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L INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.
My name is Erik C. Buchanan. I am the Director, Corporate Budget for PNM
Resources, Inc. (“PNMR”). My address is 414 Silver Avenue, SW, Albuquerque,

New Mexico 87102.

PLEASE DESCRIBE YOUR RESPONSIBILITIES AS DIRECTOR,
CORPORATE BUDGET.

As Director, Corporate Budget, I am responsible for compiling the Annual
Operating Plan (AOP), and quarterly reforecast budgets of PNMR, and its
subsidiaries including Public Service Company of New Mexico (“PNM” or
“Company”). These responsibilities include budgeting for the capital of the

Company. A copy of my resume is attached as PNM Exhibit ECB-1.

HAVE YOU PREVIOUSLY TESTIFIED IN UTILITY REGULATION
PROCEEDINGS?

No.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to:
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(1) Summarize the capital projects cleared to plant in service during the Capital
Investment Period" as well as the construction balances included in rate base
at the end of the Test Period.

(2) Present and support the capital budgeting process as it relates to the Capital
Investment Period, and quarterly reforecast (project trade-off) processes;

(3) Support and explain the Hyperion® budgeting system (“Hyperionz”),
including a discussion of Hyperion system calculations and adjustments
necessary to complete the capital budget such as:

(a) Calculation and allocation of budgeted capital clearings to the Federal
Energy Regulatory Commission (“FERC”) electric plant accounts;

(b) Calculation of forecasted cost of removal®;

(c) Calculation of forecasted electric plant retirements, and;

(d) Removal of the ownership interest in San Juan Generation Station (“San
Juan”) associated with PNM’s forecasted additional 132 MW ownership
interest in unit 4 and related common facilities.

(4) Support and explain the calculation of forecasted Allowance for Funds Used

During Construction (“AFUDC”) rates.

! The “Capital Investment Period” includes linkage data from April 1, 2015, through September 30, 2015
and continues through the Test Period ending September 30, 2016.

% As discussed later in my testimony, Hyperion is an Oracle software product that provides centralized
budgeting and financial forecasting capability.

* As discussed later in my testimony, cost of removal means the demolition, dismantling, tearing down or
otherwise removing electric plant, including the cost of transportation and handling incidental thereto.

E
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PLEASE LIST THE RULE 530 SCHEDULES THAT YOU ARE
SPONSORING.

I am sponsoring the following Rule 530 Schedules: B-1, B-2, B-4 through B-6, J-
1, J-2, P-2, and P-3 as these schedules pertain to linkage data and the Test Period.
These Rule 530 Schedules are being provided in executable electronic format on a
DVD-ROM, but are neither fully functional nor required to be filed as fully
functional under the FTY Rule. Each of these schedules was prepared by me or

under my direct supervision. Information in these schedules pertaining to the

base period is sponsored by PNM Witness Peters.

SUMMARY OF CAPITAL PROJECTS INCLUDED IN THE TEST
PERIOD REVENUE REQUIREMENTS

PLEASE SUMMARIZE HOW CAPITAL PROJECTS WERE
FORECASTED, HOW THE COMPANY HAS SUPPORTED ITS
REQUEST FOR THESE PROJECTS, AND WHICH PNM WITNESSES
WILL SUPPORT THE COMPANY’S REQUESTED CAPITAL
ADDITIONS IN THIS CASE.

The Company issues capital targets to the various business segments (i.e.,
transmission and distribution, generation, and corporate) annually for a five year
forecast period. Business segments identify and prioritize capital projects and
provide expenditure and clearing information which is captured by the Hyperion
system. Additional calculations and adjustments to forecasted capital activities

are made to complete the capital budget. These calculations result in adjustments
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to forecast the clearing of construction to the electric plant accounts, cost of
removal, and retirements. In addition, other adjustments were made to remove
PNM'’s forecasted 132 MW ownership in San Juan and to remove AFUDC on
certain projects included in rate base at the end of the Test Period. The Company

has filed specific documentation to support its request for capital additions in the

testimonies of PNM Witnesses Johnson, Olson, and Mendez.

PLEASE SUMMARIZE THE DOCUMENTATION PROVIDED TO
SUPPORT CAPITAL ADDITIONS AND HOW IT IS ORGANIZED FOR
THIS CASE.

For purposes of this case, the Company categorized capital project additions into
Tier 1, Tier 2 and Tier 3 based on the size of project clearings during the Capital
Investment Period and the Capital Clearing Period’. While all capital projects are
explained and supported, the Tier 1 projects are discussed in more detail because

they represent the largest projects and the greatest percentage of capital additions. |

PNM Table ECB-1 below outlines project Tiers for both PNM (Generation and

transmission and distributions (“T&D”) and corporate segment projects.

* The period from April 1, 2015 through February 28, 2017, encompassing the Capital Investment Period
and Construction Work in Progress (“CWIP”) period (October 1, 2016 through February 28, 2017) is
referred to as the “Capital Clearing Period”.
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Table ECB-1
Tier Description
Tier1 | e Generation and T&D projects with clearings equal to or greater
than $750K
e Corporate projects with clearings equal to or greater than
$500K
Tier2 | e Generation and T&D projects with clearings between $100 —
$750K
e Corporate projects with clearings between than $100K - $500K
Tier3 | e All projects with clearings less than or equal to $100K

Tier 1 contains those projects with the greatest amount of clearings during the
Capital Clearings Period. These projects require the most explanation and include
a project estimate approach section which provides an overview of how the
estimated cost for the project was developed. Tier 2 projects provide the same
level of documentation as Tier 1 projects but do not include the project estimate
approach discussion. Tier 3 projects contain projects with the least clearings
during the Capital Investment Period and include a general discussion of the

projects.

