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In 2004, Southwest Power Pool, Inc. (SPP) received an order

granting the organization Regional Transmission Organization

(RTO) status from the Federal Energy Regulatory Commission.

As a member-driven organization, a multitude of actions

were taken during the past year to meet the Commission’s

requirements for final approval.

The concept of the RTO was designed by the Commission to

create independent regionally operated transmission grids

that enhance the benefits of competitive electricity markets.

Regional institutions are intended to address the operational

and reliability issues now confronting the industry. The

Commission has recognized SPP as meeting the characteristics

and functions of an RTO as stated in Order 2000.



* Transmission Dependent Member     #  Denotes Control Areas within SPP

13 Investor-Owned

8 Cooperatives

7 Municipals

2 State Agencies

3 Independent Power Producers

12 Marketers

45 Members

M e m b e r s h i p  S t a t i s t i c s  a s  o f  1 2 / 3 1 / 2 0 0 4
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INVESTOR-OWNED UTILITIES

American Electric Power #

Public Service Company of Oklahoma

Southwestern Electric Power Company

Aquila, Inc.

Missouri Public Service #

St. Joseph Light & Power *

WestPlains Energy #

Cleco Power LLC #

Entergy Services, Inc. *

Exelon Power Team *

Kansas City Power & Light Company #

OG&E Electric Services #

Southwestern Public Service Company #

The Empire District Electric Company #

Westar Energy, Inc. #

Kansas Gas & Electric

COOPERATIVES

Arkansas Electric Cooperative Corporation *
East Texas Electric Cooperative, Inc. *
Kansas Electric Power Cooperative
Midwest Energy, Inc. *
Northeast Texas Electric Cooperative *
Sunflower Electric Power Corporation # *
Tex-La Cooperative of Texas, Inc. *
Western Farmers Electric Cooperative #

MUNICIPALS

City of Clarksdale, Mississippi *
City of Lafayette, Louisiana # *
City Power & Light, Independence, Missouri # *
City Utilities, Springfield, Missouri *
Oklahoma Municipal Power Authority
Public Service Commission of Yazoo City,

Mississippi *
The Board of Public Utilities, Kansas City,

Kansas # *

STATE AGENCIES

Grand River Dam Authority #
Louisiana Energy & Power Authority #

INDEPENDENT POWER PRODUCERS

Calpine Energy Services, L.P. *
Redbud Energy, L.P. *
Tenaska Power Services Company *

MARKETERS

Aquila Power - Aquila, Inc. *
Cargill Power Markets, LLC *
Cinergy Corporation *
Constellation Energy Commodities Group, Inc. *
Coral Power LLC *
Duke Energy Trading & Marketing *
Dynegy Marketing & Trade *
Edison Mission Marketing & Trading, Inc. *
El Paso Merchant Energy, L.P. *
NRG Power Marketing, Inc. *
TXU Energy Trading Company
Williams Power Company, Inc. *

                               



The SPP difference, the values and principles that made Southwest Power Pool succeed in the past,
continued to drive the organization forward in 2004. Our organizational structure, operations and future
planning are rooted within these ideals and standards. The dedicated and collaborative efforts of our
membership, directors, state regulatory commissions and the staff at SPP resulted in much anticipated
recognition by the Federal Energy Regulatory Commission as a Regional Transmission Organization
(RTO). This recognition is one of many significant achievements made during the 2004 fiscal year.

The collaborative spirit was pervasive as SPP implemented its regional planning process during 2004.
Numerous meetings were held to foster open discussion and the sharing of ideas. These workshops,
attended by SPP’s members as well as state and federal regulators and legislators, set the stage for
improvements to the SPP tariff. The beneficial modifications we realized are unique in the industry,
specifically the additions of Attachments AA and Z. Attachment AA allows transmission customers
to prepay for short-term transmission service under the regional tariff with the prepayment proceeds
dedicated to funding regional transmission system upgrades. Attachment Z modified the system impact
study process from a first-come-first-served approach to an approach that aggregates all requests
during a time period, providing a more comprehensive look at system expansion. This new process
facilitates a quicker response to transmission service requests and promotes a more equitable means
of funding them.

Another important achievement is development of the SPP Regional State Committee (RSC). Formed
in 2004, the RSC is a group of state-level regulators within the SPP footprint that is tasked with
developing specific initiatives to benefit the region. The RSC, with input from SPP’s membership and
staff, designed a framework for the allocation of costs associated with regional transmission expansion.
A multi-state approach to transmission expansion, this novel funding plan removes numerous barriers
that currently restrict electric transmission infrastructure improvements.

SPP uses a careful approach in implementing new services for our customers. An example is SPP’s
innovative energy imbalance market and our decision to prolong its development and testing phases.
We will implement the market only when we are reasonably confident that market operations issues
are resolved. Subsequently, we decided in late 2004 to postpone our market implementation, originally
scheduled for October 2005. The related working groups and task forces are working diligently toward
a new goal of March 2006.

Since its inception in 1941, SPP’s corporate governance structure
has changed only twice. In compliance with RTO guidelines, in May
2004 we transitioned from a hybrid board comprised of stakeholders
and independent directors to a Board of Directors comprised of seven
independent directors. The membership’s contributions and
leadership are largely responsible for the success SPP has attained.
We would like to specifically recognize the contributions of Al
Strecker, retired chief operating officer of Oklahoma Gas & Electric.
Al served as SPP’s Chairman from 2002 until the transition to the
independent Board of Directors. During his tenure, Al oversaw SPP’s
efforts to merge with another RTO, faced the decision not to merge
with another RTO and solidified SPP as a stand-alone organization
focused on attaining RTO status. His leadership bolstered SPP’s
continued efforts to help our members work together to keep the
lights on.

SPP has kept the lights on – effectively and resourcefully – while
retaining its status as the lowest cost regional organization in North
America. Despite a $10 million increase in operating expenses over
fiscal year 2003, SPP maintained its tariff and assessment rates at
15¢/MWh peak demand. In 2004, our fiscal success was further
validated when Standard & Poor’s Corporation assigned an
investment grade rating to SPP’s unsecured debt issues. This rating,
coupled with the long standing relationships between SPP, its
members and other stakeholders, resulted in SPP’s procurement
of $25 million in unsecured financing from institutional lenders. 

We can achieve our mission and maintain costs thanks to our
membership’s provision of resources – time, staff, information,
meeting support. This membership commitment is complemented by
the expertise and tenure of SPP staff. As of December 31, 2004, SPP
employed 131 professionals, 27 of whom could boast of 20 or more
years of service. Three employees, Warren Brown, Dan Higbee and
Roger Puffett, hit the 35-year service mark last year. Our members
and employees working together is integral to our company’s
development and continued success.

SPP’s 2004 achievements are noteworthy yet there is much to
accomplish. We remain committed to the member-driven approach
that has shaped our organization and are mindful of our primary
purpose: to ensure the reliability of the electric transmission grid.
We are confident that we can achieve our goals.

Jim Eckelberger
Chairman of the Board

Nick Brown
President and Chief Executive Officer
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MESSAGE FROM THE CHAIRMAN AND PRESIDENT

RELATIONSHIP BASED
MEMBER DRIVEN

INDEPENDENCE THROUGH DIVERSIT Y

EVOLUTIONARY VS. REVOLUTIONARY

RELIABILIT Y & ECONOMICS INSEPARABLE



FERC requires that all RTOs administer a regional
tariff to ensure that the RTO is the sole authority
making decisions on the provision of transmission
service, including decisions relating to new
interconnections. A single regional tariff assures that
access decisions are independent, reduces transaction
costs, ensures consistent ratemaking across the RTO
and supports reliability.

