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GLOSSARY OF ACRONYMS AND DEFINED TERMS

Acronym/Defined Term Meaning
Commission Public Utility Commission of Texas
kWh Kilowatt-hour
MWh Megawatt-hour
MMBtu Million British Thermal Unit
NYMEX New York Mercantile Exchange
PSCo Public Service Company of Colorado, a

Colorado corporation
SPS Southwestern Public Service Company
Xcel Energy Xcel Energy Inc., parent of SPS
XES Xcel Energy Services Inc.
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LIST OF ATTACHMENTS

Attachment Description

MEM-1 Revised Formulas
(Filename: MEM-1 (pgs 1& 2).doc);
(Filename: MEM-1 (pgs 3 & 4).xls)

MEM-2 Tariff Sheets for Fixed Fuel Factors
(Filename: MEM-2.doc)
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DIRECT TESTIMONY
OF
MICHAEL MALLY

I. WITNESS IDENTIFICATION AND QUALIFICATIONS

Please state your name and business address.
My name is Michael E. Mally. My business address is 1800 Larimer, Denver, Colorado.

On whose behalf are you testifying in this proceeding?

> Lo P R

I am filing testimony on behalf of Southwestern Public Service Company
(“SPS”), a New Mexico corporation and wholly owned subsidiary of Xcel Energy
Inc. (“Xcel Energy”). Xcel Energy is a registered holding company that owns
several electric and natural gas utility operating companies and a regulated natural
gas pipeline company.’
Q. By whom are you employed and in what position?
I am employed by Xcel Energy Services Inc. (“XES”), the service company subsidiary of
Xcel Energy, as Manager, Revenue and Cost Analysis.
Q. Please briefly describe your duties as Manager, Revenue and Cost Analysis.
My duties include developing jurisdictional revenue requirements and cost of service
studies. Additionally, I am responsible for coordinating and preparing SPS fuel filings as
well as the development of related fuel recovery mechanisms. Finally, I am responsible
for supervising the development of revenue forecasts for the Operating Companies during

the annual budget and monthly forecasting processes.

! Xcel Energy is the parent company of the following four wholly owned utility operating

companies: Northern States Power Company, a Minnesota corporation; Northern States Power Company, a
Wisconsin corporation; Public Service Company of Colorado (“PSCo”), a Colorado corporation; and SPS.
Xcel Energy’s gas pipeline subsidiary is WestGas InterState, Inc.

e —— e
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Please describe your educational background.

I attended Colorado State University from 1981 to 1984. I graduated from University of
Denver in 1985 with a Bachelor of Science degree in Business Administration, with an
empbhasis in finance.

Please describe your professional experience.

I began doing regulatory work in 1989 for PSCo and subsequently for New
Century Services, Inc. and XES. I have worked in various positions including
Contract Specialist, Rate Applications Analyst, Rate Accountant, Pricing
Specialist, and Rate Consultant. In July 2005, I accepted my current position as
Manager, Revenue and Cost Analysis for XES.

Have you previously testified before any regulatory commission?

Yes. I have testified before the Public Utility Commission of Texas
(“Commission”), the New Mexico Public Regulation Commission, and the

Federal Energy Regulatory Commission.
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IL. ASSIGNMENT

What is your assignment in this proceeding?

I will present SPS’s proposed fuel factor formulas. Also, I will present the fuel
factors resulting from the proposed formulas and the applicable market
information used to derive those factors. In addition, I will present SPS’s
proposed tariff sheet reflecting revised fuel factors derived from the proposed

formulas.

m
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1. SPS’S PROPOSED FUEL FACTOR FORMULAS

What methodology is SPS currently using to determine its fixed fuel factors?
As explained in the direct testimony of SPS witness Karen Roberts, SPS currently
utilizes Commission-approved formulas to set its fixed fuel factors.
What formulas does SPS currently use to adjust its fixed fuel factors?
The current Commission-approved formulas are the following:

Jun-Sept factor in $/MWh = 32.395 + (4.930 (G - 5.578))

Oct-May factor in $/MWh =32.211 + (4.316 (G — 6.113))
Where G is the average of the New York Mercantile Exchange (“NYMEX”)
closing prices for natural gas at the Henry Hub for the last 20 trading days prior to
the filing. Closing prices included in the 20 day average will start with closing
prices for the month that the fuel factors will be effective and extend forward for
the subsequent 12 months.

When the current formulas were approved in 2009, the system average
eligible fuel and purchased energy costs were projected to be $32.395 per
megawatt-hour (“MWh”) for the June-September period, and $32.211/MWh for
the October-May period. At the time the forecast was produced, the average
NYMEX prices for the last twenty trading days of the month prior to filing for the
formula change were $5.578 per million British thermal unit (“MMBtu”) for
June-September and $6.113/MMBtu for October-May. The change in eligible
system average fuel cost for each dollar change in the price of natural gas was
projected to be $4.930/MWh for June-September and $4.316/MWh for October-

May.
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What are the revised formulas SPS is proposing to use?
The revised formulas SPS proposes are:
Jun-Sept factor in $§ per MWh = 34.681 + (6.701 (Waha — 3.915))
Oct-May factor in $ per MWh = 34.458 + (6.480 (Waha — 3.909))
Where Waha is the average of the last twenty trading days prior to filing of
NYMEX closing prices for natural gas at the Henry Hub plus the closing prices
for the Waha Basis Differential. Prices included in the 20 day average will start
with the month in which the fuel factors will be effective and extend forward for
twelve months.

