS plan to address the requirement under the EUEA that at least
five percent of total spending be directed towards low-income customers?
SPS plans to meet this requirement primarily through its Low-Income Home

Energy Service program. SPS projects to spend no less than $491,842 in 2018 on

this program, which accounts for five percent of total portfolio program costs.

17
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COST-EFFECTIVENESS EVALUATIONS AND TECHNICAL

ASSUMPTION CALCULATIONS

What does the EUEA require regarding cost effectiveness of EE/LM

programs?

NMSA 1978, Section 62-17-5(C) of the EUEA states:

NMSA 1978, Section 62-17-4(J) of the EUEA defines “Utility Cost Test

Before the commission approves an energy efficiency and load
management program for a public utility, it must find that the
portfolio of programs is cost-effective and designed to provide
every affected customer class with the opportunity to participate
and benefit economically. The commission shall determine the
cost-effectiveness of energy efficiency and load management
measures using the utility cost test.

(*UCT”)” as:

a standard that is met if the monetary costs that are borne by the
utility and the participants and that are incurred to develop, acquire
and operate energy efficiency or load management resources on a
life-cycle basis are less than the avoided monetary costs associated
with developing, acquiring and operating the associated supply-
side resources. In developing this test for energy efficiency and
load management programs directed to low-income customers, the
commission shall either quantify or assign a reasonable value to
reductions in working capital, reduced collection costs, lower bad-
debt expense, improved customer service effectiveness and other
appropriate factors as utility system economic benefits.

18
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Describe the UCT further.
The UCT measures the effectiveness of the program in terms of avoided revenue
requirements that are realized when customers utilize energy more efficiently in
comparison to utility costs for delivery of energy efficiency projects. As a result,
the UCT has these sensitivities:

e anincrease in rebates has a negative impact on the test;

e anincrease in other project costs has a negative impact on the test; and

e an increase in avoided revenue requirements has a positive impact on
the test.

In addition, 17.7.2.8(J) NMAC requires that the public utility demonstrate that its
portfolio of programs or measures is cost-effective — meaning a UCT of greater
than one.

Although the PY 2017 EE/LM programs were previously found to be
cost-effective, has SPS’s 2017 Net Present Cost Benefit Summary been
updated to account for the revised 2018 budget?

Yes. SPS updated the program and portfolio level cost-effectiveness tests to
incorporate the increase in budget and associated savings. Please refer to

Attachment DAB-4 of my testimony.

19
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Has SPS’s 2017 detailed Technical Assumptions been updated to account for
the revised 2018 budget?
Yes. SPS updated Technical Assumptions to incorporate the increase associated
with savings and program measure units. Please refer to Attachment DAB-5 of
my testimony.
Does the portfolio of EE/LM programs meet the cost-effectiveness test for PY
2018?
Yes. As shown in Table DAB-2, the portfolio of EE/LM programs achieved a
UCT of 1.92.
Are the proposed programs included in the Residential Segment
cost-effective?
Yes, with one exception. As shown in Attachment DAB-4 and Table DAB-2, all
of the proposed programs in the Residential Segment meet the UCT threshold

with the exception of the Residential Smart Thermostat Pilot. The proposed

programs in the Residential Segment result in an overall UCT of 1.87.

20
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What was the UCT score for the Residential Smart Thermostat Pilot and
why does the program no longer achieve cost-effectiveness under the
proposed 2018 portfolio?
The Smart Thermostat Pilot program achieved a UCT score 0.89. This reflected
an incremental budget increase of $150,000 over 2017. The majority of the funds
cover the purchase of ecobee3 smart thermostats, installation and permitting costs
associated with the pilot. These investment costs will lead to a cost effective
product when enough participants are acquired.

