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SUPPLEMENTAL TESTIMONY
OF THOMAS S. BAKER
NMPRC CASE NO. 21-00017-UT

I. INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Thomas S. Baker. I am the Manager of Cost of Service for PNM
Resources, Inc. (“PNMR”) and am employed by PNMR Services Company. My
testimony is submitted on behalf of Public Service Company of New Mexico
(“PNM” or “Company”). My address is 414 Silver Avenue, SW, Albuquerque,

New Mexico 87102.

HAVE YOU FILED PRIOR TESTIMONY IN THIS PROCEEDING?

Yes, I filed Direct Testimony in support of PNM’s Application on January 8, 2021.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I respond, in conjunction with other PNM witnesses, to the Issues identified in the
Hearing Examiner’s Order on Sufficiency of PNM’s Application and Scope of
Issues in Proceeding (“February Order”) issued February 26, 2021. My testimony
also addresses the rate treatment determination related to PNM’s investments in the
Four Corners Power Plant (“FCPP”) ordered by the New Mexico Public Regulation
Commission (“Commission”) in Case No. 16-00276-UT (“2016 Rate Case”) and
the resulting financial impacts to PNM. Finally, I quantify the energy transition
charge revenue requirement for specific tranches of FCPP undepreciated

investment.
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II. REQUIREMENTS FROM THE ORDER ON SUFFICIENCY

Q. PLEASE SUMMARIZE THE FCPP CAPITAL INVESTMENTS PNM IS
REQUESTING TO BE FINANCED THROUGH SECURITIZATION.

A. Please see PNM Table TSB-1 (3-15-21 Supplemental) below for a summary of
FCPP capital investments PNM is requesting to recover through securitization
financing and the applicable section of the Energy Transition Act (“ETA”)! that

authorizes the recovery.

PNM Table TSB-1 (3-15-21 Supplemental)
FCPP Capital Investments

(in millions)
Capital Estimated
Investment 2024 NBV ETA Reference

Investments made as of 6/30/2016 S 184.1 $ 61.2 Section 2(H)(2)(c)
Investment made between 7/1/16 and 12/31/18 131.3 118.0 Section 2(H)(2)(c)
Investment made between 1/1/19 and 6/30/20 23.0 20.8 Section 2(H)(2)(d)
Projected Investments made between 7/1/20 and 12/31/24 73.0 70.5 Section 2(H)(2)(d)

Total FCPP Investments 270.5
Remove Projected ARC Asset NBV at 12/31/24 (3.6) Section 2(H)(2)(a)
Add: CWIP Balance at 12/31/24 3.4 Section 2(H)(2)(d)
Add: Retail Share FCPP Switchyard Assets Transferred to NTEC 1.0 Section 2(H)(2)(c)

FCPP Estimated 12/31/24 NBV - PNM Table TSB-4 S 271.3

The ETA provides that abandonment costs are recoverable through securitized

10

11

12

13

financing. Pursuant to Section 62-18-2(H)(2) of the ETA, abandonment costs
include undepreciated investments in FCPP that were being recovered in rates as
of January 1, 2019 as well as other undepreciated investments necessary to

maintain safe and reliable operations prior to the plant’s abandonment. PNM

I NMSA 1978, §§ 62-18-1 to -23.
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Table TSB-1 (3-15-21 Supplemental) breaks down undepreciated FCPP
investments into four tranches: 1) investments that were made prior to the 2016
Rate Case (made as of 6/30/2016), 2) investments reflected in the linkage and
test periods in the 2016 Rate Case (made between 7/1/2016 and 12/31/2018), 3)
investments made after the 2016 rate case that were in service and had cleared
for accounting purposes by June 30, 2020 (made between 1/1/2019 and
6/30/2020), and 4) anticipated investments that had not cleared for accounting

purposes as of July 1, 2020 (made between 7/1/20 and 12/31/24).

