UNITED STATESOF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Arizona Independent Scheduling
Adminigtrator Association

Docket No. EROO- -000

N N N N N

AFFIDAVIT OF JERRY W.SMITH

[, Jerry W. Smith, being duly sworn, depose and state as follows:

BACKGROUND

1. | am employed by Arizona Public Service Company (AAPS(), wherel am an
Engineering Section Leader in Transmission Technical Services of Power Operations. My
mailing address at APSis. Mail Station 2260, P.O. Box 53999, Phoenix, Arizona 85072-3999.
Aspart of my overadl dutiesa APS, | provide engineering support to the real time operators of
the APS transmission system on such matters as development of seasond operating studies, and
contingency analysis for outages or unexpected high loading. In addition, | represent APS
Transmisson Operations at various organizations such as the Western Systems Coordinating
Council (*WSCC") and the North American Electric Reliability Council (“NERC”), and dsoin
discussions related to the development of entities such as the Arizona Independent Scheduling

Adminigtrator Association (Az 1SA@) and an independent system operator that will serve the



southwestern United States.

2. While working at APS over the past twenty-two years, | have had the
opportunity to engage in activities related to the sdle and ddivery of eectric energy to wholesale
and retail customers by APS and other eectric utilitiesin the State of Arizona. In addition to my
experience with transmisson related activities, | spent six years (before FERC issued Order
No. 888) working with System Operations on power supply matters. Based on dl of this
experience, | am familiar with each of the dectric utilities operating in the State of Arizona, and

have generd knowledge of each utility’ s transmisson system.

3. | have been actively involved in the planning and development of the Az 1SA.
Early on in the planning process, | was one of the primary authors of the firgt draft of the
Protocols Manual. Over the past two years, | have attended at least 70 meetings - probably
more - held by the Az ISA Board and the Az ISA Operating Committee a which revisonsto
the Protocols Manua were proposed, discussed and adopted. Those meetings, and lessforma
gatheringsinwhich | participated, led to the verson of the Protocols Manud that the Az 1SA

Board conditionaly accepted on April 7, 2000.

4, In this affidavit, | review the requirements and obligations delineated in the
Protocols Manud, explain how those aspects of the Protocols Manud that differ from the
requirements specified in FERC Order Nos. 888 and 889 (as reflected in the pro forma Open

Access Transmisson Taiff (“OATT”) and FERC sregulations) are consstent with or superior
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to such requirements, and elaborate on the reasons for specific limited deviations required to
facilitate implementation of retall accessin the State of Arizona, as required by the Arizona

Corporation Commission (AACCH).

BACKGROUND

5. The Protocols Manud, as it exigts today, is the product of discussons that were
guided, in part, by decisionsissued by the ACC. On December 26, 1996, after more than two
years of meetings and workshops, the ACC issued Decision No. 59943, adopting a
Competition Plan that provided for retail competition in Arizona. Although the ACC modified
the Competition Plan on August 10, 1998, as described in Decison No. 61071, the decison to
implement retail competition was affirmed. On September 28, 1999, APS filed with FERC in
Docket No. ER99-4577-000 a proposed revised OATT to accommodate retail direct access
under the ACC'’s Retail Competition Plan effective September 29, 1999.  On December 10,
1999, Tucson Electric Power Company (ATEP) filed with FERC in Docket No. EROO-771-
000 a proposed revised OATT to accommodeate retall direct access under the ACC' s Retail
Competition Plan effective January 28, 2000. By ordersissued November 24, 1999 and
February 8, 2000, FERC permitted the APS and TEP OATT filings to take effect, subject to

suspension and conditions.

6. The stakeholdersin the Az I1SA have been meeting regularly since 1997 to
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negotiate the terms of the Protocols Manud, which establishes the requirements, rules and
procedures to be followed by Transmisson Providers (“TPs’) and Scheduling Coordinators
(“SCs"), indluding those SCs that schedule power transactions for retail customers purchasing
commaodity dectricity from the competitive marketplace, (“ Competitive SCs’) and those SCs
scheduling power transactions for bundled retail loads under stlandard offer rates (* Standard
Offer SCs’). Upon implementation of the Protocols Manual, there are expected to be four
participating TPs: Arizona Electric Power Cooperative, Inc. (“AEPCQO”), APS, Citizens Utilities
Company (“Citizens’), and TEP. The number of Competitive SCsthat will participatein the
retail market isunknown at thistime. To date, there has been limited Competitive SC
participation in the individual open access retail markets within the APS and TEP digtribution
sarviceterritories. It ishoped that implementation of the Statewide Az 1SA retail access

program will encourage more Competitive SCsto participate.