The Smart Thermostat Pilot program’s overall design, cost-allocation, and
forecasted achievement has not been changed since it was introduced in late 2016
primarily due to the lack of a full year’s evaluation and results. As a result of the
late launch in 2016, as well as technology and process delays encountered
post-launch, device installations in customers’ homes were delayed. This resulted
in a participant population that was too small for ADM Associates, Inc. (“ADM”)
to calculate energy efficiency achievement during the cooling season. As
expected, the observed load reductions from the Smart Thermostat Pilot program

were lower than forecasted; however, SPS anticipates more thorough and

representative results after the 2017 cooling season.
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In the absence of a more thorough evaluation when the pilot has been in
market longer — particularly including cooling season achievement — SPS decided
not to modify the pilot’s forecasted achievement or design structure to reflect the
additional spending in PY 2018, which caused the UCT calculation to fall below
the threshold.
Are the proposed programs included in the Business Segment cost-effective?
Yes. As shown in Attachment DAB-4, all of the proposed programs pass the
UCT at the program level, with an overall UCT of 2.30.
Has SPS considered the UCT of the PY 2018 EE/LM Programs in light of the
Commission’s decision in El Paso Electric Company’s most recent EE
proceeding, Case No. 16-00185-UT"?
Yes. It is my understanding that in its next EE application, ElI Paso Electric
Company was ordered to use the weighted average cost of capital (“WACC”) that

includes payment of taxes on its equity return.'® For reasons primarily discussed

in Ms. Sakya’s testimony, SPS disagrees with this approach. Setting aside SPS’s

° In the Matter of the Application of El Paso Electric Company for Approval of 2017 Energy

Efficiency and Load Management Plan, Utility Incentive and Revised Rate No. 17 — Efficient Use of Energy
Recovery Factor, Case No. 16-00185-UT, Final Order Approving Recommended Decision (Feb. 22, 2017),
Recommended Decision at 22 and 23.

0 1d. Recommended Decision at 22 and 23.
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disagreement, however, the result of using the “after tax” WACC is an increase in
the costs of administering the EE/LM programs, which has a negative impact on
the UCT results.

I also address how the *“after tax” WACC is inconsistent with how Xcel
Energy calculates the cost-effectiveness of its EE/LM programs in its other
jurisdictions and, from my perspective, is not the standard economic calculation
required under 17.7.2.8(G) NMAC.

Please address further how using the “after tax” WACC is not the standard
economic calculation required under 17.7.2.8(G) NMAC.

17.7.2.8(G) NMAC states, “The utility shall utilize well known, commercially
available or standard engineering, economic and financial calculations, ...or other
reasonable methods, to determine monetary costs and avoided monetary costs of
measures and programs.” The use of the “after tax WACC” is not a standard or
economic calculation to determine the cost-effectiveness of EE/LM programs.
Instead, the unadjusted WACC — the way SPS has historically calculated the UCT

— is the way Xcel Energy calculates the cost-effectiveness of its EE/LM programs

in all other jurisdictions in which it operates. Thus, the use of the unadjusted
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WACC conforms with the standard or economic calculation for cost effectiveness
of EE/LM programs.
Notwithstanding SPS’s disagreement with using the “after tax” WACC, did
SPS still calculate an alternative UCT using this approach?
Yes. To be clear, SPS continues to advocate the industry standard WACC in its
UCT calculations; however, Attachment DAB-6 provides the cost-effectiveness
calculation using the “after tax” WACC. While the use of this WACC results in
particular programs not meeting the UCT threshold, the entire portfolio of EE/LM

Programs continues to meet the UCT and, therefore, is cost-effective consistent

with NMSA 1978, Section 62-17-5(C).
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VI. INCENTIVE MECHANISM FOR PROGRAM YEAR 2018 AND EARNED
INCENTIVE FOR PY 2016

Does SPS request approval of an incentive for PY 2018?
Yes. SPS requests approval for an identical incentive mechanism to that
approved by the Commission in Case No. 16-00110-UT. | present the incentive
mechanism formula and baseline calculation and Ms. Sakya discusses the
reasonableness of the mechanism.

Q. Please describe the proposed PY 2018 incentive mechanism.
Consistent with the incentive mechanism approved in Case No. 16-00110-UT, for
PY 2018, SPS proposes to collect an incentive of $668,905,*" subject to potential
adjustments described below.