PLEASE QUANTIFY THE ACTUAL CAPITAL INVESTMENTS IN
FCPP BETWEEN JULY 1, 2016 AND DECEMBER 31, 2018.
(FEBRUARY ORDER ISSUE 2)

Between July 1, 2016 and December 31, 2018, PNM recorded $131.3 million of
generation capital additions to FCPP. The actual capital additions of $131.3
million during this period are consistent with the projected $148.7 million capital
additions that PNM is currently earning a debt-only return on pursuant to the
Commission’s orders in the 2016 Rate Case. Please see the supplemental

testimony of PNM Witness Fallgren for further details on these capital additions.
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WHAT ACCOUNTS FOR THE DIFFERENCE BETWEEN THE $148.7
MILLION FCPP CAPITAL INVESTMENTS IN THE 2016 RATE CASE
AND THE $131.3 MILLION FCPP CAPITAL INVESTMENTS THAT
PNM INCURRED BETWEEN JULY 2016 AND DECEMBER 2018?

The $148.7 million represented estimated clearings of FCPP capital investments
in the 2016 rate case in PNM’s linkage and test period (July 1, 2016 through
December 31, 2018). The $131.3 million represents the actual clearings of FCPP
capital investments that were recorded during the same period. Generally,
“clearing” an investment for accounting purposes reflects that the particular

project has gone into service.

HAS PNM INCLUDED THE $131.3 MILLION OF CAPITAL
ADDITIONS BETWEEN JULY 2016 AND DECEMBER 2018 IN THE
ESTIMATED ABANDONMENT COSTS TO BE FINANCED THROUGH
SECURITIZATION?

Yes. The undepreciated net book value at December 31, 2024 of the $131.3
million of capital additions has been included in PNM’s estimated undepreciated
investment requested to be financed through securitization. Please see the PNM

Table TSB-4 in my direct testimony filed in this case.
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WAS PNM AUTHORIZED TO INCLUDE THE $148.7 MILLION OF
FCPP INVESTMENTS IN RATES IN THE 2016 RATE CASE AND, IF
SO, WERE THEY BEING RECOVERED IN RATES AS OF JANUARY 1,
2019? (FEBRUARY ORDER ISSUE 3)

Yes, PNM was authorized to include the capital investments in FCPP
between July 1, 2016 and December 31, 2018 in rates at a debt-only return
on the investments, pursuant to the Modified Revised Stipulation approved
by the Commission in the 2016 Rate Case. Please see paragraph 8 of the
Modified Revised Stipulation and Modified Revised Stipulation Exhibit 1,
page 1, line 18 for phase one rates in effect February 1, 2018 through
December 31, 2018 and phase two rates in effect January 1, 2019. Exhibit A
in PNM’s Advice Notice 545, which implemented the phase one rates, also
includes the same illustrative cost of service, which I have attached to my

supplemental testimony as PNM Exhibit TSB-1 (3-15-21 Supplemental).

As I discuss later in my testimony, PNM is required to include the full amount
of the investment in its rate base and then reflect the Commission’s rate
disallowance by calculating the allowable debt-only return separately to
prevent the application of a full debt and equity return allowed for other

capital investments.
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WHAT WAS THE DOLLAR AMOUNT PNM WAS AUTHORIZED TO
INCLUDE IN RATE BASE ASSOCIATED WITH THESE FCPP
INVESTMENTS IN THE 2016 RATE CASE? (FEBRUARY ORDER
ISSUE 4(a))

As confirmed in the Commission’s approval of the Modified Revised
Stipulation, PNM was authorized to include $148,710,487 in rate base. Please
see PNM Exhibit TSB-2 (3-15-21 Supplemental) for PNM’s FCPP debt only
return on calculation used to determine the appropriate adjustment to PNM’s
illustrative cost of service study in the 2016 Rate Case (Exhibit 1 to the
Modified Revised Stipulation). PNM Exhibit TSB-2 (3-15-21 Supplemental)
demonstrates that these assets were included in rate base for the development
of the illustrative cost of service. The $148.7 million of capital additions can
be found in the record for the 2016 Rate Case at PNM Exhibit HEM-4, WP
Plant — 2 Gross Plant Activity, lines 2,719-2,738, column AJ, which is a
direct input to derive PNM’s test period plant in service balances as a function
of the fully functional cost of service model that PNM was required to include
in its rate case filing package. The amount of detail in a fully functional
electronic model that is filed and utilized under the Commission’s Future
Test Year Rule, 17.1.3 NMAC, requires that hard copy versions of the
model’s plant schedule data are “rolled up” in order to be meaningful. For

convenience and clarity, I have provided the breakdown of the projects that
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were included in PNM’s filed cost of service in PNM Exhibit TSB-3 (3-15-

21 Supplemental).

Q. WHAT IS THE ESTIMATED NET BOOK VALUE OF THE CAPITAL

ADDITIONS BETWEEN JULY 1, 2016 AND DECEMBER 31, 2018,
INCLUDED IN PNM’S ESTIMATED UNDEPRECIATED

INVESTMENT TO BE FINANCED THROUGH SECURITIZATION?