PLEASE DESCRIBE THE CAPITAL BUDGET DOCUMENTATION
DEVELOPED TO SUPPORT THE CAPITAL PROJECTS ADDRESSED
IN THIS CASE.

The capital budget documentation provides basic information on each project
including Project ID, Name, Business Segment (referred to as Company on the
documentation), Location, Project Need Justification, Project Alternatives,

Technical Aspects, and for Tier 1 projects the Project Estimate Approach
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discussion. In addition, monthly spend and clearing data is provided by cost type
for each capital project. Monthly spend and clearing data were provided for these
specific projects from April 2015 through calendar year 2017, if applicable.

Projects for which documentation is not provided are those cleared to plant in

service by March 31, 2015, which is the end of the Base Period.

PLEASE SUMMARIZE PROJECTED CAPITAL ADDITIONS THROUGH
THE CAPITAL INVESTMENT PERIOD.

PNM has included in this filing plant additions related to 460 individual capital
projects which includes plant additions net of retirements during the Linkage and
Test Period of $783.9 million and $78.2 million related to certain individual
capital projects with clearings to plant in service from the end of the Test Period
through February 2017. This amount also includes adjustments for “Other” items

as discussed below.

PNM Table ECB-2 below provides a summary of capital additions by business
segment and describes “Other” adjustments necessary to obtain gross additions to

plant in service during the period April 1, 2015 and September 30, 2016.
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1 Table ECB-2
Linkage and Test Period
Business Segment Tier 1 Tier 2 Tier 3 Other’ Total

Generation $ 451,403,342 $ 15,367,076 $1,831,211 $ 114,610,340  $583,211,968
T&D $ 191,296,033 $ 27,137,748 $ 1,910,481 $ 18,211,772 $238,556,035
Corporate - 5 13803456 $ 9254392 $ 467512 $ - § 23525360
Business Segment Totals | § 656,502,831 § 51759216  $4209204  $ 132822112 $845293364
Remove San Juan 132MW $ - $ - $ - $ (16,975,136) - § (16,975,136) :
Cost of Removal $ -3 -8 -8 (13373,400)  $(13,373,400)
Generation & T&D Retirements | $ - $ - $ - $ (30,229,586) % (30,229,586)
_Corporate Retirements N S 3 - $ -3 (790,458) ' “$ (790,458) ‘
SERE e 2 Ty (61,368,58 T

| Gra it 0 2 33 7¢ 7

! Generation and T&D "Other” includes adjustments to gross plant in service as well as an acquisition adjustment to record
acquired plant at its original depreciated basis in accordance with FERC guidelines. Generation "Other" includes adjustments
to record plant in service and an acquisition adjustment for the purchase of PV2 leased assets of $53,379,589 and $61,230,751
million, respectively. T&D "Other" includes $18,211,772 to record plant in service related to the acquisition of EIP
transmission line assets. See additional discussion of these adjustments in the testimonies of PNM Witness Peters. "Other"
also includes adjustments to remove PNM's forecasted incremental 132 MW interest in San Juan, forecasted cost of removal,
and forecasted retirements which are discussed later in my testimony.

2 As shown above, $583.2 million represent capital clearings for generation. PNM
3 Witness Olson addresses capital investments for generation. Included in the
4 generation projects is the purchase of the 64 MW interest in Palo Verde Nuclear
5 Generating Station (“PVNGS?”). This purchase is discussed further in the
6 testimonies of PNM Witnesses Eden and Olson. T&D projects make up the
7 second largest component of capital clearings which total $238.6 million and
8 include the purchase of the Eastern Interconnect Project (“EIP”) transmission line.
9 PNM Witness Johnson addresses capital investments for T&D. The balance of
10 capital projects, $23.5 million, is related to corporate capital investments which
11 are discussed in PNM Witness Mendez’s testimony. The amounts provided in
12 “Other” are discussed by PNM Witness Peters and in my testimony below. PNM
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Witness Peters also discusses acquisition adjustments related to the PVNGS and
EIP purchases. My testimony discusses the adjustments to the capital investments

to remove the forecasted 132 MW interest in San Juan, cost of removal, and

retirements.

HAS THE COMPANY INCLUDED ANY CONSTRUCTION WORK IN
PROGRESS (“CWIP”) BALANCES AT THE END OF THE TEST
PERIOD IN THIS FILING?

Yes. As discussed by PNM Witness Monroy, the Company included CWIP
balances in its Test Period rate base request. PNM included the CWIP balance as
of September 30, 2016, for any project that has an estimated clearing from
October 2016 through February 2017. PNM included the lesser of the CWIP
balance as of September 30, 2016, or the estimated clearings for the capital

project through February 2017.

PLEASE SUMMARIZE THE PROJECTED CWIP REQUESTED IN THE
TEST PERIOD.

