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I. INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS. 

My name is Henry E. Monroy. Effective March 16, 2013, I became Director, Cost 

of Service and Corporate Budget for PNM Resources, Inc. ("PNM Resources" or 

"PNMR") and its affiliates including Public Service Company of New Mexico 

("PNM" or the "Company"). Prior to that date, I was Director, Utility Accounting 

in which I was responsible for the oversight and management of the utility 

accounting functions at PNM and Texas-New Mexico Power Company 

('"TNMP"). My business address is Public Service Company of New Mexico, 

Main Offices, 414 Silver S\V, Mail Stop 0915, Albuquerque, NM 87102. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIONAl. EXPERIENCE. 

My educational background and professional experience are summarized in PNM 

Exhibit HEM-1, which includes a tabulation of cases before the New Mexico 

Public Regulation Commission ("Commission'' or "NMPRC"), Public Utility 

Commission of Texas, and Federal Energy Regulatory Commission, in which I 

have filed testimony or testified. 

PLEASE DESCRIBE YOUR RESPONSIBILITIES AS DIRECTOR, COST 

OF SERVICE AND CORPORATE BUDGET. 
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As Director of Cost of Service and Corporate Budget, I am responsible for revenue 

requirement and cost of service related work for PNM and TNMP. This 

responsibility includes preparation of revenue requirement analysis and required 

testimony for regulatory filings. I am also responsible for PNM Resources' corporate 

budget activities, which include preparation of PNM Resources' annual operating 

plan. 

WllAT IS THE PURPOSE OF YOlJ'R DIRECT TESTlMO~TY? 

The purpose of my testimony is to address the revenue requirement and customer rate 

impacts associated with PNM's compliance with the Regional Haze Rule w1der the 

federal Clean Air Act. Specifically, my testimony addresses the following: 

• The revenue requirements associated with the Revised State Implementation Plan 

("Revised SIP") adopted by the New Mexico Environmental Improvement Board 

on September 5, 2013, including the installation of Selective Non-Catalytic 

Reduction technology (''SNCR") with balanced draft on San Juan Generating 

Station ("SJGS") Units 1 and 4, retiring Units 2 and 3, and replacing the retired 

capacity with a mix of resources including Palo Verde Nuclear Generating Station 

Unit 3 ("PV Unit 3''), additional capacity in SJGS Unit 4, new solar generation, and 

a gas peaking plant. This is the portfolio of resources identified in Jlv1r. 0' Connell's 

testimony as the Revised SIP with Palo Verde Unit 3 ("Revised SIP with PV Unit 

3"); 

• The revenue requirements of the Federal Implementation Plan ("FIP") 

requmng the installation of Selective Catalytic Reduction technology 
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(''SCR") on all four units at SJGS (no replacement power 1s added m 

connection with the FIP); 

• The potential impact on customer bills in 2018 under the Revised SIP with 

PV Unit 3 portfolio. 

HAVE YOU PREPARED EXHIBITS IN ADDITION TO PNM EXHIBIT HElVI-

l? 

Yes. I have prepared the following additional exhibits: 

• PNM Exhibit HEM-2: Summary of 2018 Estimated Revenue Requirements for the 

Revised SIP with PV Unit 3 

• PNM Exhibit HEM-3: Illustrative Weighted Average Cost of Capital ("WACC") 

• PNM Exhibit HEM-4: Undepreciated Investment in SJGS Unit 2 and 3 after 

Exchange for 78 MW in SJGS Unit 4 

• PNM Exhibit HEM-5: Estimated 2018 Palo Verde Unit 3 Revenue Requirement 

• PNM Exhibit HEM-6: Estimated 2018 SNCR Revenue Requirement 

• PNM Exhibit HEM-7: Estimated 2018 Revenue Requirement for 177 MW Gas 

Peaker 

• PNM Exhibit HEM-8: Estimated 2018 Revenue Requirement for 40 MW Solar 

Facility 

• PNM Exhibit HEM-9: Estimated 2018 SCR Revenue Requirement 

• PNM Exhibit HEM-10: Estimated 20-Year Annual Revenue Requirements for 

Altemative Resource Portfolios 
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• Pl\4'NI Exhibit HEM-11: Estimated Impact of Revised SIP with PV Unit 3 on 

Customer Bills in 2018 

II. REVENUE REQUIREl\IENTS 

BEFORE DISCUSSING SPECIFIC REVENlJE REQUIRElVIENTS, PLEASE 

IDENTIFY ANY COlVINION ASSlJMPTIONS USED IN THE REVENlJE 

REQUIRElVIENT CALCl..JLATIONS? 