Q) If SPS achieves a minimum cumulative energy savings threshold
equal to 287 GWh (net customer) for plan year 2018, SPS will
receive a base incentive of $668,905, adjusted for Low-Income
spending, as provided below. The methodology for this incentive
is based on the following calculation:

$9,836,846' (x) 6.80% - Low-Income Adjustment (“LIA")
where:
LIA = $0, unless SPS spends less than $491,842 (i.e.,

5% minimum of estimated program spend), in which
case the LIA is calculated as:

1 This incentive is calculated by multiplying 6.8% by the proposed budget of $9,836,846.

2" This amount represents SPS’s 2018 portfolio budget level consistent with the three percent
funding requirement.
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0 Low-Income Spending Shortfall (“LISS”) (x)
6.8% (x) 2 where:

0 LISS = $491,842 minus actual SPS spending in
2018 directed specifically to EE/LM programs
for low-income customers.

(i) If SPS achieves greater than 29.444 GWh (net customer) for plan
year 2018, SPS’s incentive will be increased by 0.1% per
incremental GWh of achievement above 29.444 GWh multiplied
by $9,836,846, which will be a sliding scale extending from 6.8%
up to a maximum of 7.11%."

This mechanism is presented in Attachment DAB-7(CD).
Does SPS propose to modify any part of the 2017 incentive mechanism for

2018?

Yes. SPS updated its cumulative energy savings threshold for 2018 to reflect
finalized savings provided in the 2016 Annual Report. As described in Table
DAB-1, SPS’s 2018 cumulative energy savings threshold has increased to 287
GWh (net customer) from 2017’s threshold of 248 GWh.

What is the maximum incentive that can be earned under the incentive
mechanism and, thus, is it subject to reconciliation?

Under the proposed 2018 incentive mechanism, SPS cannot earn more than

$699,399. To earn this amount SPS must: (1) meet its cumulative savings target;

3 The maximum incentive allowable under 17.7.2.8(L)(4) NMAC is based on the weighted cost

of capital and SPS’s weighted cost of capital is 8.26 percent (as stated in the Direct Testimony of Ruth M.
Sakya). The proposed arrangement is well within the maximum that SPS could receive for an incentive
under the EE Rule.
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(2) exceed its annual savings forecast by at least 3 GWh; and (3) direct at least
five percent of available funding to low-income programs.

As described by Ms. Sakya, the 2018 incentive will be reconciled to
ensure it reflects actual EE/LM program spending and collections, as well as any
proportionate offset due to the level of low-income program spending.

Turning now to PY 2016, what incentive did SPS earn under the
Commission-approved incentive mechanism from Case No. 15-00119-UT?

SPS earned the maximum incentive of $651,036 in PY 2016. Complying with the
required 2016 low-income spend requirement of 5 percent (total budget), SPS
exceeded its 2016 annual savings forecast by over 5 GWh and met the cumulative
savings threshold of 225 GWh. The commission-approved 2016 incentive

mechanism has been updated to reflect final achievement and spending

requirements and is provided as Attachment DAB-8 of my testimony.
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VIil. MEASUREMENT & VERIFICATION REQUIREMENTS OF
THE EUEA AND THE EE RULE

What is M&V?

M&V refers to an analysis performed by an Independent Program Evaluator that
estimates reductions of energy usage or peak demand and determines any actual
reduction of energy usage or peak demand that directly results from the utility’s
implementation of particular energy efficiency measures or programs or of
particular load management measures or programs (17.7.2.7(F) NMAC). M&V is
designed to provide accountability, risk management, and improvement to a
utility’s programs. In other words, M&V seeks to answer the following
questions: (i) did the program deliver its estimated savings; (ii) how certain are
these savings; and (iii) what can be done to improve future program performance?
What are the requirements of the EUEA regarding M&V?