7. As noted previoudy, on April 7, 2000, the Az I1SA Board conditionally
accepted the Protocols Manua. Once the Az 1SA implements the Protocols Manual, each of
the TPswill continue to operate its transmission system asiit is operated today. However, each
TP will now be providing retail transmisson services pursuant to the terms and conditions of the
Protocols Manuad, as well astheir own OATTsand other tariffs. Asdiscussed more fully
below, during the initid phase of Az ISA implementation of the Protocols Manud, the Az 1SA

will perform limited overgght of PM activities, limited monitoring of the operations of the
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I nterconnected Transmission System and provide dispute resolution services.  In addition, the
individud TPswill immediately implement, under the oversght of the Az ISA, certain other
Protocols Manua features (most notably, a temporary transmission cgpacity and energy

imba ance mechaniam), in an effort to “jump Sart” retaill competition.

8. Under most circumstances, the Protocols Manua imposes identica
requirements on both TPs and Control Area Operators (*CAQOS’). However, in afew
instances the Protocols Manua establishes requirements that apply to either a TP or a CAO,
but not both. Thisdistinction must be maintained because two TPs, AEPCO and Citizens, are
not consdered CAOs. AEPCO fulfills some of the functions typicaly provided by a CAO, but
for purposes of the Protocols Manud, it is deemed a TP only because in the areathat it serves,
most CAO functions are provided by the Western Area Power Administration. Nor does
Citizens operate a control area. While Citizens does operate the 69 kV transmission system
within its service territory, transmisson sarvice into Citizens sarvice areais provided exclusvely
by the Western Area Power Adminigtration. Thus, for purposes of implementing retall

competition in Arizona, Citizensis conddered a TP.

9. Before turning to specifics, | want to emphasize that the FERC, in its review of
the Protocols Manud, should keep in mind that the Protocols Manual as awholeis acarefully

crafted package that reflects sgnificant compromises by awide variety of stakeholder groups.
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Each of the limited deviations from the pro forma OATT is a hecessary ingredient of the overal
compromise. This compromise package, developed with the active assistance of the ACC
daff, represents a reasonable plan to stimulate retail competition in Arizonaand will in no way
impede, and may facilitate the eventud trangtion to the Regiond Transmisson Organization

(“RTQO") format envisoned by FERC in Order No. 2000.

| MPLEMENTATION I SSUES

10. Prompt FERC action on the Az 1SA filing will subgtantidly assist in the
immediate development and success of arobust retall market in the State of Arizona. Evenin
its Phase | implementation, the Az ISA’ s overdght and dispute resolution services, and the
avallability of standardized statewide operationd and adminigrative protocols, will immediatdy
enhance public perceptions of market integrity and market opportunities, and presumably attract
new Competitive SC entrants to the Arizonaretail market. In addition, Az ISA Protocols
Manud Phase | implementation will provide immediatdy, through the cooperation of the TPs, a
new transmission alocation mechanism that will enhance each Competitive SC's ability to serve
retall markets.  Although a RTO of somekind could fulfill such arole, it isnot certain how soon
such an organization could be fully functiond in Arizona. Although we are mindful of the
ambitious schedule set by the FERC in Order No. 2000, actua experience a the Az ISA and
a RTOs around the country suggests that it islikely to take subgtantia time to complete the

development process and actudly implement such an organization. The State of Arizonahas
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made clear that it does not want to further delay the consumer benefits that will result from
robust retall competition. Immediate implementation of the Az ISA Protocols Manud will not in
any way dday implementation of a southwestern RTO. Rather, in my opinion, dlowing this
limited scope organization to move ahead now will permit my company, APS, and other Az
|SA participants to devote greater resources to RTO discussions and perhaps accelerate that

Process.

