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MR. SCOTT LUND: Good norni ng.

Wel cone to our public information forum
My nane is Scott Lund, and |I'mthe rates nmanager here at
Desert Sout hwest Region. And I'll be the noderator as
well as a presenter this norning.

At this forum we will explain the proposed
rates for Network I ntegration Transm ssion Service and
Ancil |l ary Services under Rate Order No. WAPA-175. These
proposed fornmula rates will be effective Cctober 1, 2016,
t hrough Sept enmber 30, 2021.

This forum al so provides you with the
opportunity to ask questions about the proposed fornula
rates. Keep in mnd that questions should be relevant to
the rate process, and please wait until the presentation
is finished to ask any questi ons.

The Public Comment Forum for the proposed
formula rates is scheduled for this afternoon at 1 p.m
Mountain Standard Tinme at this [ocation. Witten
comments on the proposed fornula rates nmust be received
by the close of the consultation and comment period on
May 3, 2016. Coments should be sent to M. Ronald E
Moul t on, Senior Vice President and Regi onal Vice
Presi dent of Western's Desert Sout hwest Custoner Service
Region by mail to P. O Box 6457, Phoeni x, Arizona, 85005,

or by e-nmail to noulton@wapa.gov. That's mo-u-l-t-o0-n
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at wa-p-a.gov. And we'll have that address in the
presentation, and | can provide you with it after the
forumas wel | .

A verbatimtranscript of this forumw Il be
prepared by our court reporter. Everything said while
we're in session, together with the presentation, wll be
a part of the official record. Copies of the transcript
and the conplete record of the public process wll be
avail able for review here at the Desert Sout hwest
Regi onal O fi ce.

Any questions that we're not able to answer
this nmorning will be answered for you at either the
public coment forumor in witing. Unless anyone has
any questions about the procedures for this forum |||
go ahead and start the presentation.

So on our second slide, I'll walk you
through a little bit of the background on this rate
process. |'ll also tell you about the rate adjustnent
schedule. Then Todd Statler, a rate analyst here at DSW
w |l show you the transm ssion service rate proposals and
the ancillary service rate proposals and al so sumrari ze
them Then I'll cone back with next steps, contact
information, and we'll open the forumto any questions
you m ght have.

For background i nformation, the existing
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formula rates for the Network Service applicable to
Parker-Davis and the Intertie Projects expire

Sept enber 30, 2016. The existing fornula rates for
Ancil lary Services applicable to the Western Area Lower
Col orado, or WALC, Bal ancing Authority, or BA, expire on
Sept enber 30, 2016, as well.

DSWis proposing to change sone of the
formula rates, make mnor edits to the rate schedul es,
and i npl ement two new rate schedules. Now, we are
required to conduct a fornal public rate adjustnent
process to acconplish that and place the fornmula rates
into effect for a new five-year period.

So on slide nunber four, we have our rate
adj ust nent schedule. Back in August of 2015, we held an
informal neeting to show you the proposed formul a rates.
On February 3, 2016, we published a notice in the Federal
Regi ster announci ng the 90-day consultati on and comment
period for the proposed rates.

Today, we are having our public infornmation
forumas well as the public comment forum

On May 3, the consultation and coment
peri od ends. Around Septenber 1 of 2016, we'll publish
the provisional fornmula rates in the Federal Register,
and those rates wll be effective in Cctober of 2016.

Then sonetine thereafter, nost likely
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fiscal year 2017, FERC wll confirm and approve the rates
on a final basis.

"Il hand it off to Todd.

MR TODD STATLER  Good nor ni ng.

As Scott nentioned, ny name is Todd
Statler. |I'ma rates anal yst here at Wstern's Desert
Sout hwest Region, and I'l|l be presenting the rate
proposal s for Transm ssion Service and Ancillary
Ser vi ces.

We're going to start off with Network
| ntegration Transm ssion Service. And here, the nonthly
charge is a product of the Network custonmer's l|load-ratio
share tines 1/12 of the annual transm ssion revenue
requi rement for the applicable transm ssion system
Therefore, the existing fornmula rate is the nonthly
charge equal s Network custoner's | oad-ratio share tines
t he applicable transm ssion revenue requirenent divided
by 12. Under this rate process, we are not proposing any
changes to this formula rate for Network service.

Transm ssion | osses:

Currently | osses are addressed in the
i ndi vidual rate schedule for each project, the
Par ker-Davis Project, Interie Project, and Central
Arizona Project. In 2004, WALC devel oped a single | oss

rate and applied it uniformy across all the transm ssion
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systens. So what we're proposing here is to consolidate
all the provisions for |osses in individual project rate
schedul es to a single rate schedule for WALC, and t hat
woul d be schedul e 10 under Western's tariff. No changes
are bei ng proposed to the existing | oss percentage or
application. And by doing this, establishing the WALC
formula rate schedule for | osses will ensure consistent
treatnent across all of the projects.

