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Southwest Power Pool has much to share with you 
about 2005. We have experienced a wealth of  success 
during the year. We are pleased with the direction SPP 
has charted having completed our first calendar year 

operating as a Regional Transmission Organization (RTO). 

SPP embraces the great responsibility that comes with being 
one of  the nation’s six RTOs, providing comprehensive 
services that cannot be offered by a single utility. Through our 
RTO status, we have gained additional opportunities to partner 
with other organizations. You might call these connections our 
power partnerships.

These partnerships - old and new - power SPP’s success. You’ll 
notice this recurring theme as you read this annual report. 
Our members, staff, and partners are more than the backbone 
of  the organization: they are the organization. Through their 
continuous support, we are able to reach higher and push harder 
to improve reliability and efficiency of  electric service. 

Over the last six decades, our members have always 
acknowledged SPP’s value to society by voluntarily adding 
regional services. In 2005, our value was quantified. An 
independent study was performed by Charles River Associates 
on behalf  of  our Regional State Committee to determine the 
cost benefit of  SPP.  The five month effort produced results 
conservatively showing a 270 percent return on investment 
for SPP services over the next 10 years including the energy 
imbalance market to be implemented in 2006.  We knew the 
value was high, but these are astonishing results!

Of  course, the achievements don’t stop there. SPP received 
approval for new aggregate transmission service study 
procedures that will give our customers both service and cost 
benefits. 

We are proud of  how we partner with our employees. SPP was 
recognized by Principal Financial Group as one of  their “10 
Best” companies for providing financial security to its workers. 
As a relationship-based service organization, one of  our key 
initiatives is development and retention of  human capital.

These are just a few highlights. As you read further, you will 
see that 2005 was a year full of  exceptional accomplishments. 
These success stories would not have been possible without 
SPP’s extraordinary members, staff, and partners.
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Commissioner Denise Bode, SPP Regional 
State Committee President and Oklahoma 
Corporation Commission Chairman, was a 
driving force behind SPP becoming an RTO.

Why was this so important? That’s an easy 
question for Bode to answer. “As the largest 
part of the SPP footprint, we’ll be able 
to work with our neighboring states and 
the energy industry to build the electric 
infrastructure necessary to make Oklahoma 
an energy powerhouse,” Bode said.

“This is one of the most significant and 
positive developments for Oklahoma’s  
future that I have witnessed in my tenure on 
the Oklahoma Corporation Commission.” 
Bode added, “with the one billion dollars 
Oklahoma needs just to relieve its own 
transmission congestion, the regional  
solution was essential.”

SPP’s affirmation as an RTO was the answer. 
Along with the RTO application came the 
development of the SPP Regional State 
Committee.  This gave agencies like the 
Oklahoma Corporation Commission a  
stake in the future of electric transmission  
in their region.

Bode points out that without SPP’s new 
role, Oklahoma ratepayers and generators 
could have been forced to pay all the costs of 
transmission expansion. “Without a regional 
solution, we will not be able to realize the 
tremendous opportunity to add value to our 
number one cash crop, natural gas, as well as 
our untapped wind resources.”

Denise Bode
President, SPP Regional State Committee
Chairman, Oklahoma Corporation Commission

“
”

This is one of  the most significant 
and positive developments 
for Oklahoma’s future that                 
I have witnessed in my tenure 
on the Oklahoma Corporation 
Commission.

Historically, SPP has served as a 
regional entity providing vital grid 
reliability and transaction support 
services to our members. Along 

with our counterparts (six other Independent 
System Operators (ISO) and RTOs in the 
United States), we coordinate reliable power 
grid operations for two-thirds of  the nation’s 
population and its electric generation.

As an RTO, we have the opportunity to further 
expand our role regionally and nationally. 
SPP embraces this unique responsibility, and 
we relish the opportunity to cost-effectively 
provide services that cannot be performed by 
a single utility. 

RTO functions include providing a forum for 
energy buyer and seller interaction. We are 
working diligently towards the implementation 
of  an Energy Imbalance Services (EIS) Market. 
SPP’s role is that of  facilitator: overseeing 
market activity, ensuring reliability, and 
forecasting supply requirements.

Such a significant undertaking commands that 
we look before we leap. Forecasting began in 
April 2004 when the Regional State Committee 
formed the Cost Benefits Task Force. This 
group, a cross section of  stakeholders and 
regulators, researched the costs and benefits of  

membership in SPP. The study focused on the 
potential impact of  consolidating services and 
functions of  reliability and tariff  administration 
along with the effect of  implementing an  
energy imbalance market.

The study concluded that over a 10-year period 
SPP’s services, including implementation of  
the EIS market, would provide estimated 
aggregate trade benefits of  $614 million to the 
transmission owners under the SPP tariff. 