Since 1998, SPP has provided regional reliability
coordination and independent tariff administration,
pursuant to a FERC-approved tariff. Regional
transmission services create consistent rates, terms
and conditions across the entire footprint, making
transactions easier and more efficient for wholesale
customers. In 2004, SPP processed an average of
15,600 requests per month.

TARIFF HISTORY

SPP filed its first Open Access Transmission Tariff
(OATT) in December 1997 after a three-year
collaborative effort with its members. Beginning on
June 1, 1998, the tariff allowed SPP to act as an agent
for transmission owners to administer transmission
services over the SPP region for non-firm and
short-term firm point-to-point transmission service. 

On April 1, 1999, SPP added long-term firm point-to-
point transmission service to its regional tariff. By
September 1999, SPP had submitted tariff revisions to
add regional network transmission service. In February
2000, SPP began administering all of the open access
transmission services that are required by FERC, and
in compliance with a FERC Order, SPP became the sole
transmission provider for the facilities under the tariff.
Also in 2000, SPP added generation interconnection
provisions to the tariff.

Between June 1998 and December 2004, SPP billed
over 256,000 transactions for a total of over $823
million (not including grandfathered transactions).

TARIFF ADMINISTRATION TODAY

Today, the SPP tariff offers regional transmission
service for 11 transmission owners in all or part of
seven southwestern states. Customers look to SPP for
multi-system transmission within the SPP region rather
than submitting requests to multiple transmission
owners. SPP processes the requests, determines
available transmission capability (ATC), executes
service agreements and determines any applicable
discounts. SPP also has the sole authority to accept
or deny transmission requests as well as review and
approve requests for new interconnections. 

TARIFF ADMINISTRATION AND DESIGN
An RTO must administer its own tariff and employ a transmission pricing system that will
promote efficient use and expansion of transmission and generation facilities.

Other tariff-related services include: performing impact and facility
studies; providing tariff billing and revenue distribution; and providing
regulatory assistance.

As a member-driven organization, tariff modifications reflect the effort
and input of SPP’s member organizations. In 2004, the members,
through the Market and Operations Policy Committee, recommended
several tariff modifications in an effort to obtain formal recognition as
an RTO and enhance the SPP tariff:

• SPP filed a revised Section 39 of the tariff eliminating 
exceptions concerning the coverage of the tariff’s non-rate
terms and conditions, making all load, including native load       
and grandfathered load, subject to the non-rate terms and 
conditions of the tariff.

• In hopes of funding transmission improvements, SPP designed 
an experimental program allowing SPP customers to prepay      
for service and in turn fund upgrades. The program was 
outlined in Attachment AA of the tariff that was filed in May 
and received FERC approval in October.

• In a December filing, SPP filed a timetable to remove rate 
pancaking from its Schedule 1 rates. SPP is conducting a rate 
pancaking study, the results of which will be presented to SPP’s 
Board of Directors in 2005.

• Attachment Z was filed in January 2005 providing procedures 
for a program allowing long-term transmission service requests 
to be studied in aggregate in order to provide transmission 
service at the minimum total cost.

In addition to these tariff enhancements, SPP filed other tariff changes
as required by FERC and recommended by the SPP membership.
SPP continues to look for ways to improve the tariff and work with its
members to develop new tariff policies.

• Over 187,000 transmission
requests

• Over 89,000 point-to-point
transactions billed

• Over $228.9 million billed

A N N UA L  R E V E N U E S  PA I D  TO  T R A N S M I S S I O N  O W N E R S

2004

2003

2002

2001

2000

1999

1998

$ 214.9 M

$ 190.1 M

$ 160.2 M

$ 88.5 M

$ 63.3 M

$ 28.5 M

$ 13.7 M

TARIFF IN 2004
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ATTACHMENT AA
PROMOTES TRANSMISSION
UPGRADES

In an effort to advance expansion of
transmission facilities, SPP sought and
received approval for an experimental
program allowing SPP customers to prepay
for transmission service in order to fund
regional upgrades. In return, transmission
customers will receive a credit for service. 

The experimental program is designed to
address practical problems impeding SPP’s
ability to meet the demands for short-term
service reservations. Short-term service is
any service ranging from one hour to 364
days. Based on the length of the short-term
service, it may be scheduled as closely as 20
minutes prior to the start of the transaction.
As a result, the timing parameters
associated with short-term service
reservations are often not sufficient to allow
facility upgrades in time to accommodate
the requested service. 

SPP, as the transmission provider, works
with transmission owners to prioritize the
upgrades and maintains a list  of upgrades
that would improve available transfer
capability for short-term service across the
region. In early 2005, Westar successfully
completed the first upgrade under the
experimental program. 



SPP FOOTPRINT AND MEMBER TRANSMISSION SYSTEMS

SPP PROPOSES AGGREGATED TRANSMISSION
SERVICE STUDY PROCESS

To streamline the queue for generation interconnection
and transmission service requests, SPP proposed
and received approval in January 2005 for new
aggregate transmission service study procedures in
Attachment Z of the SPP tariff. The procedures provide
a transmission service study process that allows
long-term transmission service requests to be studied
in aggregate in order to provide transmission service
at the minimum total cost.

The new procedures allow SPP to process multiple
requests simultaneously and permit customers to share
in the cost allocation of necessary upgrades. Long-term
point-to-point and network service transmission requests
received during a specified period of time will be
aggregated into a single study. SPP can then develop
an optimal expansion of the transmission system that
provides the necessary ATC to accommodate all the
requests at the minimum total cost.
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SPP has operated the Open Access Same-Time
Information System (OASIS) for the region since the
system’s introduction in 1996. OASIS ensures fair access
to the transmission system for all SPP transmission
customers by providing unbiased information regarding
system conditions. To comply with Order 2000, SPP will
continue to administer OASIS for the region. 

OASIS serves as the web interface for transmission
customers to request service under the SPP tariff. The
system interfaces with several of SPP’s internal systems.
The service requests entered into OASIS are transferred
to OASIS Automation to calculate available transmission
capability (ATC). This information is then available to all
participants as they consider additional requests and
transactions on the grid.

Total transmission capability (TTC) is the maximum
loading allowed on a transmission system. Basic
transmission service is sold to customers in the form
of transfer capability. ATC is the amount of transfer

capability still available for sale after all existing uses are
accounted for. Transfer capability is measured along a
path from source to sink and is limited by the capacity
of either equipment (such as transformer, circuits) or
interfaces (collection of circuits). SPP calculates TTC
and ATC for the region as outlined in the SPP Criteria.
As required of an RTO, SPP independently calculates
ATC for the provision of all transmission service
provided under the SPP tariff.

Transmission customers may request transmission
service for hours to years. Transactions are entered into
OASIS, and the service requests are considered based on
the duration of the request. If a request is less than one
month in duration, SPP coordinators can evaluate it using
OASIS Automation. Monthly transactions are studied by
SPP operations engineers based on available flowgate
capacity data calculated by the SPP engineering
department. Yearly requests are studied by SPP
engineering tariff studies staff using the new aggregate
study process.

OASIS AND TTC/ATC
An RTO must operate a single OASIS site for all transmission facilities under its control
with responsibility for independently calculating TTC and ATC.