Unr eserved use:

Currently, the penalties for unreserved use
are included, again, in each of the individual projects'
transm ssi on service rate schedules. However, the
cal cul ation of penalties and the | anguage descri bing the
penalties varies wwthin each rate schedule. So the DSW
proposes to unify all the penalty provisions and
consolidate theminto a single rate schedule for WALC
Again, this will ensure consistency across the projects
and with Western's tariff.

In continuing with unreserved use, the
proposed charge wll be two tines the maxi num al | owabl e
rate for the service at issue assessed as follows. The
penalty for a single hour is based on the daily
short-termrate. And the penalty for nore than one
I nstance of a given duration, for exanple, daily,

I ncreases to the next | ongest duration, exanple, weekly.
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In addition to this, you'll also be required to pay for
any Ancillary Services that were provided by WALC and
associ ated with the unreserved use.

SHANE SANDERS: Is this pretty standard in
the industry --

MR, STATLER  Yes.

SHANE SANDERS: -- this schedul e?

MR. STATLER: Having these penalty charges,
or havi ng a standal one schedul e?

SHANE SANDERS: No, to have themat this
penal ty char ges.

MR. STATLER. Yes. Actually, this is pro
f or ma.

SHANE SANDERS: Gkay. That's what | was
aski ng.

MR, STATLER  Next, we'll nove on to the
rate proposals for Ancillary Services.

Schedul e 1 under Western's OATT offers us
schedul i ng systemcontrol and dispatch. Currently, the
existing fornula rate for the service is the annual
revenue requirenent for the service divided by the nunber
of schedul es per year. And this is a charge per
schedul e.

The nunerator includes the cost of

transm ssi ons schedul i ng personnel, facilities,
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equi pnent, software, and other related costs involved in
providing the service. The denomnator will continue to
be the yearly total of daily schedules which -- daily
tags which result in a schedule.

We are not proposing any changes to the
formula rates for this service.

SHANE SANDERS: And it's still included in
your transm ssion rate? Currently, we don't pay any
schedul e 1.

MR, STATLER. Yes. This is a -- if you're
purchasing transm ssion service, this is included as part
of that.

SHANE SANDERS: Ckay.

MR, STATLER  Under Schedule 2 of Western's
tariff, we offer reactive supply and vol tage control.
Here, the existing fornula rate for the service is the
annual revenue requirenent for the service divided by the
| oad i nside WALC requiring VAR support.

Here, the nunerator consists of the annual
revenue requirenent for generation nultiplied by the
per cent age of resource capacity used for providing the
service. The denom nator is a neasure of the loads in
WALC that require this service.

Agai n, no changes are bei ng proposed to the

formula rates for this service.
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Under Schedule 3 of Western's tariff would
offer regul ation and frequency response. Here, the
exi sting fornula rate for this service is the annual
revenue requirenent divided by the |oad inside WALC
requiring regulation plus the installed nanepl ate
capacity of intermttent resources serving |oad inside
WALC.

So the nunerator is the annual revenue
requirenent will continue to include costs associ ated
with plant-in-service, operation and nmai nt enance,
pur chases of regulation product, purchases of power to
support WALC s ability to regul ate, et cetera.

And we are not proposing any changes to the
nunmerator of this existing fornula.

Under the existing fornmula rate, the cost
of regulation is shared by all custoners taking the
service. Variable energy resources such as solar or w nd
generation could result in significant increase in
regul ati on needs and costs for WALC. To mtigate this
risk, DSWis proposing to nodify the denom nator of the
exi sting fornula rate by applying a vari abl e capacity
multiplier to the installed capacity of variable energy
resour ces.

Western's operations for Desert Sout hwest

Regi on, Rocky Mountai n Region, and Cri sp Managenent
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Center devel oped a regul ation anal ysis tool and has
determ ned that vari able energy resources currently do
not inpact WALC s regul ati ons needs. Although variable
energy resources have not yet inpacted WALC, i ncl uding
the nultipliers will greatly benefit existing custoners
shoul d vari abl e energy resources join the BA sonetine.
Thi s proposed change will allow the fornula rate to nore
accurately recover potential future costs based on cost
causati on principl es.

DSW proposes to leave the nmultipliers at
one, or 100 percent, until variable energy resources
begin to adversely inpact WALC s need for regul ati on.

As such, the proposed fornmula rate for the
service is the foll ow ng.

Again, the nunerator is going to stay the
sane.

And the denomi nator, the |load inside WALC
requiring regulation renains the sane. And then we add
to that the install ed nanepl ate capacity of sol ar
generators serving load inside WALC nultiplied by a sol ar
capacity multiplier. 1In addition, we would add al so the
i nstal | ed nanmepl ate capacity of w nd generation serving
| oad inside WALC multiplied by the wind capacity
mul tiplier.