11.  Thereguirementsin the Protocols Manud are to be implemented in two phases.

Under Phase |, which begins as soon as FERC approves the Protocols Manud, the Az ISA
will initiate limited oversght of each TP sOASIS, limited monitoring of the operations of the
Interconnected Transmisson System and provide an Alternative Dispute Resolution (AADR()
function, as described in more detail below. Each TP will dso immediately implement
temporary ARNT, Energy Imbaance and Must Run procedures, also described below.
Implementation of Phase |l of the Protocols Manud will be consdered by the Az 1SA Board
when there is 300 MW of competitive retail load and the Board has approved abusiness plan

demondrating the Az ISA’s dbility to implement the expanded Phase Il functions.

12. This“modular” gpproach to implementation of the Protocols Manud permits
subgtantid statewide retail access without any further delay. Asaready noted, severd years

have passed since the state legidature and the ACC decided to promote retail access.
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Development of the infrastructure needed to implement some of the Phase || procedures
(particularly the trading mechanisms for ARNT and Energy Imbalances) would take additional
time and subgtantial additiona money. Further, recall that the Az ISA is an interim organization,
intended to provide retall access during the trangition to aRTO. Depending on how fast a
southwestern RTO devel ops, Phase | features may be subsumed within that organization.
However, should RTO development require more time, the Az ISA Board can implement the
Phase 1| mechanisms to further the development of retail competition in the state. The Protocols

Manud is aflexible document that dlowsfor either eventudlity.

PROTOCOLS
This section provides some details about each of the specific protocols except for

Protocol 1, which is an introduction, and Protocal 11, which provides definitions.

ProTocoL Il
(Total Transmission Capability)

13. A transmission provider must determine the Tota Transmisson Capability
(ATTCE) and Committed Uses for the paths on its transmisson system. Thisis nothing more
than a codification of the TPS exigting practices, with the minor addition of the Az ISA’s

monitoring function.

14.  Theserequirements are consstent with the requirements described in Order
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No. 889, and imposed upon TPs pursuant to Section 37 of FERC' s rules and regulations,

which aready require transmission providers to caculate and post TTC.
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ProToCoL IV
(Statewide OASIS)

15. In Phase |, the Az 1SA will monitor the OASIS Sites currently used by the
individual TPs. InPhasell, the Az ISA must implement a Satewide OASIS site, which will be
used to administer reservations related to Retail Network Integration Transmission Service

(ARNITS() as well aswholesde transmission service.

16. Phase | OASIS requirements are consstent with FERC's mandate in Order
No. 889 since the TPs will continue to operate their respective OASIS Sites, as required by
FERC. The Protocols Manua aso specifies that the Az 1SA will monitor those Stesto ensure
compliance. The requirements implemented during Phase |1 are superior to the requirementsin
Order Nos. 888 and 889. The fundamental purposes of an OASIS site are to provide an open
forum in which any transmission customer may request service and to facilitate dispersd of
information on reservationsto al potentia transmisson customersin atimely manner o that
they can be certain that they are recelving non-discriminatory treatment. A statewide OASIS
adopts the concept of “one stop shopping,” making it easier for transmission customers to
access information that they might need over severd tranamisson sysems. Thus, for example,
this expanded OASISwould assist a marketer who is purchasing generation from different
sources and needs to deliver that generation to multiple loads located in multiple control areas

throughout Arizona.
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17. A dight variaion on the concept of the statewide OASIS Steisadmost in
exigence dready. Of the four TPs subject to the terms of the Protocols Manud, APS and
TEP both usethe OASIS ste maintained and operated by APS, which isfound at
www.azpsoasis.com. Arrangements have been made for AEPCO to begin using that Ste as

wdl. The Az ISA will have asame-time view of thisgte.

ProToCOL V
(Allocated Retail Network Transmission)

18.  Thisprotocol describesthe method of dlocating RNITS among those
Compstitive SCswho participate in the competitive retail eectricity market in Arizonaand
Standard Offer SCswho schedule power to meet the load requirements of the standard offer
customers that continue to take what amounts to bundled service. During Phase I, the TPswill
trade capacity reserved for standard offer customers over certain critica transmission pathsto
Competitive SCsin exchange for their capacity on other paths. In that way, the Competitive
SCs can aggregate their transmission rights on these critical paths.  SCs value the ability to
aggregate their transmission rights because it dlows them to obtain ameaningful amount of
cagpacity on particular paths, thereby facilitating their ability to deliver power to centraly located
hubs from diverse generating resources. The amounts reserved on each of these critical
transmission paths are: 200 MW from Palo Verde to the APS Load Zones (which includes
much of the greater Phoenix area); 80 MW from Four Cornersto the TEP Load Zone (which

includes much of the greater Tucson areq); and 4 MW from Westwing to Vail to serve the
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Southeastern Arizona Load Zone and 5 MW at Westwing to serve the Mojave Electric

Cooperative Load Zone.

