
MINUTES NO. 51 

 

Southwest Power Pool 

STRATEGIC PLANNING COMMITTEE MEETING 

July 12, 2007 

Marriott Country Club Plaza – Kansas City, Missouri 

 
•  M I N U T E S  •  

 

Agenda Item 1 – Administrative Items 

Chair Richard Spring (KCPL) called the meeting to order at 8:00 A.M.   SPC members participating in 
person were Jim Eckelberger (Director); Josh Martin (Director); Harry Skilton (Director); Rob Janssen 
(Redbud); Ricky Bittle (AECC); Les Evans (KEPCO); Kevin Easley (GRDA); and, Mike Palmer (EDE).   
SPP Staff participating in person included Michael Desselle, Nick Brown, Carl Monroe, Stacy Duckett, Les 
Dillahunty, Charles Yeung, and Bill Wylie.  Guests participating in person or by teleconference included; 
Richard Ross (AEP); Raj Rana (AEP); John Olsen (Westar); Tom Stuchlik (Westar); Ed Stoneburg 
(Trans-Elect); Walt Shumate (EEI); Tom DeBaun (KCC); Bary Warren (EDE); and Walter Wolfe (LPSC) 
(Attendance - Attachment 1).   

Richard Spring referred to the April 12, 2007 minutes and asked for additions or corrections or a motion 
for approval (Minutes 4/12/07 – Attachment 2).  Josh Martin moved and Harry Skilton seconded approval 
of the minutes as presented.  The motion passed.     

Agenda Item 2 – Review Past Action Items 

Michael Desselle provided a recap of past actions items:   
• He reported that the MWG’s high-level plan for future market development had not been included 

in the minutes because it was unavailable and was on the agenda for discussion today.    
• He reported the inclusion of Les Dillahunty’s report from the April 12 meeting in the minutes. 
• He reported that Les had provided additional information regarding Texas CREZs to the SPC and 

the issue was discussed at the SPC Retreat.  
• He reported that the thinking from the Organizational Effectiveness Discussions was being 

incorporated into the SPP structure and that the Organizational Effectiveness Action had been 
updated and also discussed at the SPC Retreat. 

• He reported that a Regional Entity comparison was not completed but that NERC had recently 
prepared a RE budget and business plan comparison which was available. 

• He reported that the Strategic Plan Status had been updated twice since the April meeting and 
was included in the meeting materials for this meeting.    

Agenda Item 3 – MOPC Update 

Carl Monroe provided a report of the MOPC’s actions and discussions from the meetings held on July 10 
and 11.  Carl discussed actions taken by the MOPC on Protocol Revision Requests (PRRs).  He noted 
that discussions about changes to the aggregate study process occurred and that the RTWG will be 
revisiting tariff language.  He reported that the new SPP RE Trustees were introduced and reports were 
provided to the MOPC members detailing the changes in compliance and RE responsibilities.  Carl 
discussed the proposed Working Group reorganization into 5 subcommittees.  The goal would be to 
finalize such structural changes by the October Board meeting.  He noted that the MOPC approved 3 
business practice changes.  Carl answered questions about the BA consolidation efforts and reported that 
staff was revising its plan based on comments gathered in a recent meeting with 9 of the 10 BAs.   
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Agenda Item 4 – Market Working Group Market Development Overview 

Richard Ross presented a high level overview (Market Overview Slides- Attachment 3) of the MWG’s 
effort on future market design. 

Agenda Item 5 – Regulatory Update 

Les Dillahunty provided a regulatory update report (Regulatory Update – Attachment 4).  He also 
provided an update on the efforts of the Transmission Ownership/Construction Task force in defining its 
scope (TOCTF Scope Statement – Attachment 5) and the discussion questions (TOCTF Discussion 
Questions – Attachment 6) the task force was considering.  No action was taken to approve the scope 
statement.  No concerns or issues were expressed with respect to the direction of the task force.  The 
expectation was set that the scope would be approved at the same time that the task force presents its 
report in the October meetings.  Guidance was provided to add to the task force an individual 
knowledgeable about the construction and operation of critical infrastructure facilities.  Les presented a 
comparison of cost allocation proposals that was initially presented to the CAWG at its June 27th meeting.  
(Cost Allocation Proposals – Attachment 7).  Finally, Les made a brief presentation of the EHV Overlay 
Study (EHV Overlay Study – Attachment 8).   