Data is essential to
SPP operations and
to ensure reliability.
The OASIS database
works with several other
systems to generate the
information necessary
for OASIS Automation
to calculate ATC and
help SPP coordinators
with the processing of
transmission requests. 

SPP INTERNAL SYSTEMS AND OASIS DATA FLOW
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Under Order 2000, an RTO must implement procedures to address parallel path flows within its region and with other
regions. FERC requires RTOs to address parallel path flows in other regions within three years of initiating operation. 

SPP addresses parallel path flows within the SPP system as part of its regional tariff administration and reliability
coordinator responsibilities. SPP uses available transfer capability calculations to measure the impact of flows on the
SPP flowgates and to process requests for transmission service. This approach recognizes and accounts for true
source-to-sink flow impacts in the reservation and scheduling of transmission service.

For parallel path flows outside of SPP, SPP currently considers such flows in the reservation and scheduling of
transmission service. In addition, SPP has developed seams coordination agreements to facilitate improved
management of parallel path flows with neighboring systems and other RTOs. Working with external parallel path
flows dove-tails with the required work for the interregional coordination function of an RTO.

SPP currently uses NERC TLR procedures to manage real-time congestion on its system caused by parallel path
flows. SPP is designing its energy imbalance market to work hand-in-hand with NERC TLR procedures so that
real-time congestion can be more effectively managed. SPP’s energy imbalance market is expected to be implemented
by March 2006.

PARALLEL PATH FLOW
An RTO must develop and implement procedures to address parallel path flows.

The SPP region includes 16 control areas

These systems also participate in the SPP reserve sharing group

SPP coordinates with neighboring systems

SPP also manages transactions across five DC-Ties

WHAT IS PARALLEL
PATH FLOW?
Grid operators are required to
constantly balance power between
supplier and user. Electricity can
flow on any interconnected line
on the grid regardless of the
transmission path(s) selected by
the party. The unreserved or
unscheduled impacts on other
facilities are referred to as parallel
path flow. Neighboring transmission
systems are required to monitor
each other’s operations and
communicate to minimize impacts
on each system. Operators must
coordinate with neighboring
transmission entities to keep the
system in balance and avoid
transmission system overloads.

RTOs are required to ensure the development and
operation of market mechanisms to manage transmission
congestion. Order 2000 states that market-based
congestion management should start within one year
of market start-up. 

Since 1997, SPP has used limited market and
transmission relief mechanisms to address congestion.
SPP applies transmission loading relief procedures
that established the Eastern Interconnect-wide process
allowing reliability coordinators to mitigate potential
or actual operating security limit violations while still
respecting transmission service reservation priorities. 

Since application for RTO status in 2000, SPP and
its members have been working to develop a robust
market designed specifically for the SPP footprint. As
outlined in the October 2003 RTO filing, SPP decided
to approach market development in three phases. 

Phase One establishes an energy imbalance market. This
market will provide a market mechanism for addressing
imbalances between scheduled transactions and actual
energy flow. Initially, non-binding statements for
participant review will be produced based on the

schedules and meter data. Phase One continues with
participants submitting hourly resource plans on
a daily basis to SPP. The final increment of Phase
One includes participants operating generation and
controllable load resources submitting energy imbalance
offers to a real-time market operations system. The
system will send dispatch signals to appropriate
resources as needed for energy imbalance and will
include re-dispatch. The system will also calculate
energy imbalance pricing and then transfer the prices
to settlements. 

Phase One includes offer submission, locational
imbalance pricing, dispatch, settlements and invoicing,
market monitoring and market power mitigation,
independent market monitor, credit management and
ancillary services plan submission.

Phases Two and Three are dependent on a cost/benefit
analysis study. Phase Two is expected to focus on
market-based congestion management and create
a day-ahead energy market. Phase Three is expected
to encompass ancillary service markets to be defined
by the membership.

CONGESTION MANAGEMENT
An RTO must create a market mechanism to manage transmission congestion.

WHAT IS TLR?
The transmission grid can experience congestion as
multiple transactions are scheduled for service.
To assure reliable operations, transmission loading
relief (TLR) may be initiated.

TLR is a procedure used to relieve potential or actual
loading on a constrained facility. SPP uses the North
American Electric Reliability Council (NERC) TLR
procedures as outlined in NERC Operating Policy 9
to unload a line in a fair manner when either
congestion management is unavailable or an
emergency condition requires immediate action.

This process addresses the physical limitations of
the grid but does not consider the financial impact
of curtailments. SPP will study the feasibility of
implementing market mechanisms designed to first
allow participants to curtail transactions based upon
economics, reserving TLR as a last resort.



Order 2000 requires:

• an RTO must be the provider of last resort of ancillary services

• market participants must have the option of self-supplying ancillary services (except for the restrictions
in Order 888)

• an RTO must have the authority to decide the minimum required amounts of ancillary services and locations

• an RTO must be able to exercise control over the ancillary service providers

• an RTO must promote the development of competitive markets for ancillary services

• an RTO must ensure that its transmission customers have access to a real-time balancing market

SPP is bound under the SPP Membership Agreement to facilitate the provision of all ancillary services that FERC
requires to be offered. SPP has been doing so for a number of years as the regional transmission provider. The SPP
tariff allows market participants to self-supply ancillary services subject to the restrictions in the tariff which are
consistent with the Order 888 restrictions. The Membership Agreement and the tariff provide SPP the authority
to decide the minimum required amounts of such services and the locations, if necessary. SPP members that own
generation are required to offer to provide ancillary services.

SPP has also developed the framework for a real-time energy imbalance market with a phased implementation during
2005 and 2006. Development of other market services, including a market for ancillary services, will be the subject
of cost benefit studies. The future direction of SPP's market development will be evaluated by SPP and may include
services such as day-ahead unit commitment, ancillary services such as regulation and operating reserves and
market-based congestion management.

ANCILLARY SERVICES
An RTO must serve as a supplier of last resort for all ancillary services required in Order 888
and subsequent orders. 

ANCILLARY SERVICES

• Scheduling and Tariff Administration Service — Schedules energy and administers the tariff

• Reactive Supply and Voltage Control from Generation Sources — Maintains voltages within acceptable 
limits by making the necessary arrangements with control area operators to control generators to produce or 
absorb reactive power

• Regulation and Frequency Response — Provides for continuous balancing of resources with load 
for maintaining frequency at 60 cycles per second (Hz)

• Energy Imbalance Service — Balances energy between scheduled and actual loads

• Operating Reserve - Spinning Reserve — Provided by generating units that are online and loaded at less 
than maximum output to serve load immediately in the event of a system contingency

• Operating Reserve - Supplemental Reserve — Provided by generating units that are online but unloaded, 
quick-start generation or interruptible load to serve load within 10 minutes, in the event of a system contingency
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In order for markets to function optimally, all participants
must adhere to market rules, and the rules must generate
the intended results. Order 2000 requires that an RTO must
“provide for objective monitoring of markets it operates or
administers to identify market design flaws, market power
abuses and opportunities for efficiency improvements and
propose appropriate actions.” 

SPP is accomplishing the requirements of Order 2000 through
two functions – market monitoring and market power mitigation.
Market monitoring is designed to identify activities over a period
of time that cause an inordinate influence on the competitive
wholesale market by a market participant. Market monitoring
includes SPP’s existing transmission market. Market power
mitigation is designed to prevent influence on the competitive
wholesale market by any market participant, particularly those
that most impact the market due to their position.