First, all the revenue requirement calculations were made on a total company basis and 

these ammmts were then allocated to the New Mexico retail jurisdiction based on a 

generation demand allocator of 93.33c/b. Second, the revenue requirements of 

individual resources and plant additions were calculated without regard to fuel cost 

impact'>. The impacts of these additions on fuel costs are addressed in another section of 

my testimony where I compare the incremental changes in fuel costs of altemative 

resource portfolios. Third, to calculate the return on rate base, PNM used an after-tax 

weighted average cost of capital ('"WACC") of 8.18% which ret1ects PNM's actual 

capital structure as of December 31, 2012. Please see PNM Exhibit HEM-3 for the 

assumptions included in the calculation of the after-tax W ACC. 

IS PNlVI ASKING THE COMlVIISSION TO APPROVE THE CAPI'f AL 

STRUCTURE, \VACC, AND ALLOCATION F'ACTORS USED IN THE 

REVENUE REQUIRElVIENT CALCULATIONS? 
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No. The capital structure, W ACC, allocations, and resulting revenue requirements 

shown in my exhibits are presented solely to illustrate the potential impacts on 

revenue requirements of PNM' s proposals in this case. Actual revenue 

requirements will be determined in future rate proceedings. 

PLEASE SlJwiMARIZE THE ESTII\;1ATED REVENUE REQlJlREI\1EI"n'S OF 

THE REVISED SIP WITH PV ffi'>.llT 3 PORTFOLIO. 

PNM Exhibit HEM-2 presents the estimated 2018 revenue requirements of the Revised 

SIP with PV Unit 3 portfolio. This revenue requirement calculation includes the 

following resources and plant additions: 

• the incremental costs of recovering the tmdepreciated investment in SJGS Unit<> 2 

and 3 over a 20-year period, after the exchange for 78 MW of additional capacity in 

SJGS Unit4, 

• the installation of SNCR, including balanced draft, on SJGS Units 1 and 4, 

• PV Unit 3 at a value of $335 million ($2,500/kW), 

• a 177 MW gas peaking facility and 

• a 40 MW solar facility. 

The gas m1d solm· facilities have been included in the calculation of revenue 

requirements, even though they are not part of the application in this case, in order to 

provide the Commission with a complete picture of potential revenue requirements in 

2018. In addition, to present a total cost comparison between the Revised SIP with PV 

Unit 3 and the FIP, I have included the impacts associated with estimated savings in 
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O&M and fuel handling expenses at SJGS and impacts to base fuel costs tmder these 

two portfolios. 

III. SAN JUA:.~ GENERATING STATION 

HOW ·wiLL THE ACQUISITION OF 78 lVIW OF GENERATION CAPACITY 

IN SJGS L1NIT 4 BE REI:iLECTED ON PNM'S BOOKS? 

As described in the Direct Testimony of l.Vlr. Sategna, the 78 :!v1W will be acquired in 

exchange for 78 MW of capacity that PNM owns in Unit 3. The 78 MW of Unit 4 to be 

acquired will be recorded on PNM's books at the net book value per MW of PNM's 78 

MW of capacity in Unit 3 at the effective date of the acquisition. The value as of 

January I, 2015 is projected to be $673 per kW and would result in an increase in the net 

book value of PNM' s interest in SJGS Unit 4 of $52,494,000 and a decrea<>e of the same 

ammmt in the net book value of its interest in SJGS Unit 3. a<; shown in PNM Exhibit 

HEM-4. 

HAS PNM CALClJl..,ATED A SEPARATE REVENUE REQUIREMENT FOR 

THE PROPOSED ACQUISITION OF 781\IW IN SJGS UNIT 4? 