A decade ago we could not have predicted the 
changes we have seen today. Ten years from 
now, we foresee even more evolution in the 
industry and our organization. One thing we 
know for certain: we will continue to explore 
and propose ways that our partners can benefit 
from our strength in numbers.

strength in NUMBERS

Generation Cost in $/MWh
Base Case vs. Energy Imbalance Market�

� Cost-Benefit Analysis, Performed for the 
SPP Regional State Committee. Charles River Associates
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Expanding and improving transmission 
is one of  our foremost priorities —  
it benefits all stakeholders in the  
SPP region. 

As a member-driven organization, we look to our 
partners to help us initiate innovative solutions 
for the industry. 2005 was a year of  significant 
advancements for SPP: we started the aggregate 
study process; designed an extensive expansion 
plan; and introduced cost allocation procedures.

Keeping our Members in Mind
Through our stakeholder process, we designed 
and proposed an aggregate transmission service 
study process. In January 2005, the Federal 
Energy Regulatory Commission (FERC) 
granted approval allowing us to 
implement this new procedure. 

Performing an aggregate study 
for transmission service requests 
permits us to simultaneously  
process multiple studies in 
a more timely and efficient 
manner. It also allows customers 
to share in the assigned costs of  
necessary upgrades. 

In addition to the financial benefit, cost sharing 
among a group of  customers allows for the 
evaluation of  more regional upgrades to the 
system. Ultimately, this provides an increase in 
available transmission capability compared to 
the amount provided by individual upgrades if  
the studies were processed independently.

Member Feedback Goes a Long Way
In April 2005, the Board of  Directors approved 
Phase One of  the Transmission Expansion 
Plan. The first phase provided an independent 
assessment of  expansion plans required by SPP 
in order to meet regional and local planning 
standards.

Using our stakeholder process, SPP solicited 
input on projects to address criteria violations. 
This was an excellent way to get everyone 
involved in finding the best solutions for the 
SPP region.

True to our values, we recognize the benefit 
of  stakeholder input. All organizational group 
meetings are open to all interested parties.

This year, stakeholder input 
determined the definition 
of  transmission. The new 
definition: 

All existing non-radial power 
lines, substations, and associated 
facilities, operated at 60 kV or 
above, plus all radial lines and  

associated facilities operated at or above 60 kV that serve 
two or more eligible customers not affiliates of  each other. 

Every Dollar Counts
Also in April 2005, FERC approved a joint 
proposal submitted by SPP and the SPP Regional 
State Committee. The proposal prescribed a 
regional/zonal sharing of  cost for new base plan 
upgrades SPP deemed necessary for continued 
reliability of  the transmission system. Since 
approval, our members have entrusted us with 
four projects totaling $15 million. 

supply & DEMAND
If anyone knows the benefits of expanding 
transmission in the SPP footprint, it’s Mel 
Perkins, Vice President of Transmission 
for Oklahoma Gas and Electric Company. 
“Providing customer benefits is what an 
RTO is all about, and SPP is doing just that. 
Expansion of the transmission system provides 
customers reliable service and access to cost 
efficient and diverse generation resources.” 

“The OG&E Arcadia transmission substation 
capacity upgrade project is a good example of 
how SPP and its members can work together 
to increase transmission capacity in our region 
to the benefit of customers,” Perkins added.

Recently passed legislation indicates that state 
legislatures, commissions, and utilities are 
promoting transmission expansion in  
the region.

“With the strong support from Oklahoma 
Corporation Commissioner Denise Bode, 
House Bill �9�0 provides more certainty 
of cost recovery for Oklahoma utilities as 
transmission is constructed throughout the 
region,” Perkins said.

He also knows exactly how some of 2005’s 
changes, like the aggregate study process  
and cost allocation procedures, will affect  
SPP’s future and that the aggregate study 
process opens the door to potential 
transmission customers.

Perkins explained, “in the long run, more 
transmission gets built, benefiting end-use 
customers. The same goes for the new 
regional/zoning cost sharing. Through the 
leadership of their Regional State Committee, 
SPP is leading the industry with its FERC 
approved Cost Allocation Plan. 

“The plan recognizes that transmission system 
upgrades in the SPP footprint benefit end-
use customers throughout the region and 
allocates a portion of the cost of upgrades to 
all customers,” added Perkins.

“ ”
Mel Perkins
Chairman, SPP Markets and Operations Policy Committee
Vice President Transmission, OG&E Electric Services

Providing customer benefits is 
what an RTO is all about, and 
SPP is doing just that.
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With the help of SPP partners, Kansas, 
Oklahoma, and Texas passed transmission 
legislation in 2005. While the legislation is 
specific to each state, the basic principal 
of each allows utilities to recover costs 
associated with transmission upgrades 
identified by an RTO.

The legislation also addresses the recovery 
of costs for certain capital expenditures 
and ensures reliable operation of the 
integrated electrical transmission system. 
It facilitates the consumption of energy 
through improvements in the states’ electric 
transmission infrastructures.

