




































































 
 
 
 
 
September 25, 2006 
 
 
 
 
Mr. Jim Eckelberger, Chairman 
Mr. Nick Brown, President 
Southwest Power Pool, Inc. 
415 North McKinley, #140 Plaza West 
Little Rock Arkansas, 72205 
 
Re:  Market Participant Readiness Certification 
 
Dear Messers Eckelberger and Brown: 
 
 Southwestern Public Service Company (SPS) appreciates the opportunity to 
update the Southwest Power Pool (SPP) on its readiness to participate in the SPP’s 
Energy Imbalance Service (EIS) market.  SPP has requested that SPS submit a signed, 
unqualified certification regarding its market readiness.  However, given fairly significant 
concerns about the market, SPS respectfully declines to execute the proferred 
certification.  In lieu thereof, SPS offers the following comments regarding readiness of 
both SPS and SPP for the impending EIS market. 
 

In preparation for the SPP EIS market, SPS has taken steps to prepare itself for 
participation pursuant to the market rules approved by the Federal Energy Regulatory 
Commission (FERC) and the associated protocols, business practices, and guidelines 
approved by the membership.  SPS has taken or is in the process of taking the following 
steps to complete its preparations for market start: 

 
a. SPS has retained a third-party contractor to develop and install 

systems to support day ahead and real-time interaction with SPP’s 
systems.  While these systems are being continually improved, they 
are currently functioning at a level that SPS believes adequate to 
support SPS’ day ahead and real-time interaction with SPP; 

b. SPS has retained a third-party contractor to develop and install 
systems to facilitate shadow settlement of the SPP EIS market.  Again, 
these systems are being continually improved, and SPS believes that 
by market start they will be functioning at level sufficient to allow 
SPS to manage its market settlements with SPP; 

c. SPS will have conducted by November 1, 2006, sufficient internal and 
external training of day ahead, real-time, and accounting personnel to  
support interaction by SPS’ personnel with the SPP EIS market.   

 
At this time, SPS is not aware of any internal systems or personnel issues that would 
prevent SPS from effectively participating in the SPP EIS market effective November 1, 
2006.  
 



 
While SPS believes that it, as an individual market participant, will be ready to 

operate in the SPP EIS market, SPS nevertheless has significant concerns regarding the 
readiness of the SPP EIS market as a whole.  First, we do not believe that it would be 
appropriate for SPS to expose its customers to the level of price risk that we have seen 
during deployment tests.  For example, during the September 13 deployment test, average 
hourly market prices at different locations ranged from $-631/MWh to $7,197/MWh.   
SPP staff has suggested that, in at least some cases, this volatility may be due to market 
liquidity.  However, at this point we are unclear about the root cause of this volatility and 
are concerned that it may persist once the market commences.  SPS believes that it would 
be prudent for SPP to obtain an independent third-party analysis that addresses both of 
these issues before opening the EIS market. 
 

In addition, SPS is concerned that SPP’s systems and processes may not be fully 
compliant with the provisions of the EIS market tariff, and that certain SPP processes 
may not be sufficiently documented.  SPS believes that it would be prudent for SPP to 
obtain an independent third-party analysis to ensure that its systems and processes are 
adequately documented and fully compliant with its EIS market tariff before market 
implementation. 
 

Further, SPS is concerned that a number of SPP’s IT systems are operating at a 
level that may be inadequate to effectively support the EIS market.  For example, SPP 
has not demonstrated that its short and mid-term load forecast tools can meet the existing 
accuracy standards approved by the Market Operations Policy Committee (MOPC).  To 
the extent that the required accuracy criteria are not met, balancing authorities such as 
SPS may be called upon to provide more regulation than would otherwise be necessary, 
resulting in increased costs that may not be recovered through the market.  In addition, 
SPP has not developed an automatic programmatic interface for notifying a market 
participant if a native load schedule is curtailed by SPP’s Curtailment Adjustment Tool. 
As a result, the ability of a market participant to learn of such a curtailment and adjust 
other schedules as needed to cover its obligations may be compromised.  A market 
participant that is in this situation could be subjected to significant costs associated with 
unintentionally serving a portion of its obligations through the market. These examples 
are not intended to be exhaustive.  Given that SPS has fairly limited visibility into SPP’s 
systems, there may be other significant problems that exist within SPP’s systems that are 
unknown to SPS. 

 
We urge SPP to carefully evaluate the concerns expressed above before making 

its independent readiness certification to FERC.   
 
Sincerely, 
 
_______________________________  
Thomas A. Imbler 
Vice President, Commercial Operations 

 
cc: Commissioner Julie Parsley 
 Public Utility Commission of Texas 
 1701 N. Congress Avenue 
 Austin, TX 78711 
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