No. As stated above, this acquisition is the result of an exchange between SJGS Unit 3 

and SJGS Unit 4 at the estimated net book value of the SJGS Unit 3 capacity. Since the 

78 MW of capacity in Unit 3 is already included in customer rates, PNM does not 

expect any incremental revenue requirement to result from the exchange of that capacity 

for the same amount of capacity in Unit 4. 
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PI .. EASE IDENTIFY THE L~'DEPRECIATED INVESTMENT ASSOCIATED 

\VlTH SJGS lJNITS 2 Al~D 3 FOR WHICH PNM IS SEEKING RATE 

TREATMENT. 

The estimated book balance associated with the early retirement of SJGS Units 2 and 3 

is $204,995,787 as of December 31,2017, after the 78 MW transfer of capacity in SJGS 

Unit 3 for the same ammmt of capacity in SJGS Unit 4 on January 1, 2015. For this 

estimate, PNM took the net book value of Units 2 and 3 as of Jtme 30, 2013, and used 

current capital projections and existing depreciation rates to project the net book value a~ 

of December 31, 2017. Plea~e refer to PNM Exhibit HEM-4. 

\VHAT IS THE L"JCREMENT AL REVEI'.'UE REQUIREMENT ASSOCIATED 

WITH RECOVERY OF THE UNDEPRECIATED INVESTMENT IN SJGS 

UNITS 2 AND 3? 

TI1e incremental revenue requirement reflects the difference between the current 

treatment of Units 2 and 3, whereby PNM receives a full return on and of its investment 

in the units over their remaining lives of 36 years and PNM's proposal to receive a full 

return on and of the tmdepreciated investment in SJGS Unit 2 and 3 a<> a regulatory a<>set 

ammtized over a 20-year period. This shortening of the recovery period results in an 

incremental revenue requirement of $4,124,122 in 2018, as shown on PNM Exhibit 

HEM-4. 
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DOES THE ESTil\!IATED INCRKMENTAL REVENUE REQUIRElVIENT 

FOR RECOVERY OF THE l.JNDEPRECIATED INVESTMENT IN UNITS 2 

AND 3 INCLUDE THE EFI<"'ECTS OF ACCUlVIULATED DEFERRED 

L~COME TAXES ("ADIT")? 

Yes. PNM projects a rate base reduction in 2018 of $77,190,139 associated with the 

expected ADIT on the requested regulatory a-;set for the undepreciated investment in 

SJGS Units 2 and 3. 

ARI:<: THERE Ai'I"Y OTHER TAX RELATED ITEMS ASSOCIATED ~lTH 

THE UNDEPRECIATED INVESTME~, L~ SJGS UNITS 2 AND 3 THAT 

AFFECT THE REVENUE REQUIRElVIENT? 

Yes. There are two tax effects that will affect the recoverable amount. First, there are 

unreverscd flow-through ba<>is differences related to the investment in SJGS Units 2 and 

3, ptimarily Equity Allowance for Ftmds Used During Constmction ("AFUDC"). 

TI1esc differences bet\veen the book ba-;is and the tax basis of utility assets results in a 

benefit to customers through reduced recoverable income tax expense in the year they 

originated. The reversal of these flow-through differences will increase recoverable tax 

expense in the final revenue requirement calculations. Over the life of the underlying 

assets, there is no im .. l'ease or decrease to total recoverable income tax expense as a result 

of these basis differences. Second, Investment Tax Credit ("ITC") amortization related 

to the investment in SJGS Units 2 and 3 will decrease recoverable tax expense in the 

fmal revenue requirement calculation. PNM will calculate these impacts in future rate 

proceedings, but does not anticipate that the differences will be material. 
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ARE THESE TAX EFFECTS CURRENTLY L~CLUDED IN THE 

CALCULATION OF BASE RATES FOR PNM? 

Yes, they are. Currently, these items are recognized over the book life of the underlying 

plant assets. The recovery period will change to correspond to the 20-yem- recovery 

peri<-xl for the undepreciated investment in SJGS Unit 2 and 3. 

WHAT ARE THE O&M SAVINGS IDENTIFIED AS THE RESL"LT OF THE 

PROPOSED RETIREMENT OF SJGS UNITS 2 A[\!]) 3? 

