Department of Energy
Western Area Power Administration
Desert Southwest Customer Service Region
P.O. Box 6457
Phoenix. AZ 85005-6457

NOY 17 201

Central Arizona Project
23636 N Seventh Street
Phoenix, AZ 85024

Attn: Theodore C. Cooke

Dear Mr. Cooke:

In response to your letter dated October 20, 2011 as it relates to the Cost Allocation
Methodology Proposal, we are providing the following responses to your questions:

1) Cost Savings/Avoidance (Slide 8, Operations Cost Allocation — Customer
Presentation) — This slide seems to imply that Western is “saving/avoiding” $260,000
per year on an on-going basis. Relative to your budget of $16+ million, this amount
seems almost trivial. Rather than go through with all of this, it might be better for the
Power Systems taking the brunt of your re-allocation costs (Fyringpan Arkansas,
CAP, Boulder Canyon, and Non-Federal —Slide 27) to merely pay Western $260,000
per year. Are these total savings?

RESPONSE: These are two different budgets. The $16 million is all labor costs and the
$260,000 is capital infrastructure costs. The labor allocation and infrastructure costs are
not related and was displayed in the presentation as an update to the Operations
Consolidation. Therefore, paying Western the $260,000 would have no impact on the
labor allocation. However, Western believes any savings, including the $260,000, is
significant and adds up over the years, which would contribute to the downward
pressure on the rates.

2) Proposed Cost Allocation (Slides 14 — 20) — Western concludes on Sheet 21 that
Generation Nameplate and Transmission Miles are the appropriate allocation

metrics. Western is proposing to use 565 megawatts of generation in allocating cost
to CAP.

a. What generation nameplate of 565 megawatts is CAP?

RESPONSE: Primarily, CAP/Navajo generation is NGS, which is 547 MW. The
other generation utilized is New Waddell, which is a pump/generating facility with
a maximum output of 45 MW. This equates to a total generation of 592 MW.
After further analysis, the BOR website lists the New Waddell plant to be
generating 45 MWs in lieu of 18 MW.



b. What about Western marketing of Navajo Surplus?

RESPONSE: All costs for Navajo generation are charged to the Development
Fund, whether it is used for Navajo Surplus or CAP load.

c. As for transmission, CAWCD does not find this discussion compelling
especially as regards the whole point of operations, system reliability. This
occurs by controlling the transmission system through breakers, not through
managing the length of transmission lines. CAWCD urges Western to
examine using the number and/or size of breakers.

RESPONSE: Western agrees with the commenter that the Operations Cost
Allocation and the metric used have little to do with the Reliability. As to the use
of circuit breakers for the allocation methodology, there are many reasons why
use of circuit breakers was discounted; here are a few of those:

I. A circuit breaker is only one of many pieces of the power system
equipment, e.g. transformer, disconnect switch, instrument
transformer, grounding switch, etc.

ii. Using circuit breakers is not a true representation of the work done by
Operations staff (low correlation for tasks related to AGC, Balancing
Authority Scheduling, Transmission Switching, or Transmission
marketing or use of OASIS). Bus configurations that result in higher
breaker counts, such as breaker-and-a-half configurations, often result
in less workload than those with fewer breakers, such as main and
transfer bus configurations.

iii. Western doesn't use or track circuit breaker statistics in its annual
report.

iv. Statistics used for the proposed cost allocation (generation capability
and transmission miles) are readily available to customers via BOR
and Western's websites providing transparency.

v. Western often uses main and transfer bus configuration, thus, it would
be difficult to assign the tie breaker to a specific project when multiple
projects are connected to a single bus.

vi. Using circuit breakers as a metric for cost allocation renders an unjust
and unfair cost allocation among Federal Projects.

3) Impact of Cost Allocation Proposal (Slide 24) — As for generation on Sheet 24 as it
applies to CAP, CAWCD maintains this amount should be zero for the following




4)

5)

6)

reasons. Using an arbitrary generation number does not recognize the
“‘complexities” of “CAWCD moving to WALC BA.” Western does not control any
CAP generation directly. While CAWCD recognizes impacts to Western operations
of “*handling” the U.S. entitlement in Navajo Generating Station, that impact is best
handled as a trust project as (i) Navajo generation may go away negating Western's
search for a long-term allocation process; (i) there are other methods of “handling”
the U.S. entitlement in NGS less impactful on Western operations; and (iii) CAWCD
may opt for service from another Balancing Authority, especially if such cost shifts
occur.

RESPONSE: Moving CAP's transmission system along with its generation and load
inside WALC BA is all the more reason to include both transmission miles and
generation capability of this project in the proposed cost allocation. Navajo's entitiement
is currently dynamically transferred into WALC BA and it impacts Western's AGC
operation and Transmission Scheduling, so that is appropriate that the efforts taken by
Western to manage CAP's resources should be captured. If and when Navajo's
generation goes away, Western's efforts in managing that resource will be reduced or
eliminated and Western will adjust its allocation computation accordingly.

As for transmission, CAWCD believes 266 miles to be more factual than 275 miles.

RESPONSE: The transmission mile data for the presentation was obtained from
Western's Annual Report. The amount provided in the annual report was footnoted as
275 line miles maintained by Western and owned by Bureau of Reclamation. As part
of this allocation methodology in FY14, Western is committed to continually revalidating
capacity and line mile data in order to most accurately reflect the allocations being
utilized. Please provide the source of any data you have indicating a different number
so it can be considered during this revalidation.

Relative to Slide 24, it would be helpful to have the data shown on Slide 24 provided
for some test or historical years under existing allocation procedures so that we may
measure the impacts the proposed cost allocation proposal may have on Central
Arizona Project water users.

RESPONSE: See the attached spreadsheet entitled “Final FY 11 OCP Allocation”.

CAWCD will need assistance from Western in evaluating impacts because of the
number and disparate nature of contracts maintained between our two organizations
— Administration of U.S. Entitlement in the Navajo Project, Contract 10537, Letter
Agreement 11643 and Operating Agreement. In our analysis of the impacts of
Western's proposals, CAWCD must attribute the impact of the proposed cost
allocation among these agreements.

RESPONSE: Western will assist CAWCD with this analysis.
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Please contact either Darren Buck, RMR Power Systems Operations Manager at 970-461-
7693 or myself at 602-605-2404 if you have any further questions or comments. Thank you
in advance for your assistance in this matter.

Sincerely,

) (y ~— U (e

;'\_ {i:f f WA [T N V-
Catherine M. Castle

Cost Allocation Project Manager

Attachment
cc: G0000, Darrick Moe

G6000, Debby Emler
J4000, Darren Buck
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