In order to perform these functions, SPP is using an internal
market monitoring unit (MMU) and an external independent
market monitor (IMM). The objectives of the market monitors
are to 1) protect customers against abuse of horizontal and
vertical market power in SPP’s wholesale markets and services
by any market participant; and 2) ensure that the design and
implementation of SPP’s wholesale market and services are as
efficient as possible so that customers may obtain the best price,
least risk and assured reliability.

The MMU is primarily responsible for implementation of the
Market Monitoring Plan and any reporting to FERC as well as
monitoring of day-to-day market operations. The IMM is
primarily responsible for oversight and advice and will take the
lead in developing the annual State of the Market report required
by FERC.

The Market Monitoring Plan establishes the monitoring
approach used by SPP. The Market Power Mitigation Plan details
the FERC-approved rules for the purpose of mitigating abuse
through market power. The plans will be filed in 2005 and
become part of SPP’s tariff.

MARKET MONITORING
An RTO must monitor markets to identify design flaws and market power. An RTO must
provide for objective monitoring of markets it operates or administers to identify market
design flaws, market power abuses and opportunities for efficiency improvements and
propose appropriate actions.

PRINCIPAL MARKET
MONITOR RESPONSIBILITIES

• Continuous monitoring of
the SPP Energy Imbalance 
Services (EIS) market and the 
transmission services market

• Implementing FERC-approved
market mitigation measures

• Conducting investigations

• Collecting data and conducting
analyses to identify and 
mitigate market manipulation

• Recommending changes
to improve market design
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SPP’s involvement in regional planning spans many
years. Now an RTO, SPP is responsible for regional
planning and can require the construction of
transmission facilities. SPP hosted the first Regional
Planning Summit in 2003 with the goal of developing
a regional planning process and complementary
transmission expansion plan. Two more summits were
held in 2004 to further stakeholder involvement in
developing the planning process. In the reliability phase
of the SPP RTO Expansion Plan, SPP staff proposed six
accelerated and 83 additional projects at a projected cost
of $172 million. This ambitious proposal addresses and
satisfies criteria violations foreseen on the 2005-2010
planning horizon. In addition, six other projects were
proposed to address criteria violations that are currently
managed by operating directives. 

In the 2003 SPP Strategic Plan, the planning committee
directed SPP to review its transmission expansion
funding methodology in conjunction with its regional
transmission planning process. SPP was also directed to
explore and develop transmission expansion incentives
as well as an investment mechanism for all interested
stakeholders.

PLANNING

Through the Membership Agreement, all members
agree that SPP is responsible for regional planning in
coordination with affected transmission owners and
other members. This includes the authority to direct
transmission owners to construct transmission

facilities in accordance with coordinated planning
criteria or under SPP’s tariff, if necessary.

SPP’s efforts in updating its regional planning and
expansion processes were commended in the February
2004 FERC RTO order. It noted SPP’s consideration
of a two-year planning cycle: the initial year focus on
upgrades and new facilities addressing reliability needs
followed by the second year focus on those providing
economic benefits to the region. FERC expressed its
“strong support [for SPP’s] proactive efforts” and
described SPP’s efforts as representing a “critical first
step toward a regional assessment of transmission needs.”

FUNDING

In 2004, SPP’s members and staff created several
solutions to transmission expansion issues including
the development of an innovative funding option. The
LaCygne to Stilwell project represents a successful
regional approach to funding upgrades. 

In an effort to promote expansion of transmission
facilities, SPP created an experimental program (filed
as tariff Attachment AA) allowing SPP customers to
prepay for short-term transmission service. These
prepayments are used to fund system upgrades that
specifically benefit short-term service. Another venture
in transmission expansion involves the aggregation
of yearly transmission service requests into one study
(filed as tariff Attachment Z) and transmission
expansion cost sharing among the participants.

PLANNING AND EXPANSION
An RTO must plan and coordinate necessary transmission additions and upgrades.

2004 Demand and Energy Assessment

• Non-coincident peak hour demand
of 39,893 MW

• Coincident actual summer peak hour 
demand of 38,817 MW

• Region’s net energy of 191,829 GWH

Generation Interconnection Requests

Wind                  23       3,531 MW

Fossil fuel      10     3,259 MW

33        6,790 MW

TRANSMISSION EXPANSION COST ALLOCATION

In its February 2004 order, FERC directed SPP
to file a transmission cost allocation plan, the
development of which would be driven by the SPP
Regional State Committee (RSC). In January 2005,
following more than nine months of stakeholder
effort, SPP filed a joint proposal with the RSC to
address cost allocation for transmission upgrades. 

The proposal prescribes a regional/zonal sharing of
cost for new base plan upgrades identified by SPP as
necessary for continued reliability of the SPP
transmission system. For reliability upgrades, two-thirds
of the costs are assigned to the transmission zones that
receive MW-mile benefits with the remaining one-third
assigned to all zones on a load/ratio share. For upgrades
driven by economic benefit, the costs will be shared on
a voluntary basis by those entities that desire the facility
to be built. Customers that pay for the construction will
receive a credit for new transmission service across the
facility. On April 22, 2005, FERC issued an order
approving the cost allocation proposal. 

REGIONAL STATE
COMMITTEE INCORPORATED
The SPP Regional State Committee (RSC) was incorporated as a
voluntary organization for the purpose of addressing matters of
regional importance related to the development and operation
of bulk electric transmission in the SPP region. The group elected
officers and adopted its bylaws in April 2004. 

The RSC has primary responsibility for determining regional
proposals and the transition process in the following areas:  

• whether and to what extent participant funding 
will be used for transmission enhancements; 

• whether license plate or postage stamp rates will 
be used for the regional access charge;

• FTR allocation, where a locational price 
methodology is used; and 

• the transition mechanism to be used to assure  that 
existing firm customers receive FTRs equivalent 
to the customers’ existing firm rights. 

The RSC will also determine the approach for resource adequacy
across the entire region. In addition, with respect to transmission
planning, the RSC will determine whether transmission upgrades
for remote resources will be included in the regional transmission
planning process and the role of transmission owners in proposing
transmission upgrades in the regional planning process.

The incorporation of the SPP RSC reflects the state agencies’
cooperative efforts and is an important milestone for SPP. The RSC
establishes a unique model, enlisting the collaboration of federal
officials, state regulators, municipal utilities and the private sector
in SPP’s efforts to promote electricity reliability and future growth.

Founding Members of SPP RSC

Seated: Julie Parsley, Public Utilities Commission of Texas, Secretary; and Denise

Bode, Oklahoma Corporation Commission, President. Standing: David King, New

Mexico Public Regulation Commission, Treasurer; Sandra Hochstetter, Arkansas

Public Service Commission, Vice President; Steve Gaw, Missouri Public Service

Commission; and Brian Moline, Kansas Corporation Commission.
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Coordination of activities among regions is a significant
element of maintaining a reliable transmission system and
is important to the development of competitive markets.
SPP has a long history of addressing regional coordination
issues. The SPP organization was created by 11
companies that recognized the benefits of sharing
information and helping each other on a regional basis. As
other regional entities were formed, SPP helped establish
reliability standards and provided a forum for resolving
“seams” issues.

In current efforts to maintain reliability and promote
efficient markets, SPP continues to play an integral role
in promoting seams solutions. Several of SPP’s day-to-day
regional responsibilities, including automated operating
reserve sharing, regional reliability coordination, regional
transmission tariff provision and regional scheduling, were
developed in response to inter-utility seams. In providing
each of these services, SPP worked with neighboring
entities to resolve boundary issues.