19.  Theorigind dlocation to Competitive SCs of capacity over multiple
transmission paths is consstent with the principles adopted by FERC in Order No. 888, where
it decided not to abrogate the existing requirements contracts for customers dready using the
transmisson sysem. Although not aways set by forma contract, retail load in Arizona has
relied on the tranamisson system to serve its requirements. Thus, the capacity reserved on the
system for retail native load will continue to be used to serveretail load. The aggregation
mechanism is critica because SCs are unable to effectively serve retall load using the amdler
amounts of capacity scattered over the entire transmisson system as originally alocated.
Aggregated capacity linking important hubs with diverse generation facilitates enhances the
ability of the SCsto serve the retall market. Moreover, thisis consstent with FERC precedent,
which holds that a tranamission customer should not be limited to itsload ratio share of capacity

on each interface.

20. Phase 11 implementation provides for an auction and trading mechanism that
dlows SCsto bid for capacity on transmission paths, and trade that capacity amongst
themselves. The auctions will be administered by an independent trading entity, under the

direction and control of the Az ISA, not by the TPs. However, the capacity reservations will be
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reported to the TPs o that they may operate their transmission systemsreliably, and bill those

who use the system the appropriate amount.



Page 14 of 21

21. Under the auction mechanism, SCswill submit bids for capacity rights over
gpecified trangmisson paths. (Asthereisonly one ARNT transmission path into each of
Citizen’sLoad Zones, the ARNT auction procedure will not gpply for Retail Network Load in
Citizens Load Zones). Once dl bids have been received, the trading entity will order the bids
from highest to lowest, and then begin accepting bids starting with the highest. The auction
entity will continue accepting the next highest bid until the capacity associated with those bids
exhaudts the totd available capacity on that particular path. The price offered by the last bid
that the auction entity accepts will be the clearing price, which appliesto al accepted bids,

regardless of the price offered in the bids.

22.  Thetrading entity will collect dl of the monies paid in association with the
accepted bids, and redigtribute such moniesto al SCs (both Competitive SCs and Standard
Offer SCs) on a pro rata basis based on the ratio of the load served by each SC to the totd

load served by dl SCs.

23.  Theauction mechanism provides a reasonable way of establishing the price of
transmission rights without violating FERC's “or” pricing policy. Prior FERC decisons (such as
the “Order Conditiondly Accepting Tariff And Market Rules’ found at 86 FERC & 61,062
(2000)) have held that bidding for transmission congestion rights does not violate FERC's

pricing policy because the revenues from those auctions effectively reduce transmisson rates.
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The sameistrue for the ARNT auction because the monies that the trading entity collects
pursuant to the bidding process are redistributed to dl SCs. In effect, those monies offset in part

the charges that SCs pay for transmission service.

24.  Theauction and trading of reservation of cgpacity, to be implemented in Phase
1, is superior to the reservation process described in the pro formatariff. Under Order No.
888, reservations on the transmission system are made on afirst-come, firs-served basis,
without regard for the vaue that other customers may assign to those transmission rights. Under
the auction mechaniam, market participants transmission rights will be valued appropriatdy as
determined by the bids submitted by the SCs. Furthermore, the trading mechanism provides a
forum for market participants to exchange their rights. Together, these mechanisms ensure that

the transmisson system is used to serve load in amore efficient manner.