SPP administers the provisions of  open access 
transmission service on a regional basis across 
the facilities that SPP transmission owners have 
dedicated to the SPP Tariff. 

SPP’s zonal rates benefit all market participants 
by allowing customers to transmit power 
across the SPP region while paying only one 
transmission charge rather than multiple 
transmission charges. 

Making a Difference
Many SPP members are required to establish  
and use appropriate controls in their 
organizations to comply with the Sarbanes-
Oxley Act. This includes certifying the controls 
in place at SPP. SPP undertook an audit of  its 
control environment to help our members with 
this requirement.

A Type I audit was performed to assure that SPP’s 
stated controls over our transmission services 
were accurately described, suitably designed, 
and in place as of  October 31, 2005. SPP is 
preparing for a Type II audit in 2006. The Type 
II audit will assess the operating effectiveness 
of  the organization’s control environment over 
a period of  six months. 

When it comes to expanding transmission, 
we want to be first in line. 2005 was just the 
beginning of  a new era of  expansion for the 
SPP region.

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

INDEPENDENT POWER PRODUCERS
Calpine Energy Services, L.P.
Redbud Energy, L.P.
Tenaska Power Services Company

INVESTOR-OWNED
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 and 
Electric 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.

MUNICIPALS
City of Clarksdale, Mississippi
City of Lafayette, Louisiana
City Power & Light,  
Independence, Missouri
City Utilities of 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

CONTRACT 
PARTICIPANTS

Southwestern Public 
Administration

•
•
•
•

•
•
•
•
•
•
•
•

•
•
•

•
•
•

•

•
•

•

membership 2005

Investor-Owned: 13

Cooperatives: 9

Marketers: 12

Municipals: 7
State Agencies: 2

Independent Power 
Producers: 3

MEMBERShIP STATISTICS

Oklahoma bill-signing

Kansas bill-signing
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an industry of ChANGE

At SPP, we believe the power of  
partnership can have a huge influence 
on the electric industry. That’s why 
we’ve been working together with 

other utilities and acting as a regional entity since 
our founding in 1941. 

A great example of  members of  the electric 
industry joining together was the formation of  
the North American Electric Reliability Council 
(NERC). After a blackout in 1965 left 25 million 
people in Canada and New England without 
power for hours, members of  the electric 
industry partnered together to develop standards 
to improve the reliability of  the North American 
power grid.

As a founding member of  NERC, we’ve been 
involved in developing standards and audits since 
1968. SPP helped set the bar for regional entities, 
bringing to light the importance of  standards and 
cooperation across a larger geographic area.

SPP is unique in that we are the only regional 
entity that is both a NERC regional reliability 
council and a FERC jurisdictional RTO.

Our industry partnerships help ensure that 
governance, readiness audits and personnel 
certifications are maintained per industry 
standards. Coordinating regional activities is 
a vital component of  maintaining a reliable 
transmission system. In this industry it is 
imperative for us to work together. 

President George W. Bush signed the Energy 
Policy Act of  2005 including the Electric 
Reliability Organization (ERO) legislative 
proposal. NERC applied in April 2006 to become 
an ERO. If  approved, NERC would develop 
and enforce mandatory reliability standards 
for all users, owners and operators of  the bulk 
power system in the United States. SPP expects 
to continue its role as a regional entity in the new 
organizational structure.

In addition to our work with NERC, SPP is 
also a member of  the North American Energy 
Standards Board and a founding member of  
the ISO/RTO Council. With these groups, we 
work to ensure the development of  consistent 
reliability standards and wholesale electric 
business practices.

Through our integral partnerships, together  
we are shaping the future of  the American 
electric industry. 

Few people know the electric industry as well 
as Richard Schneider does.  As Organization 
Certification Manager for NERC, Schneider 
is at the forefront of every major electric 
industry transformation. He understands SPP’s 
drive to maintain reliability while advocating 
cost-efficient markets. 

In response to the 200� northeastern United 
States blackout, NERC formed the Reliability 
Readiness Program to further strengthen the 
reliability of the bulk electric system.

According to Schneider the Reliability 
Readiness Program calls for every balancing 
authority, transmission operator, and reliability 
coordinator to be audited on a recurring 
three-year cycle.

Since the program began in March 2004, 
NERC has witnessed the completion of more 
than �00 reliability readiness audits in North 
America. “The success of the program relied 
heavily on industry volunteers with technical 
knowledge to participate in the readiness 
audits,” Schneider said.

Of course, that’s where SPP stepped in.

“SPP’s staff, as well as personnel from 
its members, partnered in this process 
by providing volunteers to participate 
in audits, not only within the SPP region 
but throughout North America as well,” 
Schneider said. “These volunteers were the 
heart and soul of the audit teams. They not 
only shared knowledge but gained knowledge 
from participating in the audits.”