Projections of eligible fuel and purchased energy costs are $34.681/MWh
for the June-September period, with each dollar change in natural gas prices
projected to change the eligible fuel cost by $6.701/MWh. The average Waha
price as described above for June-September at the time of the forecast was
$3.915. Projections of eligible fuel and purchased energy costs are $34.458/MWh
for the October-May period, with each dollar change in natural gas prices
projected to change the eligible fuel cost by $6.480/MWh. The average Waha
price as described above for October-May at the time of the forecast was $3.909.
Both the summer and winter fuel factors will be updated each time SPS makes a
filing under SUBST. R. 25.237.

How do you determine the effect on system average cost of one dollar change
in gas prices?
The model used to determine the system average fuel and purchased power costs

is re-run with gas prices increased by one dollar and with gas prices decreased by
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one dollar. By comparing the change in system average cost for both runs against
the cost resulting from the base case it can be determined what the effect of a
dollar change in gas has on the system average cost.

Were the new formulas developed in the same manner as the current
formulas?

Yes. Production cost models for the period of January 2012 through December
2012 were developed using energy price forecasts and load forecasts. The
production cost modeling, energy price forecasts, and other factors affecting
SPS’s dispatch of its resources are described in David Horneck’s direct testimony.
Luke Jaramillo describes the load forecast in his direct testimony. After the fuel
and purchased power costs were determined using the production cost model,
adjustments were made to determine eligible fuel and purchased power costs.
Why is it necessary to adjust the results of the production cost model to
determine eligible fuel and purchased power costs?

SPS serves retail customers in New Mexico and Texas, and it also has wholesale
customers. SPS treats its system as a whole for dispatch and modeling purposes,
but because the different jurisdictions define eligible or recoverable fuel and
purchased power costs differently (either through rules or regulatory orders), it is
necessary to make adjustments to the output of the production cost model to

account for these differences.

- _ . ]
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Q. Do the formulas consider all Commission rules and previous Commission
orders that would have an effect on eligible fuel and purchased power costs?

A. Yes. Attachment MEM-1, page 3, starts with total company fuel costs and
purchased energy costs from the production cost model (line nos. 5 and 7) and
makes adjustments to arrive at a total company eligible fuel and purchased energy
costs in accordance with rules and previous Commission orders (line No. 12).
The projected eligible costs are then allocated to arrive at Texas applicable fuel

costs (see line no. 23).

“
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IV.  SPS’S PROPOSED FUEL FACTORS

What are the fuel factors that SPS is proposing?
SPS is proposing fuel factors of $0.034681 per kilowatt-hour (“kWh™) for June-
September and $0.034458/kWh for October-May. Those factors are based on the
proposed formulas using the average of the 20 trading days from October 10,
2011 through November 4, 2011 of NYMEX closing prices for natural gas at the
Henry Hub plus the closing prices for the Waha Basis Differential for the
applicable months of 2012. These fuel factors are then differentiated to account
for line losses corresponding to the type of voltage at which the electric service is
provided using multipliers based on SPS’s most recently approved line loss study
from Docket No. 38147.2

The following table shows a comparison of the current factors with the

factors resulting from the new formula.

Table MEM- 1
Current Current Proposed Proposed
Fuel Fuel Fuel Fuel
Factors Factors Factors Factors
June — Sept. | Oct. - May | June - Sept | Oct - May
$/kWh $/kWh $/kWh $/kWh

Voltage Level 0.029797 0.028787 0.034681 0.034458
Fuel Factors
Secondary 0.030785 0.029849 0.036249 0.036152
Distribution
Primary 0.030391 0.029467 0.035595 0.035499
Distribution
Sub-transmission 0.028481 0.027616 0.033037 0.032948
Backbone 0.028278 0.027418 0.032792 0.032704
Transmission

2 Tex. Pub. Util. Comm’n, Application of Southwestern Public Service Company for

Authority to Change Rates and to Reconcile Fuel and Purchased Power Costs for 2008 and 2009. Docket
No. 38147 (March 25, 2011).

.m
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Q. Have you prepared a tariff reflecting the fuel factors resulting from the
application of the updated formulas?

A. Yes. I have prepared a tariff for the summer (June through September) and winter
(October through May) fuel factors derived from the proposed formulas. These

are shown in Attachment MEM-2.