As discussed in the testimony of PNM Witness Monroy, the Company has
included certain capital projects with CWIP balances at September 30, 2016.
PNM included the lesser of CWIP balances at the end of the Test Period or
clearings thereafter through February 2017 of approximately $78.2 million. PNM
Table ECB-3 below provides a summary of these capital projects by business

segment.
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Table ECB-3
CWIP

Business Segment Tier 1 Tier 2 Tier 3 Other’ Total -
Generation 26,607,292 § 578,720 $§ 201,464 $ - $ 27,387,476
Transmission & .
Distribution 22,506,415 § 4,569,003 233,794 -$ 27,309,212
Corporate 23319844 § 2,087,713 § 341,374 $ 25,748,931
Totals $ 72433551 § 7235436 § 776,633 % 804456200
Remove San Juan e .
132MW - $ - $ - (1,279,703) . $-(1,279,703)
AFUDC (1,013,483)  § (1,013,483)

"Other" includes adjustiments to remove capital additions on the additional 132 MW interest PNM will

acquire in

San Juan, and to remove AFUDC for the period July 1, 2016 through February 2017 on CWIP projects included in
rate base at September 30, 2016. The AFUDC adjustment includes approximately $289,155 and $724,328 for T&D
and Generation projects, respectively. Additional discussion of these adjustments is provided later in my testimony
and in the testimony of PNM Witness Monroy.

The development of project costs and forecasted clearings provided in Tiers 1

through 3 in the table above are discussed further in the testimonies of PNM

Witnesses Olson, Johnson, and Mendez. The amounts provided in “Other” are

discussed in more detail later in my testimony below.

Q. HAS THE COMPANY ALSO PROVIDED CAPITAL BUDGET

DOCUMENTATION FOR CWIP BALANCES INCLUDED IN RATE

BASE AT THE END OF THE TEST PERIOD?

A. Yes.

This documentation that has been provided for projects completed during

the Capital Investment Period has been provided for CWIP included in rate base

as of September 30, 2016.
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11, THE CAPITAL BUDGETING PROCESSES
A. Introduction

HOW ARE CAPITAL PROJECTS PLANNED, AND APPROVED?

The annual capital budgeting process starts with iniﬁatives identified during the
business financial planning process. The business financial planning process
develops capital targets which are communicated to the various business segments
of PNMR, including PNM. Business segments (T&D, generation, and corporate)
utilize these targets to develop their portfolios of capital projects. Estimated
capital expenditures and clearings related to each project are loaded into
Hyperion. Capital expenditure and clearings information from Hyperion is
reviewed and approved by the Resource Council (comprised of the Chief
Operations Officer, Chief Financial Officer, Chief Information Officer and Vice
President Controller, Vice President of New Mexico Operations, Vice President
of Generation, and Director of Supply Chain) and the PNMR Board of Directors
(“Board”).

PLEASE EXPLAIN HOW CAPITAL TARGETS ARE DEVELOPED AND
UTILIZED IN THE CAPITAL BUDGETING PROCESS.

The capital planning cycle consists of four distinct, but related, planning efforts.
The first is PNM’s Integrated Resource Plan (“IRP”) which defines how future
power needs in New Mexico will be addressed. PNM filed its 2014-2033 IRP
Report with the Commission in July 2014. The second component of the

planning cycle is the development of a Long Range Plan (“LRP”) based on

10
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modeling and analysis of economic, operational, and financial scenarios, typically
over a five-year planning horizon. The final two components entail business
planning and budgeting. Business planning and budgeting activities are

conducted on an annual basis and are the basis for PNM’s AOP, or budget, which

is finalized in the last quarter of each calendar year.

The AOP process provides individual business segments with five-year capital
targets. These targets' are based on numerous factors, including strategic
objectives set by senior management, environmental compliance requirements,
equipment reliability, expected load and customer growth, and system reliability.
The targets serve as a guide to the individual business segments to enable them to

more accurately plan future capital projects.

B. Capital Prioritization

PLEASE EXPLAIN HOW THE POTENTIAL CAPITAL PROJECTS ARE
RANKED BY EACH BUSINESS SEGMENT FOR INCLUSION IN THE
BUDGET.

Based on the five-year capital expenditure targets and the factors listed above,
each business segment identifies the capital projects that must be completed in
order to accomplish their strategic and business objectives. In order for a project
to be considered, it must align with the Company’s strategic and operational

performance improvement objectives. Projects are prioritized based upon key

11
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metrics which include regulatory compliance, safety, customer and stakeholder
value, corporate responsibility, and operational improvement. Key metrics
include sub metrics such as customer satisfaction, impacts to government and
regulatory relationships. Cost estimates are then developed using guidelines for
key materials costs, labor costs, warehouse materials, permitting, land rights, and

any other items necessary to complete the project. Finally, capital overhead or

“loads” are applied to determine the final forecasted cost estimate.

Projects are also categorized into order of importance. The highest priority or
most important projects are those PNM must do because they are already
underway or they are required due to equipment failure, or regulatory,
environmental, or contractual obligations. The second highest priority projects
are projects PNM should do because they have clear beneficial economic or
operational outcomes from a cost or reliability perspective, or because not
completing these projects could lead to increased economic or operational risk.
The last category contains projects assigned the lowest priority. These projects
are those PNM would like to do and can be justified due to other factors such as
expected performance improvements, cost savings, or the extension of the useful
life of an asset. The results of the above steps are loaded to Hyperion and are
ultimately approved for inclusion in the capital budget by the PNMR Board of

Directors.