BALANCE OF RELIABILITY
AND MARKET OPERATIONS

FERC identified interregional coordination as an RTO
function to ensure the integration of reliability and
market interface practices. Reliability practices affect
how markets interface with each other, and market
interface practices affect reliability. As a result, RTOs are
required to coordinate their practices with neighboring
regions to ensure that market activity is not limited
and reliability is not compromised because of RTO
and regional practice variations. 

COORDINATION AGREEMENTS

Coordination agreements address seams issues and
facilitate coordinated reliability operations between
neighboring organizations. These agreements generally
provide for the exchange of data pertinent to the
calculation of available flowgate capability or available
transfer capability and the coordinated planning and

INTERREGIONAL COORDINATION
An RTO must ensure the integration of reliability practices within an interconnection and
market interface practices among regions.

reliable operation of the interconnected transmission grid.
In addition, the organizations often will coordinate
approvals and scheduling of transmission service, system
emergency plans and restoration procedures and
transmission system plans.

SPP currently has numerous initiatives and efforts in place
to manage seams issues with its neighboring systems. As
FERC has recognized, a successful seams management
program can effectively expand the regional footprint of
an RTO by coordinating interregional services to eliminate
(or substantially reduce) operational distinctions across
neighboring systems. 

In February 2004, FERC directed SPP to file a seams
agreement with Midwest Independent Transmission
System Operator (MISO). After several months of member
discussions and several conferences between MISO and
SPP, a proposed joint operating agreement was filed
addressing non-market (SPP) to market (MISO) operations.
As SPP’s operations expand, this agreement will be updated.

On August 30, SPP and Associated Electric Cooperative,
Inc. (AECI) entered into a Transmission Coordination
Agreement. AECI is owned by and provides wholesale
power to six regional and 51 local electric cooperative
systems in Missouri, northeast Oklahoma and southeast
Iowa that serve more than 830,000 customers. 

REGIONAL INDUSTRY GROUPS

SPP takes interregional coordination a step further
through its participation in regional industry groups across
North America. In 1968, SPP joined with 12 other entities
to form the National Electric Reliability Council, now
known as the North American Electric Reliability Council
(NERC). SPP also participates in the North American
Energy Standards Board (NAESB) which serves as an
industry forum for the development and promotion
of business standards. Recently, SPP helped form
the ISO/RTO Council that is responsible for sharing
seams issues and resolutions among the ISOs/RTOs
in North America.

SPP works with NERC, NAESB and the ISO/RTO
Council to further the standardization of North America’s
wholesale electricity markets to benefit electricity
consumers. By working together, these groups help ensure
the development of consistent reliability standards and
wholesale electric business practices.

SPP continually strives to improve the reliable operation
of the electric power system and enhance the efficiency
of electric services. 

R E G I O N A L R E L I A B I L I T Y C O U N C I L S B O R D E R I N G S P P

TOP POINTS OF DELIVERY
OUTSIDE SPP TARIFF

TOTAL MWH DELIVERED
IN 2004

TOP POINTS OF RECEIPT
OUTSIDE SPP TARIFF

TOTAL MWH RECEIVED
IN 2004

Entergy 789,904 MWh

Electric Reliability Council of Texas (East) 348,578 MWh

Ameren Transmission Services 271,552 MWh

Southwestern Power Administration 262,339 MWh

Ameren Transmission Services 838,548 MWh

Southwestern Power Administration 401,706 MWh

Entergy 322,134 MWh

Omaha Public Power District 275,960 MWh

SPP manages transmission
requests within and across
the SPP region. For each
transmission request, SPP
tracks the point of delivery
(POD) and point of receipt
(POR). Interregional
coordination helps ensure
that transactions to or from
a neighboring region are
reliably implemented.



Balance Sheets
December 31, 2004 and 2003

Assets

Current Assets

Cash and cash equivalents $  31,221,289 $ 3,791,372

Restricted cash deposits 16,429,695 11,319,713

Accounts receivable, net of allowance:

2004–$156,853, 2003 - $183,859 4,194,807 3,869,412

Prepaid expenses and other 288,264 92,062

Total current assets 52,134,055 19,072,559

Property and Equipment, At Cost

Furniture and fixtures      2,339,063 2,195,168

Equipment and machinery 6,470,085 4,361,521

Software 14,681,143 13,672,205

Software in development 15,302,754 13,830,379

38,793,045 34,059,273

Less accumulated depreciation and amortization 19,498,679 14,218,317

19,294,366 19,840,956

Other Assets, Net 537,368 303,924             

$   71,965,789 $  39,217,439

Liabilities and Members’ Equity

Current Liabilities

Accounts payable $ 1,665,650 $  368,069

Customer deposits 16,429,695 11,319,713

Current maturities of long-term debt 5,000,000 5,000,000

Accrued expenses 1,575,386 1,123,722

Total current liabilities 24,670,731 17,811,504

Long-term Debt 40,000,000 20,000,000

Members’ Equity 7,295,058 1,405,935

$ 71,965,789 $  39,217,439

Board of Directors
Southwest Power Pool, Inc.
Little Rock, Arkansas

We have audited the accompanying balance sheet of Southwest Power Pool, Inc. as of December

31, 2004, and the related statements of income, members’ equity and cash flows for the year

then ended. These financial statements are the responsibility of the Company’s management.

Our responsibility is to express an opinion on these financial statements based on our audit.

The financial statements of Southwest Power Pool, Inc. as of and for the year ended December 31,

2003, were audited by other accountants whose report dated May 11, 2004, expressed an

unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the

United States of America. Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material misstatement.

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures

in the financial statements. An audit also includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement

presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the 2004 financial statements referred to above present fairly, in all material

respects, the financial position of Southwest Power Pool, Inc. as of December 31, 2004, and the

results of its operations and its cash flows for the year then ended in conformity with accounting

principles generally accepted in the United States of America.

March 3, 2005

I N D E P E N D E N T  A C C O U N T A N T S ’  R E P O R T

2004 2003
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Operating Activities

Net income $ 5,889,123) $ 1,310,205)

Items not requiring (providing) cash

Depreciation and amortization 5,341,033) 4,406,970)

Impairment loss 2,485,060) —)

Gain on disposal of property and equipment (2,000) (2,825)

Changes in assets and liabilities

Accounts receivable (325,395) (3,041,567)

Prepaid expenses (196,202) 137,404)

Other assets (294,115) —)

Accounts payable 1,297,581) 1,874,420)

Accrued liabilities 451,664) (305,699)

Net cash provided by operating activities 14,646,749) 4,378,908)

Investing Activities

Acquisition of property and equipment (7,218,832) (922,239)

Proceeds on disposal of property 2,000) 7,023)

Net cash used in investing activities (7,216,832) (915,216)

Financing Activities

Proceeds from long-term debt 25,000,000) —)

Repayments of long-term debt (5,000,000) (2,000,000)

Net cash provided by (used in) financing activities 20,000,000) (2,000,000)

Increase in Cash and Cash Equivalents 27,429,917) 1,463,692)

Cash and Cash Equivalents, Beginning of Year 3,791,372) 2,327,680)

Cash and Cash Equivalents, End of Year $ 31,221,289) $ 3,791,372)