ProT1ocoL VI
(Scheduling)

25.  The standardized scheduling mechanism described in this protocol, pursuant to
which information is provided to the TPs and CAOs by specified deadlines established two
days ahead, one day ahead and on the day that service is taken, reflects the same process
dready used by TPs. Accordingly, this mechanism is consstent with the requirements in the pro

forma tariff.
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26. Under the Protocols Manud, TPswill determine losses on an hourly basis, and
give notice of the loss factors for the upcoming month on or before the 15™ of the current month
S0 that retail customers can make whatever arrangements are necessary to provide for the
appropriate amount of losses experienced. This procedure isimportant because it helpsto
mitigate the amount of Unaccounted for Energy (AUFE()(as described below in the description
of Protocol 1X). Thisis condstent with the requirements in the pro forma tariff, which give TPs
broad discretion to determine loss factors as they seefit. Wholesale customers will continue to

use the loss factor gated in theindividuad TP s OATT or tariff.

ProTocCoL VII
(Ancillary Services)

27.  Consgent with the requirements established by the Commission in Order No.
888, Ancillary Service No. 1 (Scheduling, System Control and Dispatch Service) and Ancillary
Service No. 2 (Reactive Supply and Voltage Control from Generation Sources Service), must
be provided by the Transmission Provider and purchased by the SCs. Ancillary Service No. 3
(Regulation and Frequency Response Service), Ancillary Service No. 5 (Operating Reserve -
Spinning Reserve Service) and Ancillary Service No. 6 (Operating Reserve - Supplementa
Reserve Service), must be offered by the Transmission Provider, but the SCs are permitted to
sef supply these services or purchase them from athird party, which is aso consstent with
Order No. 888. Ancillary Service No. 4 (Energy Imbaance Service) is described below in

connection with Protocoal 1X.
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ProTocoL VIII
(Must-Run Generation)

28.  ThisProtocol addresses the need to run generation in certain load zones. There
are three load zones where generators must run during certain periods. (1) that portion of the
metropolitan Phoenix and surrounding areasthat are in the APS sarvice territory; (2) theareain
and around Tucson (which is part of the TEP service territory); and (3) the areain and around
the City of Yuma (whichisin the APS sarvice territory). The rates charged for must-run
generation will be charged by each of the TPs where these load zones are located, with the Az

ISA providing oversght to ensure that SCs are being treated fairly.

29. During Phase 1, this Protocol establishes a comprehensive scheduling procedure
over the course of the month ahead of the operating month, leading up to two days and one day
ahead of the operating day. These procedures ensure that the necessary must-run generation is
known so that the available ARNT on atransmission path can be determined properly. In that
way, these requirements facilitate the auction and trading of ARNT rights. As explained above,

those mechanisms are superior to the reservations requirements in Order No. 888.

30. During Phase |, amodified form of the Phase Il procedures are used because
full implementation of this protocol is contingent upon the auction and trading of ARNT, which
does not become effective until Phase Il. They differ from the procedures associated with

Phase Il inthat: (1) thereisno ARNT trading among SCs; (2) the SCs® ARNT shares and
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shares of the loca generation requirement are specified by the TPs on the day ahead of the
operating day; (3) generators committing to provide service outside the load zone by seven days
ahead of the operating day will decrease the loca generation requirement; and (4) for hours
during which non-zero local generation requirement is anticipated, the TPswill usethe SC's
previous day totd retail network load in the load zone to determine the SC's share of the local

generation requirement for the corresponding day and hour of the subsequent week.

ProTocoL I X
(Energy Imbalance)

31.  ThisProtocol establishes an energy imbaance mechanism thet is superior to the
mechanism described in Order No. 888, during both Phase | and Phase I1. During both phases
there is a dead band minimum of 2 MW, asrequired by FERC. In addition, during Phase, the
dead band is defined to equal 10 percent, which is much broader than the 1.5 percent dead
band requirement provided in Order No. 888. Asaresult, SCs are permitted substantial room

for error in their scheduling before a pendty isimposed.

32. During Phase 11, the dead band is reduced to 1.5 percent, but the
implementation of trading alows SCsto offset their imbaances, which in many cases will reduce
or eliminate any pendty charges. In addition, in Phase I1, the Protocols require implementation
of amechanism that can be used to trade imbaances. Thisis superior to the requirementsin

Order No. 888 because the imba ances will be traded to cancel each other out (to the extent
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there are over-schedules and under-schedules experienced on the TP systems). Asaresullt,
the TPswill assess pendties based on the overal imba ance experienced on their systems,

which more accurately reflects the impact of the improper uses of their systems.