A. PNM estimates that the December 31, 2024 net book value for these capital

additions will be approximately $118.0 million. As discussed in my direct
testimony in this case, PNM proposes to true up the difference between the
estimated undepreciated net book value included in the abandonment costs, and
the actual undepreciated net book value to be included at the time the bonds are
issued. Please see PNM Table TSB-2 (3-15-21 Supplemental) below for the

derivation of the estimated net book value.

PNM Table TSB-2 (3-15-21 Supplemental)
Estimated Four Corners Power Plant Net Book Value for Capital Clearings Between July 1, 2016 and December 31, 2018

Sin millions

Capital Clearings - July 1, 2016 - December 31, 2018 S 131.3
Increase to Accumulated Depreciation Reserve - July 1, 2016 - June 30, 2020 (5.1)
Undepreciated Investment at 6/30/2020 for Capital Clearings July 1, 2016 - December 31, 2018 126.2
Estimated Increase to Accumulated Depreciation Reserve - July 1, 2020 - December 31, 2024 4 (8.2)

Estimated Undepreciated Investment at 12/31/2024 for Capital Clearings July 1, 2016 - December 31, 2018 S 118.0
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WHAT AMOUNT OF THE CAPITAL ADDITIONS BETWEEN JULY 1,
2016 AND DECEMBER 31, 2018 HAS ALREADY BEEN RECOVERED
IN RATES AND WHAT AMOUNT REMAINS TO BE RECOVERED?
(FEBRUARY ORDER ISSUE 4(b) AND (c))

As stated earlier, PNM is already recovering the capital investments from July 1,
2016 through December 31, 2018 in rates, as they are receiving a debt-only return
on and return of these investments through depreciation expense included in
rates.  As shown in PNM Table TSB-2 (3-15-21 Supplemental) above, PNM
has collected from customers approximately $5.1 million related to the return of
these investments as of June 30, 2020. The additional return of the investment
estimated to be collected in rates from July 1, 2020 through December 31, 2024

is $8.2 million.

IS THE UNDEPRECIATED AMOUNT OF THESE INVESTMENTS
SUBJECT TO RECOVERY PURSUANT TO THE ENERGY
TRANSITION ACT?

Yes. As discussed above, I confirm that these capital investments were included
in PNM’s rates as of January 1, 2019, as provided in Section 62-18-2(H)(2)(¢c)

of the ETA.
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PLEASE QUANTIFY THE ACTUAL CAPITAL INVESTMENTS IN
FCPP BETWEEN JANUARY 1, 2019 AND JUNE 30, 2020 THAT FALL
WITHIN THE ETA’S DEFINITION OF ABANDONMENT COSTS.

Between January 1, 2019 and June 30, 2020, PNM recorded $23.0 million of
generation capital additions to FCPP. Please see the supplemental testimony of
PNM Witness Fallgren for further details on these capital additions. Mr. Fallgren
explains that these projects were necessary to comply with law or necessary to
maintain the safe and reliable operation of FCPP prior to PNM’s exit and
abandonment of FCPP. The undepreciated net book value at December 31, 2024
of the $23.0 million of capital additions has been included in PNM’s estimated
undepreciated investment requested to be financed through securitization. Please
see the PNM Table TSB-4 in my direct testimony filed in this case. The
investments are properly included in the amount to be recovered through
securitization financing under the ETA because, as PNM witness Thomas G.
Fallgren explains in his supplemental testimony, they are necessary to maintain

the safe and reliable operation of FCPP before PNM leaves the plant.
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Q. WHAT IS THE ESTIMATED NET BOOK VALUE OF THE CAPITAL

ADDITIONS BETWEEN JANUARY 1, 2019 AND JUNE 30, 2020,
INCLUDED IN PNM’S ESTIMATED UNDEPRECIATED

INVESTMENT TO BE FINANCED THROUGH SECURITIZATION?