There is no better way to help change the 
face of the electric industry than for SPP to 
provide the leadership, commitment, and skills 
necessary to get the job done. 

Richard Schneider
NERC Manager, Organization Certification

“ ”These volunteers were the heart 
and soul of  the audit teams. 
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helping us hELP YOU

One of  SPP’s power partners 
is right here at home —  
our staff. 

SPP is incredibly proud of  its employee 
growth this year. At the end of  2005, we 
employed 176 individuals (compared to 
131 employees at the end of  2004) with an 
annual turnover rate of  only 5.9 percent.

We realize the importance of  offering  
benefits similar to those usually only 

found at larger 
companies. Our 
staff  is vital to the 
smooth operation 
of  our mission, so 
we do everything 
we can to show 
our appreciation. 
Plus, the benefits  
are designed as 
an incentive for 
employees to remain 

with the company for the long term.

We see employee support as an ongoing 
commitment. Likewise, we strive to 
provide benefits for our employees even 
after they retire. It’s a philosophy of  
partnership that extends beyond today 
into the future.

Two employees recently retired after  
spending a remarkable 25 years or more at 
SPP. We want to acknowledge and thank 
Sheri Venable for 25 years of  service and 

Claudia Milam for 27 years. Additionally, 
we extend our gratitude to Les Gilstrap 
who in 2005 celebrated 35 years of  service 
and to Lisa Carter and Ron Hollaway for 
25 years. Thank you for all your years of  
hard work at SPP.

Principal Financial Group recently 
honored SPP for its extraordinary 
relationship with its employees.  The 
Principal 10 Best Companies for 
Employee Financial Security is a 
nationwide program that searches for 
and recognizes small- and medium-
sized companies that excel in providing 
employee financial security.

From a pool of  over 500 nominees, 
SPP was selected as one of  the top ten  
companies that do just that — excel in 
providing financial security to its workers. 

Each company was evaluated on how 
well it covered major life events, such as  
retirement and disability, as well as how 
much it offered in matches or premiums. 
Principal Financial Group recognized 
SPP for managing benefit costs while 
continuing to offer wellness programs, 
health education, and retirement savings.

In an era when employees bear a greater 
responsibility for benefits than ever 
before, we are honored to be recognized 
for our support of  one of  SPP’s most vital 
resources — our employees. 

SPP was honored to be named one of 
Principal’s �0 Best Companies for Employee 
Financial Security. What was really behind  
the decision?

President and CEO of America’s Health 
Insurance Plans (AHIP) Karen Ignagni has 
the answer.  A leading expert in the benefits 
industry, Ignagni was part of the independent 
panel of judges that reviewed the entries  
and decided which companies deserved  
this distinction.

The award recognizes companies that use 
innovative strategies to manage costs while 
offering employee benefits such as wellness 
programs, health education and retirement 
savings. “The companies that made the top 
�0 list this year were very much in a class by 
themselves,” Ignagni said. 

What distinguished SPP among the hundreds 
of applicants? “SPP invests in their employees 
by offering a strong medical benefits package,” 
Ignagni said, “and they reward employee 
loyalty through a secure retirement plan.”

Ignagni explains that these benefits in 
particular set SPP apart, as most companies 
today are making cuts in benefits or increasing 
employee contributions and premiums. 

In addition, Ignagni noted that the companies 
in the �0 Best were unlike many others. “They 
are taking a different course, investing in their 
employees and rewarding employee loyalty.”

Clearly, SPP’s relationship with our employees 
is something we value highly.

“
”

Karen Ignagni
Principal Financial �0 Best Judge, 2005
President and CEO, America’s Health Insurance Plans

The companies in Principal’s    
10 Best are clearly committed to 
a partnership relationship in the 
workplace that benefits both the 
companies and the workers… 
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Thank you again for your endless 
support. Searching for innovative 
ways to expand our relationship 
makes it a joy to be member-driven. 

We know our success stems from our focus on 
you, along with substantial support from SPP’s 
expanding power partners. 

We made a notable change in our membership 
when Aquila modified its membership status to 
that of  a transmission owner, thereby placing 
its facilities under the SPP tariff. Also, we had 
a significant increase in our network load when 
American Electric Power became a network 
integration transmission customer.

Another change in 2005 occurred when our 
membership elected Larry Altenbaumer to 
serve on our independent Board of  Directors. 
Larry succeeded Robert “Bob” Schoenberger, 
who resigned in March 2005. We salute and 
thank Bob for his service.

Sadly, in 2006 SPP lost a dear friend and 
coworker with the sudden death of  Westar’s 
Vice President of  Energy Delivery Doug Henry. 
Over the past decade, Doug served on our 
Board of  Directors, Members Committee, and 
Finance Committee as we addressed complex 
issues and experienced tremendous growth in 

services. He will be missed.