12
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PLEASE EXPLAIN HOW THE CAPITAL BUDGET IS REVIEWED AND
APPROVED FOR INCLUSION IN THE AOP.
PNM’s Resource Council reviews the capital requests of each business segment.
The Resource Council can request adjustments to proposed project plans. For

example, the Resource Council can request changes to ranking of projects or to

the amount of capital to be allocated to each business segment over the five year

- period. If necessary, each business segment updates their capital plan based on

Resource Council review and finalizes the list of projects that will receive
funding. The Resource Council reconvenes to approve the adjusted budget, if
any. Finalized capital budget information for the five-year beriod is submitted to
the PNMR Board for approval which includes a review of all projects in excess of
$25 million. Once approved by the PNMR Board, the five-year capital plan is

formally included in the AOP.

DO PROJECTS REQUIRE ADDITIONAL APPROVAL AFTER THE
CAPITAL BUDGET IS FINALIZED IN THE AOP?

Yes. Prior to the commencement of a capital project, project managers must
submit formal documentation, a Capital Approval Process (“CAP”) form, before
capital funds will be released. This form contains project specific information
including a description of the project, background, performance analysis, risk
analysis, and a final recommendation that has considered potential alternatives
and justification for the project. Due to the ownership structure at San Juan, and

Luna Generating Stations, which are owned jointly by PNM and other owners,

13
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PNM utilizes the Capital Budget Item (“CBI”) form which is necessary to obtain
participant owner approval of projects. The CBI form ’also includes the
requirements of the CAP form utilized for other PNM projects. Upon approval of
the CAP/CBI form, the capital spend is authorized and the funds are released for
the project. Due to the nature of the capital process, CAP forms are submitted

near the time of project commencement; therefore a CAP may not yet be available

for all 2015 or 2016 projects.

ARE CAPITAL PROJECTS EVALUATED AFTER CAPITAL HAS BEEN
RELEASED TO FUND THE PROJECT?

It is ultimately the responsibility of the project manager to monitor the status of a
specific project, including adherence to the approved budget, scope, and schedule.
Though the project manager is responsible for the successful delivery of a project,
each business segment has a budget oversight and project monitoring team that
continuously evaluates capital proje‘cts to ensure expenditures and clearings are
within the project guidelines. Project managers are also required to report any
capital projects that have a projected budget over-run of more than 10%. If a
project falls into this category, the project manager must submit a Request for
Additional Funds (“RFAF”) document outlining the rationale for the cost
overruns, the additional capital needed in order to complete the project, and any
project tradeoffs necessary to ensure approved capital targets are not exceeded.
Upon submission of this form, management reviews the rationale for the cost

overruns and determines if the project will be provided with additional capital.

14
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DOES THE COMPANY MONITOR CAPITAL PROJECTS IN ANY
OTHER WAY DURING THE YEAR?

Yes. Beyond the individual business segments, monthly and quarterly
management reviews of spend and clearings on capital projects are also
conducted. During these reviews, management analyzes any differences between
budgeted and actual results, and, if necessary, has the authority to alter planned

capital projects.

C. Capital Budget Reforecasts (Project Trade-Offs)

HOW OFTEN DOES THE COMPANY UPDATE ITS CAPITAL
BUDGET?

Factors outside of PNM’s control, including but not limited to, equipment
delivery delays, unforeseen scope changes, or new must do projects that emerge
due to storm damage, wild fires, regulatory compliance and other factors, may
require updates to the capital project list during the year. The Company must
respond to these changes as necessary and the capital budget is updated each

calendar quarter.

Due to the long-term nature of many capital projects, updates made during the

quarterly reforecast often impact several years of budgeted expenditures and

clearings to plant in service. For example, an unexpected must do project can be

15
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funded by shifting an existing project to a later year. Similarly, funds allocated to
a cancelled project can be utilized by shifting projects from subsequent years to
the current year or by funding a project which had not previously been allocated

funds. Trade-offs between projects are identified and captured in the budget to

ensure annual capital spending is in line with approved targets.

Iv. THE HYPERION SYSTEM AND ITS USE IN BUDGET
DEVELOPMENT

A. Introduction

PLEASE PROVIDE AN OVERVIEW OF HYPERION, THE COMPANY’S
CAPITAL BUDGETING SYSTEM.

The Company utilizes Hyperion to compile its capital budgets. Hyperion is an
Oracle software product that provides centralized budgeting and financial
forecasting capability. For capital projects, information is populated to Hyperion
through the use of capital templates, or directly through ‘ad hoc’ updates.
Information in Hyperion is aggregated into basic account strings which contain,
business segment, company, funding project, cost type, location, home center, and

amount, as well as the month in which forecasted transactions will occur.