PNM has projected the O&M savings associated with the retirement of SJGS Unit 2 and 

3 to be $22,301,049 in 2018, a<> shown on PNM Exhibit HEM-2. These savings were 

calculated by comparing the foreca<>ted 2018 O&M expense for the two SJGS units that 

will not be retired, to the forecasted O&M expense expected under the FIP for all fom 

units, but excluding any incremental O&M costs directly associated with the SNCR 

with balanced draft or SCR technology. These ammmts were excluded because they are 

sepm-ately accmmted for in the revenue requirements for the individual plant items, 

shown in Pm1 Exhibits HEM-6 and HEM-9 respectively. The O&M savings reflect a 

reduction in common costs, and general operations and maintenance and administrative 

expenses, as well as a reduction in fuel handling expenses. 

IV. PALO VERDE UNIT 3 

PLEA._'iE EXPLAIN THE CALCULATION OF THE REVENUE 

REQUIREJ\IENTS FOR PV UNIT 3. 
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PNM Exhibit HEM-5 presents the calculation of the 2018 revenue requirements related 

to recertifying PV Unit 3 as a resource to serve New Mexico retail customers. The 

calculation is based on an average rate base for calendar year 2018, plus projected 12 

months of expenses for 2018. The 20 18 revenue requirement is estimated at 

$67,758,087. The revenue requirement includes the following components: 

Rate Base: 

a. Net book value of the generation assets for PV Unit 3, as of January l, 2018. of 

$335,000,000, based on the fair valuation proposed by Mr. Damell of $2,500 per 

KW of capacity; 

b. Projected net book value of $2,976,377 related to the transmission assets associated 

with PV Unit 3; 

c. Estimated ADIT balances; 

d. Estimated working capital balances, including nuclear fuel inventory, materials and 

supplies inventory, and prepayments; 

Operating Expenses 

c. Estimated O&M expense to operate and maintain PV Unit 3, including n01malized 

outage expenses, and third-party transmission expense necessary to move power 

from PV Unit 3 to serve retail load; 

f. Estimated depreciation expense, ba<.;ed on a recovery period of 29 years, 

con·esponding to the termination date of the PV Unit 3 operating license in 2047; 

g,_ Estimated property taxes, based on the estimated balance of net plant in service; 

h. Estimated decommissioning expense based on projected ftmding requirements 

a'>sociated with the nuclear decommissioning of Palo Verde Unit 3; 
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Income Taxes and Other 

1. Federal and state income taxes for the return on rate base: <md 

l Revenue tax calculation based on the current New Mexico Inspection and 

Supervision ("I&S'') fees. 

V. SNCR WITH BALAt'JCED DRAFT 

PLEASE EXPLAIN THE CALCULATION OF THE REVENUE 

REQlJIREMENTS FOR SNCR WITH BALA~CED DRAFT. 

PNM Exhibit HEM-6 present-> the calculation of the 2018 revenue requirements for the 

SNCR with the balanced draft conversion. The projected in-service date for the SNCR 

is January 2016. The projected in-service dates for the balanced draft conversion are 

Ap1il 2015 for SJGS Unit 1 and December 2015 for SJGS Unit 4. The revenue 

requirement calculation assumes an average rate base for calendar year 2018, plus 

projected 12 months of expenses for 2018. The 2018 annual revenue requirement is 

estimated at $12,685,971. The revenue requirement includes the following components: 

Rate Base: 

a. Estimated gross plant in service, net of accumulated depreciation; and 

b. Estimated ADIT balances; 

Operatin2: Expenses 

c. Estimated O&M expense reflecting the cost of urea to operate the SNCR; 

d. Estimated depreciation expense, based on the remaining life of SJGS Units 1 and 4 

through 2053; 
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e. Estimated property taxes, based on the estimated balance of net plant in service; 

Income Taxes and Other 

f Federal and state income taxes for the retum on rate base; and 

& Revenue tax calculation based on the current New Mexico l&S fees. 

·wHAT ARE THE ESTL"VIATED CONSTRUCTION COSTS FOR THE SNCR 

AND BALANCED DRAFT AT SJGS L1'11TS 1 Ai'JD 4. 