We have many changes in store 
for 2006. We’ll build a 19,400 
square foot offsite operations 
center, slated to open in early 
2007. Additionally, we are 
expanding our offerings to 
include Contract Services. This 
means we will be offering our 
services, such as transmission 
planning and managing tariff  
administration,  to others on 
a contractual basis. Through 
Contract Services, we’ve 

engaged in a one-of-a-kind power partnership 
that opens the door for potential growth. 

On the horizon, a major goal remains: the launch 
of  an energy imbalance market. Through the 
power of  partnership, we will reach our goals. 

With so many partners at our side, one thing 
is certain: SPP will help our members work 
together to keep the lights on … today and in 
the future!

SPP is the low-cost provider of  transmission 
services among the seven ISO/RTOs in the 
United States. Our primary goal is to provide 
reliable and accurate service at the most 

reasonable cost. Quite simply, that is how we operate. 
 
Our policies and processes ensure cost control at every 
level – starting with our governance. The detailed annual 
budget is drafted by staff  and reviewed intensively by 
SPP’s Finance Committee before it is presented for 
approval by the Board of  Directors. 

We are also focused on debt reduction. Excessive debt 
carries with it more than simple interest charges; it restricts 
the flexibility of  the company. We have established a 
policy of  matching the amortization of  our debt as closely 
as possible with the useful life of  the asset the debt is 
funding. We believe this practice will allow SPP to sustain 
its low cost success. 

To provide greater certainty to our members and 
customers, we have undertaken the task of  improving 
our internal controls. This has added a layer of  costs to 
SPP’s operations; however, we are convinced the benefits 
far outweigh the costs. We will document annually the 
effectiveness of  these controls by engaging an independent 
firm to audit the controls in accordance with SAS70. 

In the end, our low cost strategy benefits all of  our partners. 
We continue to explore opportunities to leverage our core 
competencies and market those services to entities not 
within the SPP membership. This allows our members to 
enjoy the fiscal benefit offered by SPP while also driving 
down our stakeholder costs. 

Financial highlights
(in thousands)

BALANCE ShEET
2005 2004

Assets

Cash $ 42,052 $ 47,65�

Other Current Assets 8,570 4,48�
Fixed Assets �0,658 �9,294
Other Assets 696 5�8

Total Assets $ 8�,976 $ 7�,966

Liabilities
Customer Deposits $ �6,54� $ �6,4�0
Other Current Liabilites �6,667 8,24�
Long Term Debt �5,000 40,000
Members’ Equity ��,768 7,295

Total Liabilities and Equity $ 8�,976 $ 7�,966

STATEMENT OF INCOME
Total Revenue $ 55,�28 $ 4�,878
Salary and Benefits �8,54� �4,499
Other Expenses �0,��2 2�,490
Net Income $ 6,47� $ 5,889
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Robert (Bob) Schoenberger
Served October 2003 - March 2005
Member, Finance Committee
Bob is Chairman, Chief  Executive Officer, 
and President of  Unitil Corporation, a utility 
holding company based in New Hampshire.
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board of DIRECTORS

Larry Altenbaumer
Elected July 2005 
Member, Finance Committee
Larry provides business advisory and consulting 
services to the energy industry. He retired 
April 2004 as President of  Illinois Power and 
Executive Vice President, Regulated Energy 
Delivery, Dynegy Inc. 

James E. (Jim) Eckelberger
Chairman of the Board
Elected April 2000
Member, Strategic Planning Committee; 
   Corporate Governance Committee
Jim is a consultant for Supply Chain Man-
agement. His career history includes Huttig 
Building Products, netMercury, and Compaq 
Computer Corporation after serving 30 years 
in the U.S. Navy.

Joshua W. Martin, III
Elected October 2003 
Chairman, Compliance Committee
Member, Strategic Planning Committee
Joshua is a partner in the Potter Anderson & 
Corroon law firm.  In March 2005, he joined 
the firm’s Business Practices Group, which 
focuses on telecommunications and public 
utility issues.

Quentin Jackson
Elected April 2000
Chairman, Corporate Governance Committee
Quentin is President and Chief  Executive 
Officer of  Nuclear Electric Insurance Limited, 
which provides property and business inter-
ruption insurance to operating nuclear power 
stations in the United States and abroad.

Nick Brown
President and Chief Executive Officer
Elected January 2004
Chairman, Corporate Governance Committee
Prior to January 2004, Nick served SPP in 
several capacities that include Senior Vice 
President, Corporate Secretary, Director of  
Engineering and Operations, and Manager of  
Engineering Services.

harry I. Skilton
Vice-Chairman of the Board
Elected April 2000
Chairman, Finance Committee 
Member, Strategic Planning Committee
Harry is a consultant with over 25 years of  
senior executive and general management 
experience in Fortune 500 manufacturing 
companies. He retired as President and 
Chief  Executive Officer of  American  
Meter Company.  