DOES HYPERION CONTAIN CAPITAL INFORMATION OTHER THAN
FORECASTED CAPITAL?
Yes. Actual information from other financial systems such as the general ledger

can be brought into the Hyperion system. Actual information can either replace

16
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budgeted information in order to include actual ending balances or transactions to
support new budget cycles or it can be brought into Hyperion while maintaining
budgeted information to support financial reporting or analysis which compares

actual to budgeted results. For purposes of this filing, actual capital balances at

the end of the Base Period were used as the starting point for the capital forecast.

HOW IS INFORMATION IN HYPERION ACCESSED TO SUPPORT
THE COMPANY’S LINKAGE AND TEST PERIOD FORECASTED
CAPITAL INFORMATION?

Information in Hyperion is accessed and extracted through the use of the Essbase
querying tool (“Essbase™). Essbase can query information from the various
sources in the Hyperion system at the aggregated account string level (e.g.

business segment, company, funding project, cost type, etc.).

B. Capital Forecast Calculations and Adjustments

WHAT CALCULATIONS DOES HYPERION PERFORM TO
COMPLETE THE CAPITAL BUDGET?

In addition to compiling budgeted data, the Hyperion system performs numerous
calculations necessary to complete the budget. For capital, system calculations
include items such as the allocation of budgeted capital clearings to the various
electric plant accounts (e.g., to accounts 353, station equipment, or other electric

plant accounts as defined by the FERC Uniform System of Accounts), calculation

17
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of capital loads, and the clearing of construction to plant in service. In some

cases, additional adjustments not performed by system calculation processes are

needed to complete the budget.

PLEASE DESCRIBE NON-SYSTEMATIC ADJUSTMENTS NECESSARY
TO COMPLETE THE CAPITAL BUDGET.

As previously discussed, additional non-systematic adjustments are necessary to
complete the capital budget and are made to reflect assumptions about future
activity not otherwise captured during the capital budgeting process. For
example, Hyperion has limited ability to allocate capital to the electric plant
accounts using allocation rates. Such allocation rates are input by system
locations which provide onlyva general identification of the type of construction
(e.g., distribution, transmission, generation, or corporate). Hyperion does not
have the ability to perform the allocation at a level of detail lower than the
location. Therefore, additional adjustments are made to more accurately allocate
capital to the various electric plant accounts. In addition, Hyperion does not
perform any system calculations to forecast retirements or cost of removal which
are transactions typical of most capital projects. Finally, other adjustments that
cannot be systematically performed are necessary to align forecasted capital
information with PNM’s rate case request. These include such adjustments as
removing AFUDC on certain project balances included in rate base at the end of
the Test Period, and the removal of PNM’s forecasted additional 132 MW

ownership interest in the San Juan.

18
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Electric Plant Account Allocations

PLEASE EXPLAIN WHY IT IS NECESSARY TO ALLOCATE PLANT
ADDITIONS TO THE ELECTRIC PLANT ACCOUNTS.

Capital budget information is loaded to Hyperion at the general ledger account
level. Similarly, clearings to plant in service are performed by transferring
construction to plant in service at the general ledger account level (e.g. reduce
account 107 and increase account 101). It is necessary to allocate activity to the
various electric plant accounts to forecast how construction will actually be added
to plant in service or to calculate depreciation expense which requires a

combination of both the location and the electric plant account.

PLEASE DESCRIBE THE PROCESS TO ALLOCATE PLANT
ADDITIONS TO THE ELECTRIC PLANT ACCOUNTS.

Based on historical clearings to plant in service, allocation rates are loaded to the
system by general ledger location. As previously discussed, general ledger
locations define at a summary level the kind of work being performed (e.g.,
distribution, transmission, generating facility, or corporate support functions such
as IT hardware, telecom, etc.). Hyperion uses “default” rates to perform a system
calculation which allocates clearings at each location to the appropriate electric
plant accounts. In many cases the “default” or location level allocation of

clearings to the electric plant accounts reasonably reflects anticipated future
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capital additions and no additional adjustments are needed. In other cases, more

refinement is necessary to better allocate forecasted additions to the various

electric plant accounts.

HOW DID THE COMPANY DETERMINE THE “DEFAULT” OR
LOCATION ALLOCATION RATES UTILIZED BY HYPERION TO
ALLOCATE BUDGETED CLEARINGS TO THE ELECTRIC PLANT
ACCOUNTS?

The Company reviewed historical additions to plant in service by major operating
unit (i.e., distribution, transmission, generating facility, and corporate), and
funding project type to determine rates used to allocate clearings to the electric
plant accounts. PNM utilized a five-year period ending December 31, 2014, to
determine average allocation rates to apply to forecasted capital additions in the
generation and corporate segments. Capital expenditures and clearings for the
T&D segment have increased significantly in recent years. Therefore, the
Company utilized a shorter, two year, period ending December 31, 2014 to
determine electric plant account allocation rates for the T&D segment. The
resulting allocation rates were entered into Hyperion by location to perform the
systematic allocation of forecasted clearings to the electric plant accounts. The
“default” electric plant account allocation rates for each segment or generating

facility are provided in PNM Exhibit ECB-2.
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WHAT REFINEMENT IS PROVIDED BY ADJUSTING “DEFAULT” OR
LOCATION LEVEL ALLOCATION RATES?
In some cases, the allocation of clearings at the location level is too broad to
reasonably reflect the type of work being performed. For example, certain
clearings at a distribution location may be specific to distribution pole
replacements. Clearings for this type of work should not be allocated to electric
plant accounts not associated pole replacements. In some cases, capital work
specific to certain activities can be identified by the funding project type. An
evaluation of capital clearings in such funding projects (such as pole replacements
as previously discussed) is performed and the “default” results from the system

calculation are adjusted to refine more accurately allocated forecasted capital

additions to the appropriate account.