Supplemental Cash  Flow Information

Interest paid (net of interest capitalized of $1,023,440 in 2004) $ 1,261,560) $ 1,837,000)

Statements of Income
Years Ended December 31, 2004 and 2003

Statements of Cash Flows
Years Ended December 31, 2004 and 2003

2004 2003

Operating Income

Tariff fees and member assessments $ 39,284,003) $ 27,320,263)

Other member services 2,581,191) 2,119,339)

Other 13,249) 508,679)

41,878,443) 29,948,281)

Operating Expenses

Salaries and benefits 14,498,645) 12,005,891)

Employee travel 612,658) 582,981)

Administrative 1,108,819) 1,007,093)

NERC assessment 692,265) 622,900)

SPP/NERC meetings 333,548) 190,979)

Communications system 1,197,751) 1,107,306)

Leases 698,232) 648,701)

Maintenance 1,958,927) 1,522,432)

Consulting services 7,483,271) 4,637,465)

Depreciation and amortization 5,341,033) 4,406,970)

Impairment loss 2,485,060) —)

36,410,209) 26,732,718)

Operating Income 5,468,234) 3,215,563

Other Income (Expense)

Withdrawal fees 1,549,300) —)

Bad debt expense (211,320) (4,355)

Interest income 306,248) 92,391)

Interest expense (1,223,339) (1,993,394)

420,889) (1,905,358)

Net Income $    5,889,123) $ 1,310,205)

Balance, Beginning of Year $ 1,405,935) $       95,730)

Net income 5,889,123) 1,310,205)

Balance, End of Year $ 7,295,058) $ 1,405,935)

20032004
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Statements of Members’ Equity
Years Ended December 31, 2004 and 2003

 



Concentrating of Credit Risk - Financial instruments that subject the Company to credit

risk consist primarily of accounts receivable. Customers are required to conduct business

subject to approved credit limits and to post deposits if the Company elects not to extend

unsecured credit to the customer.

Reclassifications - In previous years, transmission service charges were billed to

transmission customers and recorded as accounts receivable on the balance sheet.

Concurrently, an equal amount less the tariff administrative fee was recorded as accounts

payable to reflect the balances owed each transmission owner. Given that the Company

was in effect a billing agent for the transmission owner and the money passing through the

Company was not revenue to the Company, it was determined in 2004 that it would be a

more appropriate representation of the transaction, and the role of the Company with respect

to the transaction, to exclude those amounts that are to be collected from the customers and

remitted to the owners from accounts receivable and accounts payable, respectively. In effect,

only the administrative fee charged to the customer by the Company will be recorded as

accounts receivable on the balance sheet. The previously reported 2003 amounts have been

reclassified to conform to the 2004 presentation. This change in classification had no effect

on reported net income. At December 31, 2004 and 2003, the Company was due to collect

from customers and remit to owners transmission service charges of $18,498,947 and

$17,333,067, respectively.

Certain other 2003 amounts have been reclassified to conform with the 2004 presentation.

These reclassifications had no effect on net income.

Note 2: Line of Credit

The Company has an $8,000,000 revolving line of credit expiring in 2008. At December 31,

2004 and 2003, no amounts were borrowed against this line. The agreement requires

maintenance of a fixed charges coverage ratio as well as numerous reporting requirements.

The agreement has a variable interest rate equal to either the bank’s prime rate or the

London Interbank Offered Rate.

Note 3: Long-term Debt

(A)  Due March 15, 2008:principal payable $5,000,000 annually, interest payable

semi-annually at 7.5%. The note agreement requires the maintenance of a fixed charges 

coverage ratio as well as numerous reporting requirements. The Company was in 

compliance with the covenant and reporting requirements during 2004 and 2003.

The note agreement also requires mandatory prepayments of outstanding principal upon 

withdrawal from the Company of various aggregates of membership. The Company was 

not subject to any mandatory prepayments during 2004 and 2003. Note proceeds were 

used to fund development of market settlement software. The notes are unsecured.

(B)  Due May 11, 2011; principal payable $5,000,000 annually beginning on June 25, 2007,

interest payable semi-annually at 4.78%. The note agreement requires the maintenance 

of a fixed charges coverage ratio as well as numerous reporting requirements. The 

Company was in compliance with the covenant and reporting requirements during 2004.

The note agreement also requires mandatory prepayments of outstanding principal upon

withdrawal from the Company of various aggregates of membership. The Company was 

not subject to any mandatory prepayments during 2004. Proceeds will be used to fund 

general corporate activities. The notes are unsecured.

Aggregate annual maturities of long-term debt at December 31, 2004 are:

Note 4: Operating Leases

The Company has noncancelable operating leases for office space and certain office

equipment which expire at various times through 2011. The Company incurred lease expense

related to these operating leases of $698,232 and $648,701 in 2004 and 2003, respectively.

Future minimum lease payments at December 31, 2004 were:

Note 5: Employee Benefit Plans

Pension and Other Postretirement Benefit Plans - The Company has a noncontributory

defined benefit pension plan covering all employees who meet the eligibility requirements.

The Company’s funding policy is to make the minimum annual contribution that is required

by applicable regulations, plus such amounts as the Company may determine to be appropriate

from time to time. The Company expects to contribute approximately $1,116,000 to the

plan in 2005.

The Company has a noncontributory defined benefit postretirement health care plan

covering eligible retirees including those retiring between the ages of 55-65 and hired prior

to January 1, 1996. The Company’s funding policy is to make the minimum annual

contribution that is required by applicable regulations, plus such amounts as the Company

may determine to be appropriate from time to time. The Company expects to contribute

approximately $504,000 to the plan in 2005.

Notes to Financial Statements
December 31, 2004 and 2003

Note 1: Nature of Operations and Summary of Significant

Accounting Policies

Nature of Operations - Southwest Power Pool, Inc. (the “Company”) is a not-for-profit

entity formed in 1941 and incorporated in 1994.Through its operation as a North American

Electric Reliability Council and its administration of a Federal Energy Regulatory Commission

(“FERC”) approved regional transmission tariff, the Company maintains the reliable

operation of the wholesale electric transportation system throughout an eight state region

of the southwestern United States and ensures non-discriminatory access to that system.

As of December 31, 2004, the Company was comprised of 45 utility participant members

representing investor-owned utilities, municipal systems, generation and transmission

cooperatives, state authorities, wholesale generators and power marketers.

During March 2003, the Company’s Board formed the Strategic Planning Task Force to

completely review the Company’s organization considering the current industry

environment and to make appropriate recommendations to the Board as to the future

direction of the Company. One objective of the strategic plan issued in June 2003 was set

in motion with the October 2003 FERC filing seeking formal recognition as a Regional

Transmission Organization (“RTO”) in accordance with FERC Order 2000. In February 2004,

the Company was granted conditional RTO status and upon completion of the specified

FERC requirements, the Company received final RTO approval in October 2004. An important

milestone as an RTO will be met with the scheduled implementation of an imbalance

energy market in October 2005.

Use of Estimates - The preparation of financial statements in conformity with accounting

principles generally accepted in the United States of America requires management to make

estimates and assumptions that affect the reported amounts of assets and liabilities and

disclosure of contingent assets and liabilities at the date of the financial statements and the

reported amounts of revenues and expenses during the reporting period. Actual results

could differ from those estimates.

Cash and Cash Equivalents and Deposits - The Company considers all liquid

investments with original maturities of three months or less to be cash equivalents.

