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Dear Desert Southwest Region Customers:

Over the past couple of years, Western has had numerous customer meetings to
discuss work plans, specific projects such as prepayments, rates and other normally
scheduled meetings for Parker-Davis (P-DP), Intertie, Boulder Canyon, Central Arizona,
and the Colorado River Storage projects. The intent of these meetings was to share
Western’s plans and issues; and to obtain your insight and knowledge so that informed
decisions could be made.

Many of these discussions revolved around new requirements that have been placed on
utilities and Federal agencies over the past few years. Others addressed long-standing
issues that can no longer be delayed. These include:

o New North American Electric Reliability Council (NERC) Compliance Requirements.
These requirements are now mandatory for the industry and have resulted in new
equipment and related maintenance, as well as additional workload in areas such as
vegetation management, physical and cyber security and documentation and
reporting. We are diligently working to maximize the effectiveness of our programs
to accommodate these requirements as economically as possible. However, even
without the new compliance requirements, cost increases in physical and cyber
security would require increased budgets and staffing to maintain the safety and
reliability of our systems.

e Aging transmission infrastructure assets. These transmission assets require
increased maintenance and construction costs. The problem has been exacerbated
by the lack of an adequately funded capital program. The life cycle of transmission
assets, especially on the P-DP system, has been exceeded, and increased
maintenance and replacements must be completed to alleviate reliability, safety and
environmental concerns. This condition impacts the budgets for the maintenance
and construction programs and will result in increased staffing. While Western is
concerned about increasing costs and staffing, we also understand the importance of
reliability to our customers.

These are the primary drivers that will increase costs and staffing in fiscal year

(FY) 2012. Although we are unable to anticipate what the approved FY 2012 budget will
be, based on the above overriding issues in addition to normal salary and workforce
planning pressures, we have requested an increase in our budget. Currently, we
anticipate that the FY 2012 Operation and Maintenance costs may increase
approximately 10% from FY 2010. As we have discussed in humerous venues,



anticipated Construction program costs are likely to escalate to a greater degree due to
a growing need to replace transmission infrastructure that has exceeded its anticipated
lifespan. DSW will request an additional 12 new staff members for FY 2012 to alleviate
personnel shortages and to address these challenges. As always, the increased costs
and staffing will be shared among the power systems and trust customers through direct
charging or an allocation process, depending upon the project.

While costs and staffing are anticipated to increase, DSW will strive to mitigate the
increases. With the new opportunities to work with you in developing and funding a
capital program, as well as our regularly scheduled meetings, we will have numerous
occasions to discuss ways to appropriately utilize these resources. Although we have
discussed these general concerns with our customers in various venues, | am sending
this summary to all customers in the interest of full transparency. Should you have any
questions regarding the information above, please feel free to contact me at
602-605-2522 or Ms. Ethel Redhair at 602-605-2566.
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