-
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V. CONCLUSION

Q. Were Attachments MEM-1 and MEM-2 prepared by you or under your
supervision and control?

A. Yes.
Does this conclude your testimony?

Yes.

m‘
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AFFIDAVIT

STATE OF TEXAS )
o )
COUNTY OF POTTER )
MICHAEL E. MALLY, first being sworn on his oath, states:

I am the witness identified in the preceding testimony. I have read the testimony and the
accompanying attachments and am familiar with their contents. Based upon my personal
knowledge, the facts stated in the testimony are true. In addition, in my judgment and based
-upon: my professional experience, the opinions and conclusions stated in the testimony are true,

valid, and accurate.

MICHAEL E. MALLY¥

. DONNA M. ANDERSON
NOTARY PUBLIC,
STATE OF TEXAS
My Commission Expires 06-17-2012

Subscribed and sworn to before me this / . :5 day of November 2011 by MICHAEL E. MALLY.

R N,

Notary Public, State of Texas
My Commission Expires: @ ,// 7, /aZﬂ/cZ/

a
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Attachment MEM-1
Page 1 of §

Semi-Annual Adjustment Formula

June through September Fuel Cost Factor expressed in $ per MWh

=34.681 + (6.701 (Waha — 3.915))

Where:

I

34.681

6.701

Waha =

NYMEX =

WBD =

3915=

Average Texas Retail fuel cost factor in dollars per MWh covering June through
September as shown on pages 3 and 4;

Based on PROSYM analysis, SPS estimates that for every one dollar ($1.00) per
MMBtu change in the price of natural gas would result in a change in reconcilable
fuel expense equal to $6.701 per MWh:

NYMEX + WBD

the average of NYMEX closing prices for natural gas at the Henry Hub for the last
20 trading days of the month prior to filing. Closing prices included in the 20 day
average will start with prices for the month that the factors will be effective;

the average Waha closing basis differentials for the last 20 trading days of the month
prior to filing. Closing prices included in the 20 day average will start with prices
for the month that the factors will be effective;

This factor was calculated based on the average of the 20 trading days of October 10,
2011 through November 4, 2011 of the NYMEX Henry Hub closing prices phus the
Waha Basis Differential closing prices for the months of June through September
2012. This time period was used in the development of the $34.681 per MWh fuel
cost factor.
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Attachment MEM-1
Page 2 of 5

Semi-Annual Adjustment Formula

October through May Fuel Cost Factor expressed in $ per MWh

=34.458 + (6.480 (Waha — 3.909))

Where:

34458 =

6480 =

Waha =

NYMEX =

WBD =

3909 =

Average Texas Retail fuel cost factor in dollars per MWh covering October through
May as shown on pages 3 and 4;

Based on PROSYM analysis, SPS estimates that for every one dollar ($1.00) per
MMBtu change in the price of natural gas would result in a change in reconcilable
fuel expense equal to $6.480 per MWh:

NYMEX + WBD

the average of NYMEX closing prices for natural gas at the Henry Hub for the last
20 trading days of the month prior to filing. Closing prices included in the 20 day
average will start with prices for the month that the factors will be effective;

the average Waha closing basis differentials for the last 20 trading days of the month
prior to filing. Closing prices included in the 20 day average will start with prices
for the month that the factors will be effective;

This factor was calculated based on the average of the 20 trading days of October 10,
2011 through November 4, 2011 of the NYMEX Henry Hub closing prices plus the
Waha Basis Differential closing prices for the months of October through May
2012. This time period was used in the development of the $34.458 per MWh fuel
cost factor.

16
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Attachment MEM-1

Page 4 of 5
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ELECTRIC TARIFF
FUEL COST RECOVERY FACTOR

Application of fuel cost recovery factors are as follows:

SECONDARY DISTRIBUTION FUEL COST RECOVERY FACTOR:

The Secondary Distribution fuel cost recovery factor to be billed is 3.6249¢ per kilowatt-hour
for the months of June-September and 3.6152¢ per kilowatt-hour for the months of October-
May and shall apply when service is metered at less than approximately 2.4 kV.

PRIMARY DISTRIBUTION FUEL COST RECOVERY FACTOR:

The Primary Distribution fuel cost recovery factor to be billed is 3.5595¢ per kilowatt-hour for
the months of June-September and 3.5499¢ per kilowatt-hour for the months of October- May
and shall apply when service is metered at greater than or equal to approximately 2.4 kV and
less than approximately 69 kV.

SUB-TRANSMISSION FUEL COST RECOVERY FACTOR:

The Sub-transmission fuel cost recovery factor to be billed is 3.3037¢ per kilowatt-hour for the
months of June-September and 3.2948¢ per kilowatt-hour for the months of October-May and
shall apply when service is metered at greater than or equal to approximately 69 kV and less
than approximately 115 kV or loss compensated meters are used to include losses to the sub-
transmission.

BACKBONE-TRANSMISSION FUEL COST RECOVERY FACTOR:

The Backbone transmission fuel cost recovery factor to be billed is 3.2792¢ per kilowatt-hour
for the months of June-September and 3.2704¢ per kilowatt-hour for the months of October-
May and shall apply when service is metered at greater than or equal to approximately 115 kV
or loss compensated meters are used to include losses to the backbone transmission.
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