Phyllis E. Bernard
Elected October 2003
Member, Human Resources Committee;
   Compliance Committee
Phyllis is a Robert S. Kerr Jr. Distinguished 
Professor of  Law and Director of  the Cen-
ter on Alternative Dispute Resolution at the 
Oklahoma City University School of  Law. 

Harry Dawson
General Manager
Oklahoma Municipal Power Authority

Michael D. Desselle
Director of  Public Policy
American Electric Power

David Christiano *

Manager, System Planning
City Utilities of  Springfield, Missouri

Kevin A. Easley
Chief  Executive Officer
Grand River Dam Authority

Trudy Harper
Vice President & General Manager
Tenesaka Power Services Company

Doug Henry #

Vice President, Power Delivery
Westar Energy

Jeff Knottek ^

Assistant Manager, Transmission Planning
City Utilities of  Springfield, Missouri

Mike Palmer +

Vice President of  Commercial Operations
Empire District Electric Company

Stephen E. Parr
Executive Vice President & Chief  Executive Officer
Kansas Electric Power Cooperative

Mel Perkins ^

Vice President, Transmission
OG&E Electric Services

Gary Roulet
Chief  Executive Officer
Western Farmers Electric Cooperative

Richard Spring
Senior Vice President, Transmission Services
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, Inc.

Gary Voigt
Chief  Executive Officer
Arkansas Electric Cooperative Corporation

Walt Yeager
Managing Director, Market Development
Cinergy Corporation

* Retired December 2005
# Deceased February 2006
^ Effective January 2006
+ Through December 2005

members COMMITTEE
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committee ORGANIZATION

Members
Committee
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Southwest Power Pool, Inc. 
Balance Sheets  
(In Thousands) 

December 31, 2005 and 2004 
 

See Notes to Financial Statements 

Assets 
 

 2005 2004 
Current Assets   

Cash and cash equivalents  $ 25,511  $ 31,221 
Restricted cash deposits   16,541   16,430 
Accounts receivable, net of allowance;  
  2005 – $0,  2004 – $157   6,663   4,195 
Prepaid expenses and other   1,907   288

     
Total current assets       50,622   52,134

   
Property and Equipment, At Cost   

Land          311   — 
Construction in progress   178   — 
Furniture and fixtures         2,245   2,339 
Equipment and machinery   9,192   6,470 
Software    17,107   14,681 
Software in development   23,712   15,303

   52,745   38,793 
Less accumulated depreciation and amortization   22,087   19,499
   
   30,658   19,294
   

Other Assets, Net    696   538
   
   

  $ 81,976  $ 71,966 
 

 
 



 

 2 

 
 
 
 
Liabilities and Members’ Equity 
 

 2005 2004 
Current Liabilities   

Accounts payable  $ 283  $ 1,666 
Customer deposits   16,541   16,430 
Current maturities of long-term debt (Note 3)   5,000   5,000 
Accrued expenses   11,384   1,575

   
Total current liabilities   33,208   24,671 

   
Long-term Debt (Note 3)   35,000   40,000 

   
Members’ Equity   13,768   7,295

   
   

   
   
   
   
   
   
   
   
   
   
   
  $ 81,976  $ 71,966 

 



Southwest Power Pool, Inc. 
Statements of Income  

(In Thousands) 
Years Ended December 31, 2005 and 2004 

 

See Notes to Financial Statements 3 

 
 2005 2004 

   
Operating Income    

Tariff fees and member assessments  $ 52,053  $ 39,284 
Other member services   3,075   2,581 
Other   —   13

   
   55,128   41,878
Operating Expenses   

Salaries and benefits   18,543   14,499 
Employee travel   737   612 
Administrative   1,909   1,109 
Regulatory assessment   8,226   692 
Meetings   395   334 
Communications system   1,837   1,198 
Leases   740   698 
Maintenance   1,957   1,959 
Consulting services   10,151   7,483 
Depreciation and amortization   2,871   5,341 
Impairment loss (Note 9)   1,008   2,485
   

         48,374   36,410
   
   

Operating Income    6,754   5,468
   

Other Income (Expense)   
Withdrawal fees   —   1,549 
Bad debt expense      —   (211)
Recovery of bad debt   148   — 
Interest income   945   306 
Interest expense   (1,374)   (1,223)
   
   (281)   421
   

Net Income  $ 6,473  $ 5,889 
   



Southwest Power Pool, Inc. 
Statements of Members’ Equity  

(In Thousands) 
Years Ended December 31, 2005 and 2004 

 

See Notes to Financial Statements 4 

 
 
 2005 2004 

   
Balance, Beginning of Year  $ 7,295  $ 1,406 

   
Net income    6,473   5,889

   
Balance, End of Year  $ 13,768  $ 7,295 



Southwest Power Pool, Inc. 
Statements of Cash Flows  

(In Thousands) 
Years Ended December 31, 2005 and 2004 

 