Section 62-17-8(B) of the EUEA requires public utilities to submit a
comprehensive measurement, verification, and program evaluation report
prepared by an Independent Program Evaluator at least every three years.

What are the Commission’s M&YV requirements?

17.7.2.15(A) NMAC requires public utilities to annually submit a comprehensive

measurement, verification, and program evaluation report prepared by an
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Independent Program Evaluator. It is also required that each program be
independently evaluated at least once every three years. 17.7.2.15(B) NMAC
requires that an Independent Program Evaluator be selected by the Commission to
verify energy and demand savings. 17.7.2.8(H)(15) NMAC requires supporting
documentation, underlying data, calculations, estimates, and other items shall be
presented in a manner that facilitates the preparation of an M&V report by an
Independent Program Evaluator, along with compilation and preparation of the
public utility’s reporting requirements, and that facilitates a simple comparison of
measure or program estimated results to actual results, including the public
utility’s cost of capital and discount rate.
Has SPS met the M&YV requirements of the EUEA and the EE Rule?
Yes. SPS’s 2016 Annual Report includes the Independent Program Evaluator’s
2016 M&V report, which is Appendix A of that attachment. SPS’s 2016
Annual EE Report will be separately filed on July 3, 2017. However, SPS’s

2016 Annual EE Report is also attached to my testimony as Attachment

DAB-1(CD).
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Has the Commission selected an Independent Program Evaluator for PY
20177
Yes. The Commission Staff held a competitive bid process to identify the next
Independent Program Evaluator in the Fall of 2016 and Spring of 2017. On May
17, 2017 the Commission selected Evergreen Economics as the new statewide
M&YV Evaluator for PY 2017 and PY 2018.
How are the results of M&V used?
In each Annual Report, SPS reports savings that have been modified according to
the results of M&V — they may be higher, lower, or the same as what SPS initially
calculated depending upon the findings of the Independent Program Evaluator.
These modified savings are then used for compliance in reaching the EUEA
goals.
What are the projected 2018 M&V costs?
The total 2018 M&YV costs are forecasted to be $217,000 and are included in
SPS’s total program costs. The Independent Program Evaluator’s costs are
directly allocated to programs based upon the evaluation plan for 2018. However,

SPS’s M&V costs include costs directly allocated to programs as well as general

costs included in the Planning and Administration section.
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Are the 2018 M&V costs reasonable and necessary?
Yes. The total budget for the 2018 M&YV activities represents approximately two
percent of the total portfolio budget, which is less than the percentage of 2017
M&V costs. This is also very reasonable considering that a common guideline for

M&V is three to six percent of total portfolio costs. Consequently, these costs

should be approved by the Commission.
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Vill. COMPLIANCE WITH PRIOR COMMISSION ORDERS

Does SPS have any obligations resulting from prior Commission orders?

Yes, SPS has a number of obligations, which I will discuss.

Please discuss SPS’s reliance on Compact Fluorescent Lights (“CFLs”) as
required by Decretal Paragraph M in the Commission’s Final Order
Adopting Recommended Decision in Case No. 08-00333-UT.

As Table DAB-3 shows, in 2016 CFLs contributed 6% of total spending and 16%
of total energy savings to the SPS portfolio. Due to the emerging technology of
LED lighting in both the residential and business marketplace, as of 2017, SPS is
only offering discounts on LEDs. The 2017 status report will show some CFL
achievement as sales from December 2016 were captured at the beginning of
2017 due to delays in receiving sales information from retailers.