The Company’s cash and cash equivalents are invested in repurchase agreements with an

AA-rated financial institution. The repurchase agreements are fully collateralized with U.S.

Treasury or U.S. government agency securities. Repurchase agreements are not insured or

guaranteed by the Federal Deposit Insurance Corporation or any other government agency.

Restricted cash deposits are invested in money market mutual funds investing in U.S.

Treasury and U.S. government agency securities. Restricted cash deposits are not insured or

guaranteed by the Federal Deposit Insurance Corporation or any other government agency.

Income Taxes - The Company is exempt from income taxes under Section 501c(6) of the

Internal Revenue Code and a similar provision of state law.

Accounts Receivable - Accounts receivable are stated at the amount billed to customers

plus any accrued and unpaid interest. The Company provides an allowance for doubtful

accounts, which is based upon a review of outstanding receivables, historical collection

information and existing economic conditions. Accounts receivable are ordinarily due

15 days after the issuance of the invoice. Accounts that are unpaid after the due date

bear interest at a rate set by FERC. Interest continues to accrue until the account is

deemed uncollectible.

Property and Equipment - Property and equipment are depreciated on a straight-line

basis over the estimated useful life of each asset. The estimated useful lives are as follows:

Furniture and fixtures  5 years

Equipment and machinery  3 years

Software  3 years

During 2001, the Company accepted delivery of software in development to facilitate

operation of  wholesale energy markets under FERC Order No. 2000 (the “Order”).The

software is composed of three major components: customer service, power operations,

and settlement/invoicing.The software enables the Company to operate a real-time energy

imbalance market, which facilitates the purchase and sale of energy in real-time to balance

schedules to actual load, and meet the requirements, under the Order, of being the provider

of last resort for ancillary services. The customer service component has been utilized for

call tracking by the customer service department since 2002.The power operations and

settlement/invoicing components are still under development and will be the backbone

of the system that will be used by the Company as it implements the imbalance energy

market projected for October 2005. The Company capitalizes development costs, including

interest, for internal use software costs in accordance with Statement of Position 98-1,

Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.These

costs are included in software and software in development. Management of the Company

is of the opinion that all costs capitalized in association with the software in development,

except for those costs impaired as discussed in Note 9, are fully recoverable over the

anticipated life of the asset.

Revenue Recognition - Revenues, consisting of member assessments, tariff administrative

fees, working capital contributions from members, and miscellaneous revenues are

recognized when earned, and expenses are recognized when incurred.

Customer Deposits - Customers may be required to make deposits with the Company

prior to the performance of transmission services.These amounts are typically held for the

duration of the service and applied to the customer’s final invoice. An offsetting liability

equal to the deposit balance is recorded on the balance sheet under current liabilities.

Monthly Assessments/Annual Membership Fees - Beginning October 1, 2003,

members are assessed based on their prior year average 12 month peak demand multiplied

by hours in a month multiplied by the assessment rate as established by the Board.

A member’s monthly assessment is offset dollar for dollar for qualifying tariff administrative

fees collected from a member in any given assessment period. Prior to October 1, 2003,

members were assessed based on monthly operating expenses after reduction for tariff

fees and interest and other income.

The Company collects a membership fee from each member annually. Non-load serving

members pay an annual fee of $6,000. Those members serving load will be subject to a fee

based on their annual “Net Energy for Load” for the preceding year.

Tariff Fees - An administrative charge is applied to all transmission service under the

Company’s tariff to cover the expenses related to the administration of the tariff. The charge

is calculated in accordance with the terms of the Company’s Open Access Transmission Tariff.

The administrative rate used for the calculation is established by the Board.

Withdrawing Members - Members wishing to withdraw from the Company must

provide 12 months written notice and are responsible for their portion of the Company’s

existing obligations as defined in the Bylaws, which include unpaid membership fees, any

assessments imposed prior to the effective withdrawal date, any costs or expenses imposed

upon the Company as a direct consequence of the member’s withdrawal, and the member’s

share of long term obligations and related interest.

7.50% notes due 2008 (A) $  20,000,000) $ 25,000,000)

4.78% notes due 2011 (B) 25,000,000) —)

45,000,000) 25,000,000)

Less current maturities 5,000,000) 5,000,000)

$  40,000,000) $ 20,000,000)

2005 $ 5,000,000

2006 5,000,000

2007 10,000,000

2008 10,000,000

2009 5,000,000

Thereafter 10,000,000

$ 45,000,000    

2004                         2003

2005 $ 725,619

2006 745,769

2007 765,380

2008 782,014

2009 758,549

Thereafter 1,361,318

$   5,138,649    
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The Company uses a December 31 measurement date for the plans. Significant balances,

costs and assumptions are:

Weighted-average assumptions used to determine benefit obligations and costs:

The Company has estimated the long-term rate of return on plan assets based primarily

on historical returns on plan assets, adjusted for changes in target portfolio allocations and

recent changes in long-term interest rates based on publicly available information.

For measurement purposes, a 10% and 8% annual rate of increase in the per capita cost

of covered health care benefits was assumed for 2004 and 2003, respectively. The rate was

assumed to decrease gradually to 5% by the year 2010 and remain at that level thereafter.

On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization

Act of 2003 (the Act) was signed into law. The Act introduces a prescription drug benefit

under Medicare Part D, as well as a federal subsidy to sponsors of retiree health care benefit

plans that provide benefits at least actuarially equivalent to Medicare Part D. The Company

has not determined whether its plan provides benefits that are actuarially equivalent to

Medicare Part D.

In accordance with FASB Staff Position 106-1, the Company has not reflected the effects

of the Act on the measurements of plan benefit obligations and periodic benefit costs and

accompanying notes. The Financial Accounting Standards Board Staff recently issued FASB

Staff Position 106-2,“Accounting and Disclosure Requirements Related to the Medicare

Prescription Drug, Improvement and Modernization Act of 2003,” which requires federal

subsidies, if any, attributable to past service to be accounted for as an actuarial gain and

federal subsidies, if any, attributable to current service to be accounted for as a reduction

of net periodic benefit cost. The Company expects to first apply FASB Staff Position 106-2

during its fiscal year ending December 31, 2005. The impact of applying the new

statement has not yet been determined.

The following benefit payments, which reflect expected future service, as appropriate, are

expected to be paid as of December 31:

The Company’s investment strategy is based on an expectation that equity securities will

outperform debt securities over the long-term. Accordingly, the composition of the

Company’s plan assets is broadly characterized as a 70%/30% allocation between equity

and debt securities. The strategy utilizes indexed and actively managed mutual fund

instruments as well as direct investment in individual equity and debt securities.

Investments in the plans must adhere to the Investment Policy Statement developed by

the Company. The Investment Policy Statement is reviewed annually. At December 31,

2004 and 2003, plan assets by category are as follows:

Notes to Financial Statements ( C O N T I N U E D )

Defined Contribution Plan - The Company has a 401(k) defined contribution plan covering

substantially all employees. The Company contributes funds to the Plan on behalf of plan

participants equal to 75% of the participants’elective deferral up to 6% of deferred

compensation. Contributions to the plan were $415,247 and $374,038 for 2004 and 2003,

respectively.

Note 6: Related Party Transactions

General disbursements of the Company are apportioned to members based on the formula

described in the Bylaws of the Company (see Note 1). The Company’s receivables from

members totaled $3,485,803 and $3,313,481 as of December 31, 2004 and 2003,

respectively. The Company recognized revenues of $35,304,259 and $25,802,417,

including assessments and tariff administrative fees, from members for the years ended

December 31, 2004 and 2003, respectively.