See Notes to Financial Statements 5 

 
 2005 2004 

Operating Activities   
Net income   $ 6,473  $ 5,889 
Items not requiring (providing) cash   

Depreciation and amortization   2,871   5,341 
Impairment loss   1,008   2,485 
Gain on disposal of property and equipment   —   (2)

Changes in assets and liabilities   
Accounts receivable   (2,468)   (326)
Prepaid expenses    (1,619)   (196)
Other assets   (224)   (294)
Accounts payable   (1,383)   1,298 
Accrued liabilities   9,809   452
   

Net cash provided by operating activities        14,467   14,647 
   

Investing Activities   
Acquisition of property and equipment   (15,177)   (7,219)
Proceeds on disposal of property   —   2
   

Net cash used in investing activities   (15,177)   (7,217)
   

Financing Activities   
Proceeds from long-term debt   —   25,000 
Repayments of long-term debt   (5,000)   (5,000)
   

Net cash provided by (used in) financing activities   (5,000)   20,000
   

Increase (Decrease) in Cash and Cash Equivalents   (5,710)   27,430 
   
Cash and Cash Equivalents, Beginning of Year   31,221   3,791
   
Cash and Cash Equivalents, End of Year  $ 25,511  $ 31,221 

   
Supplemental Cash Flow Information   
   

Interest paid (net of interest capitalized of $1,008 and      
    $1,023 in 2005 and 2004, respectively)  $ 1,499  $ 1,262 



Southwest Power Pool, Inc. 
Notes to Financial Statements 
December 31, 2005 and 2004 
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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.  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, 2005, the Company was comprised 
of 46 utility participant members representing investor-owned utilities, municipal systems, 
generation and transmission cooperatives, state authorities, wholesale generators and power 
marketers.  

In February 2004, the Company was granted conditional Regional Transmission Organization 
(RTO) status by the Federal Energy Regulatory Commission (FERC) and upon completion of 
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 2006. 

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.



Southwest Power Pool, Inc. 
Notes to Financial Statements 
December 31, 2005 and 2004 
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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 imbalancing 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 2006.  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 and miscellaneous revenues, 
are recognized when earned and expenses are recognized when incurred. 



Southwest Power Pool, Inc. 
Notes to Financial Statements 
December 31, 2005 and 2004 
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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  

Members are assessed monthly 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.   

The Company collects a membership fee from each member annually.  The amount of the 
membership fee is established by the Board of Directors of the Company.  Non-load serving 
members currently pay an annual fee of $6,000.  Those members serving load are currently 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 of Directors. 

Withdrawing Members 

Members wishing to withdraw their membership 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. 

Concentration 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.  



Southwest Power Pool, Inc. 
Notes to Financial Statements 
December 31, 2005 and 2004 
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Note 2: Line of Credit (In Thousands) 

The Company has an $8,000 revolving line of credit expiring in 2008.  At December 31, 2005 and 
2004, no amounts were borrowed against this line.  The agreement requires 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 2005 and 2004.  The agreement 
has a variable interest rate equal to either the bank’s prime rate or the London Interbank Offered 
Rate plus a credit margin. 
 
 

Note 3: Long-term Debt (In Thousands) 

 2005 2004 
   

7.50% notes due 2008 (A)  $ 15,000  $ 20,000 
4.78% notes due 2011 (B)   25,000   25,000
   40,000   45,000 
   
Less current maturities   5,000   5,000
   
  $ 35,000  $ 40,000 

 

(A) Due March 15, 2008: principal payable $5,000 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 2005 and 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 2005 and 2004.  Note proceeds were used to fund 
development of market settlement software.  The notes are unsecured. 

(B) Due May 11, 2011; principal payable $5,000 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 2005 and 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 2005.  Proceeds were used to fund general corporate 
activities.  The notes are unsecured. 



Southwest Power Pool, Inc. 
Notes to Financial Statements 
December 31, 2005 and 2004 
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Aggregate annual maturities of long term debt at December 31, 2005 are: 

2006  $ 5,000 
2007   10,000 
2008   10,000 
2009   5,000 
2010   5,000 
Thereafter   5,000
  
  $ 40,000 

 

Note 4: Operating Leases (In Thousands) 

The Company has noncancellable 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 $740 and $698 in 2005 and 2004, respectively. 