Agenda Item 6 – Corporate Governance Committee Update 

Nick Brown provided a summary of the Committee’s recent activities.  Of particular note, Nick mentioned 
the potential need to schedule an additional Board and Member’s committee meeting to approve modified 
Bylaws resulting from changes to comply with FERC’s RE Delegation Agreement Order. Nick reported 
that there may be additional Bylaws modifications arising from the Committees review of Organizational 
Effectiveness recommendations that may also be considered at this additional Board meeting.     

Agenda Item 7 – Strategic Planning Retreat Summary 

Richard Spring provided a recap of the recent Strategic Planning Committee retreat (Strategic Planning 
Retreat Recap – Attachment 98).  A revised Strategic Plan Status was included in his update (Strategic 
Plan Status – Attachment 10). Direction was provided to add a line item on the status report to reflect the 
Demand Response (DR) initiative under the Center Of Excellence.   

Agenda Item 8 – FERC Technical Conference on Recovery of Fines/Penalties Assessed to RTOs 

Richard Spring led a discussion of this topic.  A copy of the Notice was provided (Technical Conference 
Notice – Attachment 11).  Direction was provided to staff to draft a position to be circulated consistent 
with the following themes:  

• Fines/penalties assessed upon SPP, or other not for profit RTOs/ISOs, would not be appropriate 
when the RTO/ISO had been expedient, thorough in its investigation, and responsive in 
correcting the penalty causing circumstance; 

• SPP, or again any RTO/ISO, should be penalized only after FERC holds a hearing dealing with 
the specific situation causing the penalty to be assessed; and, 

• Penalties upon SPP should only be assessed as a last resort and those penalties should be of 
the nature to get SPP’s attention for its failure to prevent the violation or to take prompt corrective 
action. 

Agenda Item 9 – FERC ANOPR on Wholesale Competition in Organized Electric Markets  

Richard Spring presented a summary of the Commission’s Advanced Notice of Proposed Rulemaking 
(ANOPR presentation – Attachment 12) and led a subsequent discussion of the ANOPR (ANOPR – 
Attachment 13).  Direction was provided for staff to prepare comments explaining SPP’s evolution of 
stakeholder involvement and how each model has been successful including the latest model and how 
well it works.  The topic of changing SPP’s current governance model to a hybrid model (Hybrid Board) 
was discussed.  No direction to pursue or change the current SPP Governance model was provided.  
Additional direction was provided to seek member’s active filing support of SPP’s filed comments.    
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Agenda Item 10 – Center of Excellence Developments 

Bill Wylie presented a status report (COE Presentation – Attachment 14) describing the themes of his 
findings conducted from member outreach seeking their feedback on the Center’s direction.  He noted 10 
specific themes which are detailed in 16 page report (COE Report – Attachment 15).  Several of the 
themes were described as “quick wins” and others were in the nature of long-term efforts.  Bill also 
reported on the status of the Center’s external funding efforts. 

Agenda Item 11 – Summary of Action Items 

• Modify the Strategic Plan Status report to add a line-item for Demand Response (DR). 
• Circulate staff’s straw proposed comments on the Recovery of Fines/Penalties Assessed to RTOs 

technical conference. 
• Circulate draft comments on the FERC’s Wholesale Competition in Organized Electric Markets 

ANOPR. 
• Collect and include in the minutes slide presentations from Richard Ross, Richard Spring and Bill 

Wylie. 

Agenda Item 12 – Future Meetings 

October 18 Tulsa 
January 17 Dallas (Embassy Suites Outdoor World) 
April 10 Oklahoma City 
 
Respectfully Submitted, 
 
 
Michael Desselle 
Secretary 
 
 
 



 

Southwest Power Pool, Inc. 
STRATEGIC PLANNING MEETING 

July 12, 2007 
Marriott Country Club Plaza – Kansas City, Missouri 

 
•  A G E N D A  •  

 
8 AM – 2 PM 

 
1. Call to Order and Administrative Items............................................................................. Richard Spring 

2. Review of Past Action Items..........................................................................................Michael Desselle 

3. MOPC Update ...................................................................................................................... Carl Monroe 

4. Market Working Group Market Development Overview..................................................... Richard Ross 

5. Regulatory Update............................................................................................................. Les Dillahunty 

6. Corporate Governance Committee Update............................................................................Nick Brown 

7. Strategic Planning Retreat Summary ............................................................................... Richard Spring 

8. FERC Technical Conference on Recovery of Fines/Penalties Assessed to RTOs ......... Richard Spring 

9. FERC ANOPR on Wholesale Competition in Organized Electric Markets....................... Richard Spring 

10. Center of Excellence Developments ......................................................................................... Bill Wylie 

11. Summary of Action Items ..............................................................................................Michael Desselle 