PNM' s share of the costs of constmcting the SNCR and balanced draft on SJGS Units 1 

and 4, including AFUDC, is estimated to be $81,937,374. This amOLmt reflects PNM's 

increased ownership interest in SJGS Unit 4 as a result of the 78 MW transfer described 

earlier in my testimony. 

VI. REPLACElVIENT POWER 

\VHA T REPLAC'EMENT PO\VER OVfiONS HAVE YOU INCLUDED IN 

THE CALCULATION OF THE REVE~'lJE REQUIREMENT I<~OR THE 

REVISED SIP WITH PV Ul\1T 3 RESOlJRCE PORTFOLIO? 

In addition to the 78 MW of additional capacity in SJGS Unit 4, [md the inclusion of PV 

Unit 3 as a jurisdictional resource to serve New Mexico retail customers, for which 

PNM is seeking CCN approval in the proceeding, PNM has identified two potential 

replacement power facilities for which Connnission approval would be requested in 

future proceedings: a 177 MW ga-; peaking facility and a 40 MW solar facility. All of 
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these resources are included as replacement resources in PNM' s revenue requirement 

estimate for the Revised SIP with PV Unit 3 portfolio. 

PLEASE EXPLAIN THE CALCULATION OF THE REVENUE 

REQUIREMENTS FOR THE 177 M\V GAS FACILITY. 

PNM Exhibit HEM-7 presents the calculation of the 2018 revenue requirements for the 

projected 177 NIW gas facility. The projected in-service date for this facility is April, 

2018. The calculation assumes an average rate base for calendar year 2018, plus 

projected 12 months of cxpem;es for 2018. The 2018 annual revenue requirement is 

estimated at $21,537,655. The revenue requirement includes the following components: 

Rate Base: 

a. Estimated gross plant in service, net of accumulated depreciation, for the 177 MW 

gas facility and a gas pipeline to serve the facility; 

b. Estimated ADIT balances; 

Operating Expenses 

c. Estimated O&M expense reflecting the cost to operate and maintain the 177 NIW 

gas facility and ga'> pipeline; 

d. Estimated depreciation expense, based on an estimated useful life of 40 years; 

e. Estimated property taxes, based on the estimated balance of net plant in service; 

Income Taxes and Other 

[ Federal and state income taxes for the retum on rate base; and 

g,_ Revenue tax calculation based on the current New Mexico I&S fees. 

13 



Q. 

2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

DIRECT TESTIMONY OF 
HENRY E. MONROY 

N:MPRC CASE NO. 13-00 -UT 

PLEASE EXPLAL~ THE CALClJ'LATION OF THE REVENL'E 

REQUIREMENTS FOR THE 40 lYIW SOLAR FACILITY. 

PNM Exhibit HEM-8 presents the calculation of the 2018 revenue requirements for the 

proposed 40 MW solar facility. The projected in-service date for the 40 MW solar 

facility is January 2016. The calculation assumes an average rate base for calendar year 

2018, plus projected 12 months of expenses for 2018. The 2018 annual revenue 

requirement is estimated at $11,027,796. TI1e revenue requirement includes the 

following components: 

Rate Base: 

£h Estimated gross plant in service, net of acctm1ulated depreciation; 

b. Estimated ADIT balances; 

Operating Expenses 

c. Estimated O&M expense ret1ecting the cost to operate and maintain the 40 MW 

solar facility; 

d. Estimated depreciation expense, based on an estimated useful life of 30 years; 

e. Estimated propetty taxes. based on the estimated balance of net plant in service; 

Income Taxes and Other 

[ Federal and state income taxes for the return on rate base, including Federal 

Investment Tax Credits; and 

& Revenue tax calculation based on the cunent New Mexico I&S fees. 
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VII. BASE FlJEL IMP ACTS UNDER PNM APPLICATION 

HAS PNM CALCULATED THE BASE FlJEL IMPACTS ASSOCIATED 

WITH THE REVISED SIP \VITH PV UNIT 3 AND COMPARED THOSE TO 

THE BASE FUEL IMP ACTS OF THE FIP? 