A. PNM estimates that the December 31, 2024 net book value for these capital

additions will be approximately $20.8 million. As discussed in my direct
testimony in this case, PNM proposes to true up the difference between the
estimated undepreciated net book value included in the abandonment costs, and
the actual undepreciated net book value to be included at the time the bonds are
issued. Please see PNM Table TSB-3 (3-15-21 Supplemental) below for the

derivation of the estimated net book value.

PNM Table TSB-3 (3-15-21 Supplemental)
Estimated Four Corners Power Plant Net Book Value for Capital Clearings Between January 1, 2019 and June 30, 2020

S in millions

Capital Clearings - January 1, 2019 - June 30, 2020 S 23.0
Increase to Accumulated Depreciation Reserve - January 1, 2019 - June 30, 2020 (0.7)
Undepreciated Investment at 6/30/2020 for Capital Clearings January 1, 2019 to June 30, 2020 22.3
Estimated Increase to Accumulated Depreciation Reserve - July 1, 2020 - December 31, 2024 4 (1.6)
Estimated Undepreciated Investment at 12/31/2024 for Capital Clearings January 1, 2019 to June 30, 2020 S 20.8

10
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WHAT IS THE ESTIMATED NET BOOK VALUE OF THE EXPECTED
CAPITAL ADDITIONS BETWEEN JULY 1, 2020 AND DECEMBER 31,
2024 INCLUDED IN PNM’S ESTIMATED UNDEPRECIATED
INVESTMENT TO BE FINANCED THROUGH SECURITIZATION?

Between July 1, 2020 and December 31, 2024, PNM has projected it will incur
approximately $73.0 million of generation capital additions to FCPP. Please see
the supplemental testimony of PNM Witness Fallgren for further detail on these
capital additions. PNM Witness Fallgren addresses how these investments
meet the ETA’s definition of abandonment costs to be recovered through
securitized financing. PNM estimates that the December 31, 2024 net book
value for these capital additions will be approximately $70.5 million. As
discussed in my direct testimony in this case, PNM proposes to true up the
difference between the estimated undepreciated net book value included in the
abandonment costs, and the actual undepreciated net book value to be included
at the time the bonds are issued. Please see PNM Table TSB-4 (3-15-21

Supplemental) below for the derivation of the estimated net book value.

PNM Table TSB-4 (3-15-21 Supplemental)

Estimated Four Corners Power Plant Net Book Value for Capital Clearings Between July 1, 2020 and December 31, 2024

Sin millions
Estimated Capital Clearings - July 1, 2020 - December 31, 2024 S 73.0
Increase to Accumulated Depreciation Reserve - July 1, 2020 - December 31, 2024 (2.4)
Estimated Undepreciated Investment at 12/31/2024 for Estimated Capital Clearings July 1, 2020 - December 31, 2024 70.5

11
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DO THE PROJECTED INVESTMENTS OF $73 MILLION MADE
BETWEEN JULY 1, 2020 AND DECEMBER 31, 2024 SATISFY THE
CRITERIA OF SECTION 2(H)(2)(d) OF THE ETA? (FEBRUARY
ORDER ISSUE 1(a))

Yes. These investments are the same as those identified in Table TSB-4 to my
direct testimony as “Capital Clearings — July 1, 2020 — December 31, 2024.” The
investments are properly included in the amount to be recovered through
securitization financing under the ETA because, as PNM witness Thomas G.
Fallgren explains in his supplemental testimony, they are necessary to maintain

the safe and reliable operation of FCPP before PNM leaves the plant.

FINANCIAL IMPACT OF THE FCPP ADJUSTMENTS ORDERED IN
THE 2016 RATE CASE

WHAT ADJUSTMENTS RELATED TO FCPP DID THE COMMISSION
ORDER IN THE 2016 RATE CASE?

In the 2016 Rate Case, the Commission determined that the appropriate remedy for
the potential imprudence of PNM’s decisions for FCPP was to require PNM to
adjust the stipulated illustrative cost of service study to reflect a debt-only return
on $148.7 million of capital investments associated with PNM’s request to include
in rate base investments for the FCPP selective catalytic reduction control project
(approximately $90.1 million) and other capital improvements in FCPP

(approximately $58.6 million) during the linkage and test period (July 1, 2016 —

12
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December 31, 2018). PNM filed these adjustments to its cost of service as part of
its compliance filing required by the Commission, which is attached to my
testimony as PNM Exhibit TSB-1 (3-15-21 Supplemental). In addition to the debt
only return adjustment, the Commission required PNM to further reduce the
stipulated illustrative cost of service study by $4.4 million.? The stipulating parties

filed a Modified Revised Stipulation and a modified illustrative cost of service

reflecting the Commission’s adjustments on January 23, 2018.