These proposed changes in the denom nator
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results in increasing the nunber of units of capacity
that will be included, which will cause the overall rate
to be lower. The lower rate will be charged to each unit
of capacity thereby |lowering the costs incurred by | oad
and assigning nore of the costs to those custoners
predom nantly contributing to the need.

Under Schedul e 4 under Western's OATT, we
of fer Energy | nbal ance service. The existing fornul ae
for this service has different bandw dth and penalty
structures for on-peak and of f-peak hours.

For on-peak hours, the deviation bands and
settlenents are the followng. For hourly deviations
| ess than or equal to plus or mnus 1.5 percent of
netered | oad or 4 negawatts, whichever is greater
settlenment is 100 percent. |In essence, there's no
penal ty.

For hourly devi ati ons between plus or m nus
1.5 percent to plus or mnus 7.5 percent of netered | oad
or 4 to 10 negawatts, whichever is greater, settlenent is
90 percent for over-deliveries and 110 percent for
under -deliveries. So, in essence, 10 percent penalties.

And, third, hourly deviations greater than
plus or mnus 7.5 percent of netered | oad or 10
nmegawatts, whichever is greater, settlenent is 75 percent

for over-deliveries and 125 percent for under-deliveries.
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So, in essence, a 25 percent penalty.

For of f-peak hours, the deviation bands and
settlenents are the following. Hourly deviation |ess
than or equal to 7.5 percent of netered |oad or 2
nmegawatts, whi chever is greater, for over-delivery,
settlenent is 60 percent. Essentially, a 40 percent
penalty. For hourly deviations of |ess than or equal to
3 percent of netered |load or 5 negawatts, whichever is
greater, for under-delivery, settlenent is 110 percent, a
10 percent penalty.

So DSWis proposing to change the bandw dth
structure for off-peak hours to be consistent with the
three deviation bands simlar to the on-peak structure.
This woul d coincide with FERC Order 890 guidelines wth
adj ustnents for WALC operating conditions.

So the proposed devi ati on bands and
settlenents for off-peak hours are as follows.

Hourly devi ations |less than or equal to
plus or mnus 1.5 percent of netered |oad or 4 nmegawatts,
whi chever is greater, settlenent is 100 percent. No
penal ty.

Hourly devi ati ons between plus or mnus 1.5
hal f percent and plus or mnus 7.5 percent of netered
| oad, or 4 to 10 negawatts, whichever is greater,

settlenent is 75 percent for over-deliveries, which
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results in 25 percent penalty, and 110 percent for
under-deliveries, which results in a 10 percent penalty.

And, third, hourly deviations greater than
plus or mnus 7.5 percent of netered | oad or 10
nmegawatts, whichever is greater, settlenent is 60 percent
for over-deliveries, which results in a 40 percent
penalty, and 125 percent for under-deliveries, which
results in a 25 percent penalty.

Under Schedule 9 of Western's QOATT, we
of fer generator inbal ance service. The existing formula
rate for this service is identical to Energy | nbal ance
wth the foll ow ng exception: Hourly deviations are
determ ned as a percentage of netered generation rather
than netered | oad.

So, here, DSW proposes to nake the sane
changes to the bandwi dth structure for off-peak hours as
di scussed earlier for Energy I|nbal ance.

Operating reserves are of fered under
Schedules 5 and 6 to Western's QATT. Here, neither
spi nning nor Suppl enental Service are avail able from WALC
on a long-term basis. However, WALC may obtain the
services on a passthrough cost basis at a marketpl ace
pl us an adm ni strative charge that covers the cost of
procurenment and supplying the service. The existing

formula rate for these services will be the cost of the
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service equals the market price plus cost to procure. No
changes are being proposed for the fornula rates for
ei ther of these services.

Rat e schedul e edits:

DSW proposes to make mnor edits to the
| anguage in the rate schedules. These edits wll nake
the rate schedul es nore uni form and consi stent w t hout
changi ng the existing provisions. Sonme exanples of those
m nor edits are replacing "DSW and "DSWR' with "WALC'
and changi ng the term "bandw dth" to "deviati on bands."

So, to recap, DSWs proposing no fornmul a
rate changes for Network transm ssion service;
schedul i ng, systemcontrol, and dispatch; reactive supply
and vol tage control; and operating reserves, either
spi nni ng or suppl enent al .

We are proposing formula rate changes to
regul ati on and frequency response, and that is applying
the variable capacity multiplier to the installed
capacity of variable energy resources in the denom nator
of the rate formula. And wth energy and generator
i rbal ance service, proposing to change the bandw dth
structure for off-peak hours.

And, lastly, the rate schedules. Two new
rate schedul es, one for transm ssion | osses and anot her

for unreserved use.
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And then, finally, the mnor edits to nake
t hose rate schedul es uni form and consi stent.