The Southwest Power Pool Regional State Committee (“RSC”) was incorporated on April 7,

2004, in the State of Arkansas. The RSC is comprised of commissioners from the state

public service commissions, or equivalent, having regulatory authority over Company

members. FERC, in its February 20, 2004 Order regarding the Company’s RTO application,

stated,“the RSC should have primary responsibility for determining regional proposals and

the transition process for funding of regional transmission enhancements, rate structure for

a regional access charge and allocation of transmission rights.” The RSC prepares budgets

annually for the expected costs of its operations. This budget is submitted to the

Company’s Board of Directors for approval. The Company includes in its annual budget

funds sufficient to cover 100% of the operating costs of the RSC. During 2004, the

Company incurred $8,444 in expenses attributable to RSC operations. Management of the

Company expects such expenditures for 2005 to be $1.1 million.

Note 7: Open Access Transmission Operations

The Company provides “one-stop-shopping” for short- and long-term firm and non-firm

point-to-point transmission services and network integration transmission service across

11 providers in eight southwestern states. The Company is responsible for the billing of

the transmission customers for the respective services and the remittance of the

subsequent collections to the transmission owner on a monthly basis. The Company

receives a fee from the customer for facilitating the transmission process, which is recorded

as tariff fees in the Company’s statements of income. For the years ended December 31,

2004 and 2003, the Company billed transmission customers $228,934,605 and

$206,374,647, respectively. For the years ended December 31, 2004 and 2003, the

Company remitted to transmission owners $214,817,891 and $190,076,500, respectively.

At December 31, 2004 and 2003, the Company was due to collect from customers and

remit to owners transmission service charges of $18,498,947 and $17,333,067,

respectively.

Note 8: Commitments and Contingencies

Commitments - The Company entered into an agreement for the development of software

to be used for internal use. Total costs capitalized as of December 31, 2004, for this project

are approximately $23,564,000, which is included as hardware and software and software

in development in property and equipment. Remaining commitments under this

agreement are approximately $4 million per year, with inflationary increases, through 2006

for commercial operations outsourcing services.

Litigation - The Company is engaged in various legal proceedings in the ordinary course

of business. The resolution of these matters is not expected to have a material adverse

impact on the Company’s financial position, cash flows, or results of operations.

Note 9: Asset Impairment

As discussed in Note 1, the Company capitalizes interest cost related to software in

development. During 2004, management of the Company assessed the recoverability of the

capitalized cost of such software and determined that future revenues will not recover the

portion of the software cost attributable to capitalized interest. Accordingly, an impairment

loss of $2,485,060, representing $1,461,620 and $1,023,440 of interest capitalized in 2001

and 2004, respectively, was charged to income in 2004.

Note 10: Change in Accounting Estimate

Effective January 1, 2004, the estimated service life of certain software was lowered from

five to three years to more accurately reflect the economic life of the asset. The effect of this

change was to decrease net income for 2004 by $893,667.

2005 $    64,500 $    8,700

2006 64,500 9,500

2007 64,500 15,400

2008 67,400 22,000

2009 70,400 23,300

2010-2014 694,800 449,800

Pension Benefits Health Care Benefits

Projected - benefit 

obligation $ 6,738) $ 6,147) $ 2,815) $ 2,380)

Fair value of plan

assets 4,783) 3,594) 2,004) 1,422)

Funded status $ (1,955) $ (2,553) $ (811) $ (958)

Accumulated benefit

obligation $ 3,860) $ 3,153)

Amounts recognized in the balance sheets:

Prepaid (accrued)

benefit cost $ 314) $  224) $   (8) $   (9)

Benefit costs $ 845) $      814) $    426) $ 386)

Employer

contributions $  936) $      837) $  426) $ 386)

Benefits paid $   60) $          9) $   2) $         0)

2004                     20032004                     2003

(in thousands)

Fixed income 

mutual funds 28.8% 26.5% 27.2% 37.7%

Domestic equities

and mutual funds 71.2 73.5 58.0 43.4

International equity

funds — — 11.6 5.5

Cash and

equivalents — — 3.2 13.4

100.0% 100.0% 100.0% 100.0%

2004               20032004                2003

Pension Benefits Health Care Benefits

Discount rate 7% 7% 7% 7%

Expected return

on plan assets 7% 7% 7% 7%

Rate of

compensation increase 4% 4%

2004              2003

Pension Benefits Health Care Benefits

2004              2003

Pension Benefits Health Care Benefits
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SPP Board of Directors Regional State Committee

Bandwidth

Business Practices

Critical Infrastructure Protection

Generation

Market

Members Committee

Markets and Operations
Policy Committee Market Monitor

Corporate Governance
Committee

Model Development

Operating Reliability

Operation Model Development

Operations Data

Operations Training

Regional Tariff

System Protection and Control

Transmission

Finance Committee

Human Resources Committee

Strategic Planning Committee

Compliance Committee

MEMBERS COMMITTEE

Seated: Nick Brown, Jim Eckelberger and Harry Skilton. Standing: Robert Schoenberger,

Joshua Martin, Phyllis Bernard and Quentin Jackson.

Working Groups

BOARD OF DIRECTORS

Seated: Richard Spring, Kurtz Stowers (for Calpine), Mike Palmer, Gary Roulet and Harry Dawson.

Standing: David Christiano, Jim McDonald (for SPA), Walt Yeager, Gary Voigt, Michael Desselle,

Stephen Parr and Doug Henry. Not pictured: Kevin Easley, Trudy Harper and Richard Tyler.
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Jim Eckelberger
Chairman of the Board
Consultant

Harry I. Skilton
Vice-Chairman
Consultant

Phyllis E. Bernard
Professor of Law
Oklahoma City University

Nick Brown
President and Chief Executive Officer
Southwest Power Pool, Inc.

Quentin Jackson
President and Chief Executive Officer
Nuclear Electric Insurance Ltd.

Joshua Martin
Partner
Potter Anderson and Corroon

Robert G. Schoenberger +
Chairman, President and Chief Executive Officer
Unitil Corporation
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David Christiano
Manager – System Planning
City Utilities (Springfield, MO)

Harry Dawson
General Manager
Oklahoma Municipal Power Authority

Michael A. Deihl ^
Administrator
Southwestern Power Administration

Michael Desselle
Director of Public Policy
American Electric Power

Kevin Easley #
General Manager / Chief Executive Officer
Grand River Dam Authority

Trudy Harper
Vice President and General Manager
Tenaska Power Services Company

Doug Henry
Vice President – Power Delivery
Westar Energy

Mike Palmer
Vice President of Commercial Operations
Empire District Electric Company

Stephen Parr
Executive Vice President and Chief Executive Officer
Kansas Electric Power Cooperative

Gary Roulet
Chief Executive Officer
Western Farmers Electric Cooperative

Richard Spring
Senior Vice President, Transmission
Kansas City Power & Light Company

James R. Stanton
Director, Market Design
Calpine Energy Services, L.P.

Richard M. Tyler
General Manager
Northeast Texas Electric Cooperative

Gary Voigt
Chief Executive Officer
Arkansas Electric Cooperative Corporation

Walt Yeager
Managing Director, Market Development
Cinergy Corporation

+ Resigned March 2005    ^  Resigned October 2004    # Effective January 2005

* Effective May 2004, independent Board of Directors and Members Committee formed
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