PLEASE DESCRIBE HOW THE COMPANY DETERMINES THE
ALLOCATION OF CLEARINGS TO CERTAIN PROJECT TYPES.

The allocation of forecasted clearings for certain projects is performed in a
manner similar to the “default” or location allocation rates. That is, certain
allocation rates for project types utilized the same historical periods as were used

for the “default” allocation rates.
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PLEASE DESCRIBE WHICH UTILITY PROJECT TYPES WERE
ADJUSTED TO MORE ACCURATELY ALLOCATE CLEARINGS TO
THE ELECTRIC PLANT ACCOUNTS.

The Company uses blanket funding projects to perform some capital work.
Blanket projects include work with limited scope such as transformer
replacements, meter replacements, or pole replacements. Forecasted expenditures
in these types of projects should not be allocated to unrelated electric plant
accounts.  For example, planned capital expenditures in the transformer
replacement blanket project type should not be to electric plant accounts not
related to transformer replacements. PNM performs T&D capital blanket work in
funding project types numbered 001 to 013 (funding project types are identified
by the middle three digits of each 8 digit project ID). Adjustments were made to
results of the “default” allocation to more accurately forecast the allocation of
capital additions in these project types to the electric plant accounts. PNM

Exhibit ECB-2 separately identifies forecasted capital additions that were

allocated by projects type.

WERE ANY OTHER ALLOCATIONS TO THE ELECTRIC PLANT
ACCOUNTS ADJUSTED?

Yes, the Company also adjusted the allocation of capital additions to the electric
plant accounts for specific large funding projects. The Company made
adjustments to the “default” allocation for capital addition related to the La Luz

Generating Facility, 2015 40 MW Solar generating facility, the PVNGS 64 MW
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leased asset acquisition, the San Juan Selective Non-Catalytic Reduction

(“SNCR?”), the EIP transmission line purchase. The allocation of expenditures in

these capital projects were determined based upon information provided by
company personnel. PNM Exhibit ECB-2 separately identifies these funding
projects and the allocation rates used to forecast additions to the electric plant

accounts.

Cost of Removal

PLEASE DESCRIBE COST OF REMOVAL AND WHY IT IS
NECESSARY TO ADJUST FOR COST OF REMOVAL IN THE CAPITAL
BUDGET.

As defined in the FERC Uniform System of Account (“USOA™) Definitions, cost
of removal means the demolition, dismantling, tearing down or otherwise
removing electric plant, including the cost 'of transportation and handling
incidental thereto. The majority of capital projects are performed to replace
existing capital assets and it is not appropriate to abandon retired assets in place.
Instead, these assets are removed and disposed and the cost of these activities
reflects the cost of removal. The Company does not separately budget removal
costs. Instead, anticipated cost of removal is budgeted in Hyperion as a
component of CWIP and, like CWIP, is cleared to plant in sérvice at forecasted
completion dates. Therefore, it is necessary to reduce plant in service to reflect

anticipated removal costs.
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PLEASE DESCRIBE HOW PLANT IN SERVICE IS ADJUSTED IN THE
BUDGET FOR FORECASTED COST OF REMOVAL.

Forecasted cost of removal is determined using an estimated cost of removal rate
(percentage) associated with capital expenditures by operating unit (i.e.,
distribution, transmission, individual generating plants, and corporate) based on
historical experience, adjusting for changes in capital spend patterns if necessary.
The historical periods used are the same as those used to calculate the allocation
of clearings to the electric plant accounts. Cost of removal is applied using
“contra” funding projects. “Contra” funding projects reflect activities and
balances to offset, or reduce, other budgeted activities. For cost of removal, the
“contra” serves to reduce forecasted additions to plant in service and the provision
for accumulated depreciation which reflects how forecasted cost of removal will
actually be recorded (i.e., as a component of accumulated depreciation). Similar
to other clearings to plant in service, the cost of removal “contra” must be
allocated to the electric plant accounts which is accomplished using the allocation
to electric plant accounts process previously discussed. Corporate assets typically
do not have cost of removal due to the nature of capital projects at the corporate
entity. There are typically limited costs associated with removing a software
system, or removing office equipment. Therefore, the budget does not include a
forecast for cost of removal for the corporate segment. For the Linkage and Test
Period, the reduction to PNM’s plant in service and accumulated reserve for cost

of removal is $13,373,400. PNM Exhibit ECB-3 provides historical CWIP and
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cost of removal expenditures (reflected in the exhibit as “RWIP”) used to

calculate forecasted cost of removal rates.

Retirements

PLEASE DESCRIBE RETIREMENTS AND WHY IT IS NECESSARY TO
ADJUST FOR RETIREMENTS IN THE CAPITAL BUDGET.

A retirement occurs when an item of plant in service which, when retired, with or
without replacement, is accounted for by crediting the book cost to the electric
plant account in which it is included. In other words, a retirement occurs when an
assets is removed from plant in service regardless of replacement. The Company
does not generally forecast the retirement of specific assets as part of its capital
budgeting process. Instead, historical retirement activity is used as a basis for

forecasting future retirements.