Future minimum lease payments at December 31, 2005, were: 

2006  $ 704 
2007   729 
2008   724 
2009   721 
2010   734 
Thereafter   555
  
  $ 4,167 

 

Note 5: Employee Benefit Plans (In Thousands) 

Pension and Other Postretirement Benefit Plans 

The Company has a noncontributory defined benefit pension plan covering all employees meeting 
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 
$2,220 to the plan in 2006. 
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 $549 to the plan in 2006. 
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Notes to Financial Statements 
December 31, 2005 and 2004 
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The Company uses a December 31 measurement date for the plans.  Significant balances, costs and 
assumptions are: 

  Post Retirement 
   Pension Benefits Health Care Benefits 

 2005 2004 2005 2004 
     
Projected - benefit 

obligation  $ 9,555  $ 6,738  $ 3,301  $ 2,815 
Fair value of plan 

assets   6,012   4,783   2,675   2,004
     
Funded status  $ (3,543)  $ (1,955)  $ (626)  $ (811)
     
Accumulated benefit 

obligation  $ 6,670  $ 3,860   
   
Amounts recognized in the balance sheets:   
     
Prepaid (accrued) 

benefit cost   $ 524  $ 314  $ 30  $ (8)
     
Accrued pension 
 cost  $ 658  $ —  $ —  $ — 
     
Benefit costs  $ 866  $ 845  $ 471  $ 426 
Employer 

contributions  $ 1,064  $ 936  $ 516  $ 426 
Benefits paid  $ 85  $ 60  $ 2  $ 2 
     

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

  Post Retirement 
 Pension Benefits Health Care Benefits 
 2005 2004 2005 2004 
     
Discount rate   7% 7% 6.5% 7% 
Expected return 

on plan assets   7% 7%   7% 7% 
Rate of 

compensation 
increase 4.5% 4%   

 

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. 



Southwest Power Pool, Inc. 
Notes to Financial Statements 
December 31, 2005 and 2004 
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For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health 
care benefits was assumed for 2005 and 2006.  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. 

Financial Accounting Standards Board Staff Position 106-2, “Accounting and Disclosure 
Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of 
2004,” 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 measures of projected benefit obligation and periodic 
benefit costs do not reflect any amounts associated with the subsidy because the Company has been 
unable to conclude whether the benefits provided by the plan are actuarially equivalent to Medicare 
Part D.  The effect of adopting Staff Position 106-2, if and when the Company makes such a 
determination, is not expected to be material. 

The following benefit payments, which reflect expected future service, as appropriate, are expected 
to be paid as of December 31: 

 
Pension 
Benefits 

Post 
Retirement 
Health Care 

Benefits 
   
2006  $ 83  $ 9 
2007   86   10 
2008   89   15 
2009   89   22 
2010   89   23 
2011 – 2015   1,764   450 

 

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, 2005 and 2004, plan assets by category are as follows: 
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  Post Retirement. 
 Pension Plan Assets Health Care Plan Assets 
 2005 2004 2005 2004 

     
Fixed income mutual 

funds   24%   29%   23%   27% 
Domestic equities 

and mutual funds   33   71   56   58 
International equity 

funds   —   —   12   12 
Cash and equivalents     43      —     9     3

     
   100%   100%   100%   100% 

 
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 deferrals up to 6% of deferred compensation.  Contributions to the plan were 
$476 and $415 for 2005 and 2004, respectively. 

 

Note 6: Related Party Transactions (In Thousands) 

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 
$5,660 and $3,486 as of December 31, 2005 and 2004, respectively.  The Company recognized 
revenues of $52,561 and $35,304, including assessments and tariff administrative fees, from 
members for the years ended December 31, 2005 and 2004, 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 2005 
and 2004, the Company incurred $983 and $8, respectively, in expenses attributable to RSC 
operations.  Management of the company expects such expenditures for 2006 to be approximately 
$500.  
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Note 7: Open Access Transmission Operations (In Thousands) 

The Company provides 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 for facilitating the transmission process, which is recorded as tariff fees in 
the Company’s statements of income. For the years ended December 31, 2005 and 2004, the 
Company billed transmission customers $255,469 and $228,935, respectively.  For the years ended 
December 31, 2005 and 2004, the Company remitted to transmission owners $228,629 and 
$214,818, respectively.  At December 31, 2005 and 2004, the Company was due to collect from 
customers and remit to owners transmission service charges of $20,402 and $18,499, respectively.   
 
 

Note 8: Commitments and Contingencies (In Thousands) 

Commitments 

The Company entered into an agreement for the development of a market system for use by the 
Company.  Total costs capitalized as of December 31, 2005, for this project are approximately 
$31,825, which is included as property and equipment.  Remaining commitments under this 
agreement are approximately $4,000 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 (In Thousands) 

As discussed in Note 1, the Company capitalizes interest cost related to software in development.  
During 2005 and 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, impairment losses of $1,008 and 
$2,486, representing interest capitalized, were charged to income in 2005 and 2004, respectively.  
The 2004 impairment loss consisted of $1,023 of interest capitalized in 2004 and $1,461 capitalized 
in 2001. 
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Note 10: Change in Accounting Estimate (In Thousands) 

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 $894. 
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