Table DAB-3: SPS’s Reliance on CFLs

Customer kilowatt-
Spending as hours (“kWh”) as a
Percentage of Percentage of
Total Budget Total kwWh
2016 Verified 6% 16%
2018 Forecasted 0% 0%
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Please discuss how SPS considered programs offered in other jurisdictions as
required by Decretal Paragraph O in the Commission’s Final Order
Adopting Recommended Decision in Case No. 08-00333-UT.
Attachment DAB-9 is a cross-reference of programs between the various
jurisdictions in which Xcel Energy operates. Furthermore, as discussed in
previous plan filings, SPS has leveraged the experience of other Xcel Energy
utilities in other jurisdictions to offer, where cost-effective, time-tested programs
in its New Mexico portfolio. SPS will continue this approach and address its
continued compliance with this requirement in its next EE application and
testimony.
Please discuss SPS’s non-firm, wholesale sales made during economic
interruptions as required by Decretal Paragraph L in the Commission’s
Final Order Adopting Recommended Decision in Case No. 08-00333-UT.
SPS had no economic interruptions in 2016.
How has SPS addressed the requirement in Section 1.1(b) from the
Stipulation agreement in Case No. 15-00119-UT?

Section 1.1(b) of the Stipulation in Case No. 15-00119-UT stated:

SPS will offer residential cooling in 2016 as a standalone program,
and it will ensure that all marketing does not promote converting
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technologies such as conversions from evaporative to compressor-

based cooling. SPS will also evaluate in 2016 whether cooling

technology conversions exist in the presence of a standalone

cooling program.

Prior to the start of the 2016 M&V evaluations conducted by ADM SPS
asked ADM to provide feedback, through the use of questions asked in their
program participant survey, whether or not customers were switching from
evaporative cooling to central air conditioning when choosing to participate in the
program. Due to the low participation in the program, ADM opted not to evaluate
the program, and thus customers were not surveyed for a response. To investigate
technology switching within the program, SPS decided to add a question to the
online rebate application asking for the type of equipment the central air
conditioner is replacing. Applicants would be required to populate the field in
order to receive a rebate. SPS initiated this process in June 2017 shortly after
ADM notified SPS that they did not review the program.

How has SPS addressed the requirement in Section 1.1(g) from the
Stipulation agreement in Case No. 15-00119-UT?

Section 1.1(g) required SPS to offer a new pilot that will install smart thermostats

in participating residential customers’ homes at no cost to the participant. SPS
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began the Smart Thermostat Pilot Program in 2016 and will continue to offer the
pilot in its portfolio through 2018.

How has SPS addressed the requirement in Section 1.1(a) from the
Stipulation agreement in Case No. 15-00119-UT and the requirement in
Section 1.1(a) from the Stipulation agreement in Case No. 16-00110-UT?

In its approved 2016 Plan, SPS agreed to review the potential to add participants
(5,000 participants at a minimum) to the Energy Feedback program in its 2017
Plan. SPS performed an analysis prior to filing the 2017 Plan and determined it
was not cost effective or prudent to add 5,000 participants. This decision was
based in part on the poor performance of a similar size refill group added in 2015.
The 2015 refill group did not generate any significant energy savings. The third-
party implementer later determined measurement of savings was “too noisy” due
to the relatively small size of this refill group. In the Stipulation for Case No.
16-00110-UT, SPS agreed to again review the potential to add participants for the
2018 PY. The review conducted in the fall of 2016 with the assistance of the
third-party program implementer, indicated a larger expansion consisting of
10,000 participants would be beneficial to the 2017 program. In order to add

10,000 participants and stay within the current planned program spend and

third-party implementer scope of work, a creative solution was developed that
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combined the smaller 2017 and 2018 contracted refills into the single, larger
10,000 participant group. The first home energy reports were mailed to this larger
group beginning in early May 2017. As a result of implementing this creative
solution in 2017, SPS does not anticipate adding additional participants in 2018.
How has SPS addressed the requirement in Section 1.1(e)lll from the
Stipulation agreement in Case No. 16-00110-UT?
Section 1.1(e)lll required SPS to investigate ‘strategic energy management’
enhancements for capturing savings from business operational improvements.
SPS has had conversations with large New Mexico customers who may be willing
to engage with outside parties over time to capture operational savings. Thus far,
no large New Mexico customers have been receptive to ongoing operational
measurement, nor have any been willing to commit to operational improvements.
In Colorado, operational savings have required multi-year customer commitments
and substantial third-party implementer expenses. The combination of those
results indicates that an enhanced New Mexico offer for operational savings
would not be cost-effective at this time.