Yes. PNM utilized PROMOD to calculate the forecasted ba-;e fuel cost for PNM retail 

customers tmder the Revised SIP with PV Unit 3 portfolio and w1der the FIP portfolio. 

PNM utilized the market p1ice curves provided by PACE Global that incorporate the 

projected impact<> of carbon and other factors on futme mm·ket plices for ga-; and 

electlicity. In 2018 there is a net fuel cost saving of $3,127,294 under the Revised SIP 

with PV Unit 3 portfolio compared to the FIP portfolio. These fuel cost savings are 

ptimalily the result of replacing coal with nuclear fuel, and the additional solar 

generation, which ha'> no fuel costs. 

VIII. REVENUE REQUIRE.MENT FOR OTHER ALTERNATIVES 

HAVE YOU PERFORMED A CALCULATION OI<' REVENUE 

REQUIREMENTS UNDER THE J11P RESOURCE PORTFOLIO? 

Yes. The 2018 revenue requirements for the FIP portfolio are shown in PNM Exhibit 

HEM-9. These revenue requirements assume the installation of SCR technology on all 

four units at SJGS. PNM has assumed the SCR technology on Unit 3 would be in-

service in May 2015, Unit 1 SCR would be in-service in December 2015, Unit 4 SCR 

would be in-service in May 2016 and Unit 2 SCR would be in-service in December 

2016. The revenue requirements identify the incremental operating expenses associated 
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with the FIP, including expenses specific to the operation and maintenance of the SCR 

technology, and depreciation and property taxes associated with the SCR. 

HAS PNM PREPARED M'Y OTHER REVENUE REQUIRElVIE~!S 

ANALYSES? 

Y cs. PNM has estimated the annual incremental revenue requirements for each year 

from 2014 through 2033 for each of the four alternative resource portfolios identified by 

Mr. O'Connell, including the Revised SIP with PV Unit 3, Revised SIP without PV 

Unit 3, the FIP, and retirement of all four w1its at SJGS. The table below shows the 

incremental revenue requirements of these pmtfolios over the 20-year phmning pe1iod. 

See PNM Exhibit HEM-10. 

N N N N N N N N N N N N N N N N N N N N 
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 

'"" '"" '"" '"" '"" '"" N N N N N N N N N N w w w w ..,. V1 (j\ -...; 00 <.D 0 '"" N w ..,. V1 (j\ -...; 00 <.D 0 '"" N w 
RSIP with PV3 FIP 

RSIP without PV3 Retirement of all Four Units at SJGS 
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IX. CUSTOMER BILL IMPACTS 

WHAT IS THE ESTilVIATED ANNUAL CUSTOlVIER BILL IlVIPACT 

UNDER THE REVISED SIP WITH PV UNIT 3 PORTFOLIO? 

PNM Exhibit HEM-11 presents the estimated annual customer bill impacts m 

2018 of the Revised SIP with PV Unit 3 portfolio. In these calculations the total 

revenue requirement was allocated among rate classes in proportion to the 

revenue generated by each rate class in 2012. For example, in 2012, residential 

customers contributed 44.38% of total revenues, so the bill impact estimate 

allocates 44.38% of the revenue requirements associated with the Revised SIP 

with PV Unit 3 to the residential customers. 

For an average residential customer consuming 600 kWh per month, the estimated 

annual bill impact in 2018 of the RSIP with PV Unit 3 is $87.91. A small power 

customer consuming 1,500 kWh per month would experience an estimated annual 

bill impact of $230.84 in 2018. Average bill impacts for other customer classes 

are shown on PNM Exhibit HEM-11. 

IS PNwt ASKING THE COMlVllSSION TO APPROV.E THE ESTilVIA TED 

BILL IMPACTS OR TO AUTHORIZE A CHANGE IN RATES AT THIS 

TIME? 

No. The estimated bill impacts have been provided solely to provide the 

Commission with information regarding the potential impact of approval of 
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PNM' s Application on future customer bills. The actual rate impact will depend 

on the actual revenue requirements and rate design adopted when new rates are 

set in future PNM retail rate proceedings. 

DOES TillS CONCLUDE YOUR DIRECT TESTil\101\i'Y? 

Yes. 

GCC#517365 
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