"Il now turn it back over to Scott Lund
for next steps.

MR LUND: Ckay. So our next steps, we
have a public comment forumthis afternoon. That's at
one o' cl ock Muuntain Standard Tine.

The consultation and comrent period wl|
continue until May 3, 2016. And witten comments nust be
submtted by the close of the coment period to be
consi dered by Western in its deci sion-naking process.

And we'l|l publish a decision on the
proposed rates around Septenber of 2016, with the new
formula rates being effective October of 2016.

Here's the contact information. You can
submt witten comments to M. Ronald E. Multon at the
address listed on the slide. | read that address at the
begi nning of the forumas well. You can al so cont act
nyself or Todd Statler. And information about this rate
judgnment process wll be posted on Western's website.
That's at the DSWweb page under rates and ancillary
service 2017.

So |l will now open the forum for questions.
After you' ve been recogni zed, please give your nane and

the nane of the organi zation you represent. Al so, for
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t he conveni ence of the court reporter, please spell your
| ast name. Are there any questions?

RON LUNT: A coupl e questions.

Ron Lunt, L-u-n-t, Central Arizona Water
Conservation District.

On slide seven, you're tal king about
transm ssion |ines | osses applying across, | think, wll
be a new rate schedule. |Is that for FES as well for just
for Network?

MR. LUND: Well, the rate schedule's
appl i cabl e under the OATT, but | believe the FES
contracts point to that as well. So it would apply to
bot h.

RON LUNT: As well as the penalties then
w il apply for any OATT services?

MR, STATLER  Yes.

MR. LUND: Yes.

O her questions?

BOB LYNCH. Bob Lynch, L-y-n-c-h. |'man
attorney here representing the Irrigation and El ectri cal
Districts Association of Arizona and sone ot her
transm ssi on custoners.

Dunb question nunber 49: Are these penalty
adjustnents ained at any particular entity or entities or

group of entities that are causing you a problem or is
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this an exercise in trying to devel op a WALC-w de
consi stency, or both?

MR. LUND: Are you referring to the
unreserved use penalties? O©Oh, okay. No, they're not
targeted toward any particul ar custoner or type of
service. W have these existing provisions already, so
we're looking to unify theminto a single schedul e.

BOB LYNCH. Are there any --

MR STATLER It's also to -- we're also
proposing to inplenment it to make it pro forna

BOB LYNCH. Are there any particul ar
entities or type of entities who create revenue through
these penalties for you nore than others do?

MR. STATLER  Not that we're aware of.

MR. LUND: | think we have m ni mal revenues
related to this penalties, but |I can check on that.

BOB LYNCH. You have two new rate schedul es
and, | think, two fornmula -- changes to fornulas. Are
you planning to file this as FERC?

MR. STATLER  Yes.

MR. LUND: Any other questions?

RON LUNT: Ron Lunt agai n.

On Page 17 under the Energy | nbal ance
bandwi dth, that'll apply Western-wi de, then as well to

any of your schedul es?
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MR, STATLER It wll apply to the WALC

RON LUNT: To the WALC BA

MR, STATLER  Each region that has --

RON LUNT: BA- wi de?

MR, STATLER  Yes.

RON LUNT: And then on 21, you're talkin
about operating reserves. You don't currently provid
that. |Is this sonmething you think you're going to
provide? 1Is that why you're --

MR STATLER  Actually, this is -- this
formula rate has been in existence for probably since
2000. |I'mnot aware of any situation where we' ve eve
provided the service. So we're just --

RON LUNT: They're avail able, but you're
not providing it?

MR, STATLER Right.

RON LUNT: | m sunderstood you, there.
Ckay. Thank you.

MR. LUND: Additional questions? Last

call.

BA.

g

e

r

Ckay. Wth no additional questions, thank

you for attending this forum W'Ill stay around for

a

18

few mnutes after we close the forumif you' d like to ask

sone questions on a nore informal basis.

Agai n, thank you for your attendance and
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participation. The forumis now cl osed,
the record.

(End of proceedings.)

and we'l |

go off

19
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STATE OF ARI ZONA )
) SS.
COUNTY OF MARI COPA )

BE I T KNOMNN that the foregoing proceedi ngs were
reported by nme, JENNI FER HONN, RPR, Certified Reporter,
Certificate No. 50885, State of Arizona; that the
foregoi ng 19 pages constitute a true and accurate
transcri pt of said proceedings, all done to the best of
my skill and ability.

| FURTHER CERTIFY that | amin no way related to
any of the parties hereto, nor aml in any way interested
in the outconme hereof.

DATED at Phoeni x, Arizona, this 11th day of
April 2016.

JENNI FER HONN, RPR

Certified Reporter

Certificate No. 50885
22
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