WHAT FINANCIAL IMPACT DID THE DEBT-ONLY RETURN ON FCPP
CAPITAL INVESTMENTS HAVE ON PNM?

As a result of the debt-only return on $148.7 million of capital investments, PNM
recorded a $27.9 million pre-tax impairment loss for generally accepted accounting
principles (“GAAP”) reporting purposes only. The impairment loss represents the
net present value of the future uncollectable return on equity on the $148.7 million

projected capital investments.

2 Revised Order Partially Adopting Certification of Stipulation at 167 (January 10, 2018); Order on Notice
of Acceptance at Ordering Paragraph A (January 17, 2018).

13
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HAS PNM REDUCED THE FCPP ESTIMATED UNDEPRECIATED
INVESTMENTS FROM THE 2016 RATE CASE TO BE RECOVERED
THROUGH SECURITIZATION?
No. The Commission required and approved the treatment I have applied.
Paragraph 8 of the Modified Revised Stipulation provides that any accounting
requirements under GAAP affecting the valuation of these assets on PNM’s
financial statements shall not affect the rate base value of the $148 million
investment at FCPP for purposes of setting retail service rates. As specified in the
approved Stipulation, PNM has not reduced rate base for regulatory reporting
purposes by the GAAP impairment loss; therefore, the full value of the capital
investments are properly included in the estimated undepreciated investment to be
recovered through securitization financing pursuant to Section 2(H)(2)(c) of the

ETA.

WILL THE COMMISSION’S DEBT-ONLY RETURN ON
DETERMINATION FOR THESE FCPP INVESTMENTS BE CARRIED
FORWARD THROUGH THE PROPOSED SECURITIZATION
FINANCING?

Yes. Under securitized financing, PNM would remove these FCPP investments, as
well as other FCPP investments, from its rates and would issue securitized bonds
that include the amounts removed from rates. PNM earns no further debt or equity

return on these FCPP capital investments, and customers repay these bonds to the

14
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bondholders at generally more favorable interest rates than PNM’s cost of debt, as
discussed by PNM Witness Atkins in his Direct Testimony. This has the effect of
applying the Commission’s debt-only remedy at an anticipated lower interest rate
to all of the undepreciated investments in FCPP, not just those at issue in the 2016

Rate Case.

IV. ENERGY TRANSITION CHARGE IMPACTS

HAS PNM QUANTIFIED THE IMPACTS TO THE ENERGY
TRANSITION CHARGE FOR EACH TRANCH OF UNDEPRECIATED
INVESTMENT SHOWN IN PNM TABLE TSB-1 (SUPPLEMENTAL)?
(FEBRUARY ORDER ISSUE 1)

Yes. PNM Exhibit TSB-4 (3-15-21 Supplemental) reflects the amount of
energy transition charge first year revenue requirement, as discussed in the
direct testimony of PNM Witness Atkins, by each tranch of December 31,
2024 undepreciated investment shown in PNM Table TSB-1 (3-15-21
Supplemental). Please see the supplemental testimony of PNM Witness

Michael Settlage for the associated estimated customer bill impacts.

15
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V. CONCLUSION

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

16
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BEFORE THE NEW MEXICO PUBLIC REGULATION COMMISSION

IN THE MATTER OF THE APPLICATION )
OF PUBLIC SERVICE COMPANY OF NEW )
MEXICO FOR APPROVAL OF THE )
ABANDONMENT OF THE FOUR CORNERS
POWER PLANT AND ISSUANCE OF A
SECURITIZED FINANCING ORDER

Case No. 21-00017-UT

PUBLIC SERVICE COMPANY OF

)
)
)
)
)
NEW MEXICO, )
)
)

Applicant.

SELF AFFIRMATION

THOMAS S. BAKER, Manager, Cost of Service for PNMR Services Company, upon
being duly sworn according to law, under oath, deposes and states: I have read the foregoing
Supplemental Testimony of Thomas S. Baker and it is true and accurate based on my own

personal knowledge and belief.

DATED this 15th day of March, 2021.

/s/ Thomas S. Baker
THOMAS S. BAKER

GCG #527765
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