PLEASE DESCRIBE HOW THE COMPANY HAS ADJUSTED PLANT IN
SERVICE FOR RETIREMENTS.

PNM determined estimated average retirements (dollar amounts) by major
operating unit (i.e., distribution, transmission, individual generating plants and
corporate) based on historical experience, adjusting as necessary for changes in
retirement patterns. The historical periods used are the same as those used to
calculate the allocation of clearings to the electric plant accounts and for cost of

removal. However, for general plant asset (i.e., plant accounts 390 — 399) in
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distribution, transmission, generation and corporate, forecasted retirements are
assumed to occur when assets are fully depreciated. Similar to cost of removal,
retirements are applied using “contra” funding projects as reductions to electric
plant in service and accumulated depreciation. For the Linkage and Test period,
forecasted retirements at PNM total $30,229,586 (the total of lines 47 and 151 in
PNM Exhibit ECB-4) and at Corporate total $790,458. PNM Exhibit ECB—4

provides the calculation of forecasted retirements that were applied to the Linkage

and Test Period.

Capital Loads

WHAT IS A CAPITAL LOAD?

As discussed by PNM Witness Peters, a capital load, normally referred to as a “load”
or a “load factor”, is the percentage of additional costs to be applied to base
construction costs to reflect company indirect costs incurred in support of the

construction project.

HOW DOES HYPERION CALCULATE CAPITAL LOADS ON
FORECASTED CAPITAL PROJECTS?

Each type of capital load rate is entered into the Hyperion system on an annual
basis. The Hyperion system applies these load rates to the various types of capital
expenditures to determine capital load amounts. Generally, capital load rates are

applied to associated capital expenditures to determine the dollar amount of
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capitalized loads. For example, payroll load rates are applied to forecast capital

payroll expenditures. In this way, capital load rates are applied to capital

expenditures to determine the dollar amount of capital loads in the forecast.

WHY ARE CAPITAL LOADS APPLIED TO CAPITAL PROJECTS?

As discussed by PNM Witness Peters, direct costs are charged to each project
during the construction phase. In addition to these direct costs, the Company
incurs costs in support of these construction activities that cannot be applied
directly to the project. These costs are applied to construction projects based on a
load factor which is applied to direct costs. These load factors include payroll
loads, material loads, engineering and supervision (“E&S”) loads, capitalized fleet
load, and A&G loads. In addition, the company applies AFUDC loads to capital

projects using an AFUDC rate as discussed later in my testimony.

HOW ARE CAPITAL LOAD RATES USED BY THE HYPERION
SYSTEM TO FORECAST CAPITAL LOADS?

Capital load rates are entered into Hyperion as miscellaneous account entries.
These “misc” accounts provide Hyperion with the information necessary to apply
the load rate to direct project charges. Hyperion applies the rate entered for each
type of capital load to the associated direct capital expenditures. For example,
Hyperion applies capital load rates associated with direct capital payroll charges
to calculate the value of payroll loads. Similarly, Hyperion applies A&G load

rates to the appropriate direct capital expenditures to calculate the value of the

27



10

11

12

13

14

15

16

17

18

19

20

21

V.

A.

DIRECT TESTIMONY OF
ERIK C. BUCHANAN
NMPRC CASE NO. 15-00261-UT
A&G load. The majority of capital loads are calculated by applying the
forecasted load rate to the associated direct capital expenditure. However,

AFUDC load rates are applied to average construction balances by individual

project to determine the value of AFUDC loads.

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION

Introduction

WHAT IS AFUDC AND HOW DOES HYPERION APPLY AFUDC TO
CAPITAL PROJECTS?

AFUDC reflects the cost of borrowed funds used for construction purposes and a
reasonable rate of return on other funds used for construction. In other words, it
represents capitalized interest cost and a reasonable return on capital expenditures
during the construction period. The Company records AFUDC on its

jurisdictional construction and nuclear fuel in process assets in accordance with

FERC Order No. 561.

Calculation of AFUDC

PLEASE DESCRIBE HOW AFUDC RATES WERE CALCULATED
DURING THE LINKAGE AND TEST PERIODS.
AFUDC rates are calculated using the AFUDC rate formula provided under Order

No. 561 which provides that rates be calculated using average balances of
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construction expenditures and short-term as well as long-term debt and equity
balances at the end of the prior year including rates associated with debt and
equity balances. The capital forecast calculates AFUDC rates on a calendar year

basis. The inputs and results of the Company’s AFUDC rate calculation are

provided in PNM Exhibit ECB-5

PLEASE DESCRIBE HOW THE HYPERION SYSTEM DETERMINES
THE AMOUNT OF CAPITALIZED AFUDC.

At a summary level, AFUDC is calculated by applying the rate to capital
construction and nuclear fuel in process average balances by individual project.
The Hyperion system applies the rates to the average monthly balances by
individual project to determine the amount of capitalized AFUDC recorded during

the Linkage and Test Periods.

DID THE COMPANY MAKE ANY ADJUSTMENTS TO THE HYPERION
CALCULATION OF AFUDC?
Yes. The Company removed forecasted AFUDC subsequent to July 1, 2016 on

projects included in this filing’s request for CWIP at the end of the Test Period.