Does this conclude your pre-filed direct testimony?

Yes.
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2018 Program Summaries

1. Residential Segment Programs

e Energy Feedback Program — The Energy Feedback program is designed to
quantify the effects of informational feedback on energy consumption in
approximately 15,000 residential households, consistent with the
Commission’s Final Order in Case No. 09-00352-UT. This program provides
educational materials and communication strategies to create a change in
energy usage behavior. The purpose of the program is to measure when, how,
and why customers change their behavior when provided with feedback on
their energy using habits.

e Residential Cooling Program — This program offers rebates for the purchase
of high efficiency evaporative cooling, air conditioning, and heat pump units.
Rebates for evaporative coolers are paid for purchase of new units with
efficiency greater than 85%, installed in new or existing construction,
regardless of whether or not the customer is replacing an existing unit.
Evaporative cooling technology is well-suited to SPS’s service territory,
creating an opportunity to drive customers to higher levels of efficiency
within this air conditioning category. Air conditioning and heat pump rebates
are paid to registered contractors who perform a quality installation.
Customers may also receive a rebate for the purchase of a system using an
electronically commutated motor, which significantly reduces a system’s
electric consumption.

e Home Energy Services (“HES”) Program — Under this program, SPS provides
incentives for the installation of a wide range of energy savings measures that
reduce customer energy costs. The incentives are paid to energy efficiency
service providers on the basis of deemed (i.e., pre-determined) energy savings.
The program includes attic insulation, air infiltration reduction, refrigerators
(for low-income participants), duct leakage repairs, and high efficiency central
air conditioners.  The program is delivered via third-party providers
interacting directly with customers to perform the home improvements. This
program includes the Low-Income HES product, which cost-effectively
ensures that all customer segments have the ability to participate in SPS
programs.  Multi-family buildings are also eligible to participate in the
program. The residential portions of these buildings are serviced through the
HES program while the non-residential spaces are serviced through the
Business Comprehensive program.

e Home Lighting & Recycling Program — This program provides incentives for
customers to purchase energy efficient light-emitting diode (“LED”) bulbs
through participating retailers. Participating retailers may include home
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improvement, mass merchandisers, hardware, and grocery store locations.
Customers will be able to recycle used CFLs at select retail partner locations.

e Saver’s Switch — Saver’s Switch is a demand response program that offers bill
credits as an incentive for residential customers to allow SPS to control
operation of their central air conditioners and electric water heaters on days
when the system is approaching its peak. Saver’s Switch is popular with
customers due to the bill savings they receive for little or no effort other than a
reduction in air conditioning use during peak periods. In 2018, SPS will not
promote the program as part of the effort to transition participants to the new
Residential Smart Thermostat Pilot.

e School Education Kits Program — The School Education Kits Program
provides free Kits to fifth grade classrooms in SPS’s New Mexico service area.
These kits include energy efficiency educational materials and products
including, two nine watt LEDs, two 11 watt LEDs, one low-flow showerhead,
a kitchen and a bathroom aerator, and an LED nightlight, which are
distributed along with curriculum. This program provides value beyond the
direct installation of measures included in the kits by creating awareness of
energy efficiency with students, teachers, and parents.

e Residential Smart Thermostat Pilot — The Residential Smart Thermostat Pilot
provides thermostats to customers at no additional cost. Participants in the
program can utilize the thermostat to help reduce energy usage by
programming the operation of their heating and cooling system. In addition,
participants are enrolled in a demand response program similar to the Saver’s
Switch program, which allows SPS to cycle the operation of air conditioning
systems to reduce peak loads.

Business Segment Programs

Business Comprehensive Program — This program includes the bundling of the
following products:  Cooling Efficiency, Custom Efficiency, Computer
Efficiency, Large Customer Self-Direct, Lighting Efficiency, Motor & Drive
Efficiency, and Building Tune-Up.