33. In addition to Energy Imbaance, Protocol IX permits Transmisson Providersto
recover UFE. UFE isimportant because it accounts for errorsin certain assumptionswhen
transmission and energy imbaance are caculated. For example, Transmisson Providers predict
acetan lossfactor for thefacilitiesin their sysems. Externd factors, outside the control of the
transmission providers, such as temperature, can dter dramatically the actua 1osses experienced
on the sysem. Ancther exampleis accuracy of the meters on the systlem. Sometimes meters
mafunction. In addition, customers manage to circumvent the meter while still taking eectric
energy off the system. Asareault, the ectricity placed on the system and the energy taken off
the system is not necessarily captured by the difference between the amount scheduled and the
amount metered.  Supplementing Energy Imbalance with UFE is superior to using Energy
Imbaance aone since it makes up for these flawed assumptions and permits the Transmisson
Provider and the SCs (depending on Situation) to be made whole. In fact, SCsthat are
alocated a portion of UFE may, under certain circumstances, use UFE to offset energy

imbda ances.
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ProTocCoOL X
(Congestion M anagement)

34. Protocol X describes the methods used to mitigate congestion on transmission
paths to ensure that the tota reservation over atransmission path does not exceed the TTC on
that path. In generd, these methods include curtailment aswell as redispatch. The particular
method used depends on the circumstances that cause the congestion.  For example, different
requirements gpply when congestion is attributable to planned maintenance, versus forced

outages or emergency conditions.

35.  The proposed methods for relieving congestion are consstent with the terms of
the pro forma tariff, which alows the use of redispatch and curtailment to ensure reliable
operation of the transmission system provided that they are employed in a nondiscriminatory
manner. These concepts have been incorporated into existing procedures, such asthe WSCC
Unscheduled Flow Mitigation Procedure, to which Protocol X refers as the appropriate
congestion management procedure under some circumstances. Other methods described in

Section 4 of Protocol X aso rely on these concepts.

36.  Themethods described in Protocol X reflect current practices on the
transmisson system in the State of Arizona. Sinceit is necessary for TPsto maintain an
effective method of addressing congestion, in order to assure reliable service to and consstent

trestment of al customers, including retail customers, the most reasonable and efficient method
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is to continue using the procedures dready established and working.

ProTocoL XII
(Emergency Operations)

37.  ThisProtocal isdesgned to ensure system rdiability and compliance with the
Emergency Operations Policies of various organizations, including NERC, WSCC and SRSG.
When an emergency condition is experienced on the transmission system, the transmission
provider must take quick and effective action so that system operation can return to norma as
soon as possible. TPsand CAOs are permitted to dispatch generation, trip interruptible
service, curtall service, and shed load. Should a TP or CAO implement emergency operations,
this Protocol aso requiresthat it inform interested parties such as adjacent TPs and CAOs, and

aso SCs, of the events taking place.

38.  The procedures described in this Protocol are consstent with the terms of the
pro formatariff, which give a TP the |atitude necessary to address an emergency condition.
Such latitude is hecessary because the nature and scope of an emergency condition cannot be
predicted. Moreover, the procedures described in the Protocol reflect the procedures currently
used by TPsand CAOsin the State of Arizona. Consequently, al transmisson customers will

continue to recaive rdiable sarvice.

ProTocoL XlI
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(After-The-Fact Checkout)

39.  TheAfter-The-Fact Checkout Protocol describes the processthat TPsfollow
to settle transmission and ancillary services. The Protocol permits TPs to select one of two
processes, each of which is currently employed by transmission providersin Arizona. Under
either method, the TP reviews the final schedules, identifies any discrepancies, and attempts to
resolve such discrepancies with the particular SC.  In the event a discrepancy cannot be
resolved by the parties to the transaction, the Az ISA will resolve the matter pursuant to its

dispute resolution procedures.

40.  The checkout procedures described in this Protocol reflect the current practices
that the TPs usein the State of Arizona. The checkout procedures are acritica element of the
overdl retal access plan. Without it, the TPswould not be able to confirm that the scheduled

services were actudly taken.



Subscribed and sworn to
before me on this day of

August, 2000.
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Notary Public

My Commission expires on:

Jerry W. Smiith