HOW WAS THE REDUCTION TO CWIP FOR AFUDC AT THE END OF
THE TEST PERIOD DETERMINED?
The Company has requested that rates become effective July 1, 2016. It would

not be appropriate to continue accruing AFUDC on CWIP balances included in
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the Company’s requested revenue requirement after request rates have taken
effect. Therefore, the Company removed AFUDC on CWIP balances for projects
included in rate base subsequent to the requested date of rates under this case or

July 1, 2016. This adjustment resulted in the removal of $1,013,483 of AFUDC

from CWIP at September 30, 2016.

REMOVAL OF PNM’S 132 MW INTEREST IN THE SAN JUAN

WHY DOES THE BUDGET INCLUDE AN ADDITIONAL 132 MW OF
CAPITAL IN THE SAN JUAN?

The Company assumed in its forecast for 2015 and 2016 capital expenditures
related to an additional 132 MW interest in San Juan. The approval of this

additional capacity is currently pending in NMPRC Case No. 13-00390-UT.

HAS PNM EXCLUDED THE FORECASTED CAPITAL EXPENDITURES
AND ADDITIONS FOR THE ADDITIONAL 132 MW INTEREST IN SAN
JUAN FOR PURPOSES OF THIS CASE?

Yes. As discussed earlier in my testimony forecasted capital expenditures reflect
PNM’s ownership interest in San Juan. Without adjustment, forecasted capital
expenditures and clearings include PNM’s ownership interest in an additional 132
MW in San Juan Unit 4, plant common to both Units 3 and 4, and plant common
to all units. PNM is not asking for recovery of the portion of capital investment

related to the 132 MW in San Juan in this proceeding as the acquisition of the 132
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MW in San Juan Unit 4 is still pending approval before the Commission. This is

also discussed in PNM Witness Monroy’s testimony.

PLEASE EXPLAIN HOW PNM’S 132 MW INTEREST WAS REMOVED
FROM FORECASTED CAPITAL EXPENDITURES AND ADDITIONS.

PNM’s additional ownership in San juan Unit 4, Unit 3 and 4 common, and
overall common related to the 132 MW increased by 40.4%, 31.6%, and 21.1%,
respectively. Corresponding reductions to forecasted construction and associated
clearings to plant in service during the Linkage and Test Period, as well as CWIP
included in rate base at September 30, 2016, were made to reduce PNM’s
forecasted capital investment in the facility. This reduction includes all capital
loads associated with projects at San Juan. The reduction to future capital
clearings was recorded as a “contra” funding project similar to the process for

cost of removal and retirements.

PNM Table ECB-4 provides the adjustment to reduce forecasted clearings related

to PNM’s 132 MW ownership interest in the facility.

Table ECB-4
Removal of San Juan Generating Station 132 MW Interest
FERC Amount
Plant in Service Reduction for 132MW Interest
San Juan Unit 4 - SNCR 101 $ (13,131,595)
San Juan Unit 4 - Other 101 §  (2,547,763)
San Juan Common - All Units 101 $  (1,295,778)
Total $ (16,975,136)
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VIIL CONCLUSION

WHAT ARE YOUR GENERAL CONCLUSIONS?

The Company forecasts capital additions based upon capital targets and the
capital expenditures and' clearing assumptions provided by the various businéss
segments. Hyperion applies capital load rates, including AFUDC, to forecasted
capital expenditures to determine the total cost of capital projects and to
determine total capital additions to plant in service. To complete the capital
budget, adjustments are made to allocate capital additions to various electric plant
accounts, to reflect forecasted cost of removal and retirement activities, and to
align certain items, such as PNM’s additional 132 MW ownership in the San
Juan, with the Company’s rate case request. Together, the above items provide a
reasonable basis for the forecasted capital construction and plant in service
additions, accumulated depreciation balances, and the calculation of depreciation

expense.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

GCG#520336
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Calculation of Allowance for Funds Used During Construction Rates
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BEFORE THE NEW MEXICO PUBLIC REGULATION COMMISSION

IN THE MATTER OF THE APPLICATION OF )
OF PUBLIC SERVICE COMPANY OF NEW )
MEXICO FOR REVISION OF ITS RETAIL ) Case No. 15-00261-UT
ELECTRIC RATES PURSUANT TO ADVICE )
NOTICE NO. 513, )
)
PUBLIC SERVICE COMPANY OF NEW MEXICO, )
Applicant. )
)

AFFIDAVIT

STATE OF NEW MEXICO )
) ss
COUNTY OF BERNALILLO )
ERIK C. BUCHANAN, Director, Corporate Budget for PNM Resources,
Inc., upon being duly sworn according to law, under oath, deposes and states: I have

read the foregoing Direct Testimony and Exhibits of Erik C. Buchanan and it is true

and accurate based on my own personal knowledge and belief.

GCG # 520255



SIGNED this 26+ day of August, 2015.

AR C BUCHANAN

'SUBSCR]{BED AND SWORN to before me this @»&%%m day of August, 2015.

NOTARY PUBLIC NAND FOR
THE STATE OF NEW MEXICO

My Commission Expires:

- b L

GCG # 520255
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