. Cooling Efficiency: Provides rebates for purchasing air conditioning
equipment that exceeds standard efficiency equipment.

. Custom Efficiency: Offers customized rebates based on an engineering
analysis of specific customer projects. This product is for technologies and
strategies that are either too new or too complex for SPS to have a
prescriptive rebate.

. Computer Efficiency: Under this product, incentives are offered to
manufacturers who provide energy efficient power supplies to qualified
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customers purchasing new computer units and to customers who implement
virtual systems in lieu of traditional desktops.

. Large Customer Self-Direct: Customers using over 7,000 megawatt-hours
per year may choose to administer their own energy efficiency projects to
receive either a bill credit or exemption from a portion of the charges under
the Energy Efficiency Rider.

. Lighting Efficiency: This product provides prescriptive rebates for the most
common energy efficiency upgrades to lighting systems.

o Motor & Drive Efficiency: This product offers prescriptive rebates for the
most common energy efficiency upgrades for motors and variable speed
drives. This product also includes rebates for pump-off controllers used in
oil and gas operations and rebates for particular compressed air equipment.

. Building Tune-Up: This product features a scaled-down recommissioning-
style offering aimed at lower-cost efficiency improvements for small- to
mid-sized business customers.

Interruptible Credit Option Program — This load management program offers
incentives to larger business customers who allow SPS to interrupt their load.
Customers are notified to interrupt loads during periods of high demand, such as
hot summer days. As compensation, participants receive a monthly bill credit,
which varies depending on the amount of interruptible load and how far in
advance they receive notification.

Planning and Research Segment

Market Research:  This activity focuses on market research to provide
information for SPS to use in its decision-making process concerning EE/LM
program design, planning, and delivery.

Measurement and Verification: This activity is responsible for managing and
coordinating the overall M&V Plan for SPS and working with the Commission’s
Independent Program Evaluator, Evergreen Economics, to ensure compliance
with the EUEA and the EE Rule. In addition, each direct savings program budget
includes ADM’s estimated budget that will be needed to conduct program-
specific M&V.

Planning & Administration: This function ensures compliance with all EUEA
and EE Rule requirements. Specifically, this group is responsible for the
coordination and preparation of the various New Mexico EE/LM regulatory
filings. These activities include the preparation of testimony, the annual plans and
reports, discovery responses, rulemaking comments, benefit-cost analyses for
every program, and tracking and reporting of EE/LM expenditures and savings
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achievements. Additionally, any outside consultants and external legal service
fees related to EE/LM regulatory activities are included in this budget.

Product Development: This activity identifies, assesses, and develops new
EE/LM programs, including engineering support and technical assumptions, and
also supports the modification of current programs.
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CASE NO. 17-00__-UT

IN THE MATTER OF SOUTHWESTERN PUBLIC SERVICE
COMPANY’S ENERGY EFFICIENCY COMPLIANCE APPLICATION
THAT REQUESTS AUTHORIZATION TO: (1) PER APPROVED VARIANCE,
CONTINUE ITS: (A) 2017 ENERGY EFFICIENCY AND LOAD MANAGEMENT
PROGRAMS FOR PLAN YEAR 2018; (B) 2017 ENERGY SAVINGS GOAL FOR PLAN
YEAR 2018; (C) ENERGY EFFICIENCY TARIFF RIDER TO RECOVER THE THREE
PERCENT FUNDING LEVEL FOR PLAN YEAR 2018 AND RECONCILIATION OF 2016
EXPENDITURES AND COLLECTIONS; AND (D) 2017 FINANCIAL INCENTIVE FOR PLAN
YEAR 2018 AND RECOVER THE INCENTIVE THROUGH ITS ENERGY EFFICIENCY TARIFF
RIDER; AND (2) RECOVER THE 2016 RECONCILEDFINANCIAL INCENTIVE THROUGH
ITS ENERGY EFFICIENCY TARIFF RIDER.

Attachments DAB-1(CD),
DAB-7(CD) and DAB-8(CD)
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