12. Discussion of Future Meetings ......................................................................................Michael Desselle 

October 18         Tulsa 

January 17         Dallas 

April 10               Oklahoma City 
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Southwest Power Pool 

STRATEGIC PLANNING COMMITTEE MEETING 

April 12, 2007 

The Skirvin Hilton Hotel – Oklahoma City, Oklahoma 

 
•  M I N U T E S  •  

 

Agenda Item 1 – Administrative Items 

Chair Richard Spring (KCPL) called the meeting to order at 9:00 a.m.   SPC members participating in 
person were Jim Eckelberger (Director); Josh Martin (Director); Harry Skilton (Director); Tim Woolley 
(Xcel); Rob Janssen (Redbud); Ricky Bittle (AECC); Mel Perkins (OGE); Tom Grennan (KEPCO); and, 
Mike Palmer (EDE).   SPP Staff participating in person or by teleconference included Michael Desselle, 
Stacy Duckett, Les Dillahunty, Charles Yeung, Bill Wylie, and Carl Monroe.  Guests participating in 
person or by teleconference included Phyllis Bernard (Director); Larry Altenbaumer (Director); Richard 
Ross (AEP); Carl Huslig (ITC-Great Plains); Sam Loudenslager (APSC); Walt Shumate (EEI); Tom 
Stuchlik (Westar); Dennis Reed (Westar); Raj Rana (AEP); and Walter Wolfe (LPSC)(Attendance -  
Attachment 1). 

Richard Spring referred to the January 18, 2007 minutes and asked for additions or corrections or a 
motion for approval (Minutes 1/18/07 – Attachment 2).  Harry Skilton moved and Mel Perkins seconded 
approval of the minutes as presented.  The motion passed.     

Agenda Item 2 – Review Past Action Items 

Michael Desselle provided a recap of past actions items:   
• He reported the Organizational Effectiveness Action Plan had been finalized and forwarded to the 

appropriate organizational groups for their follow-up and action.   
• He reported that the Board had passed a motion of the SPC modifying the billing of NERC and 

SPP Regional Entity fees from a Balancing Area basis to all Load Serving Entities basis and that 
a draft filing had been forwarded to the NERC for their submission to the FERC. 

• He reported that e-mail ballots were collected from SPC members prioritizing the Strategic Plan 
Elements and would be a topic of discussion and action in the meeting.    

Agenda Item 3 – MOPC Update 

Carl Monroe provided a report of the MOPC’s actions and discussions from the meetings held on April 10 
and 11 (Attachment 3).  Carl discussed proposals made to the MOPC for improving Organizational 
Effectiveness.  Suggestions were made to develop an annual forward looking decision and regulatory 
filing calendar to aid in alleviating last minute deadline critical decisions coming to the Board.  Carl 
apprised the SPC that PRR137 (dealing with the inclusion of External Generation in the SPP Market) was 
undergoing further review by the ORWG, MWG and RTWG with then intent of providing a 
recommendation to the Board on April 24.   Carl also updated the SPC on the status of the MWG 
development efforts on future market steps.  Suggestions were made for more frequent communication 
on MOPC matters. 

Agenda Item 4 – Regulatory Update 

Les Dillahunty provided a regulatory update report (Regulatory Update – Attachment 4).  Les provided a 
status report on the recent regulatory filings.  Les reported that the EHV Overlay Plan is expected to be 
complete in June.  There was discussion about the Texas CREZ Rules and how SPP is working in the 
ERCOT proceedings on the matter.  Les will send additional information to the SPC once the PUCT  
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issues an Order (expected by July 5, 2007).  Les made presentations on FERC Order 890 (Preventing 
Undue Discrimination and Preference in Transmission Service) and FERC Order 693 (Mandatory 
Reliability Standards for the Bulk-Power System) and their implications for SPP.  Finally, Les reviewed the 
agenda for the upcoming RSC meeting.     

Agenda Item 5 – Review Organizational Effectiveness Action Plan Status 

Richard Spring asked for status reports from various committees representatives.  Stacy Duckett reported 
first on the Corporate Governance Committee efforts.  Richard Spring reported on the SPC matters; 
Michael Desselle provided an update on staff activities, and Carl Monroe reported on the MOPC efforts.  
With respect to MOPC efficiency, a number of suggestions were offered.  Phyllis Bernard suggested that 
working groups provide summaries of concerns expressed during their deliberations, including a record of 
abstentions and no votes with supporting rationale.  Visual mapping was discussed as a meeting 
facilitation tool.  There was also discussion about the power of a staff-developed strawman and “shuttle” 
diplomacy to be more effective.  The group discussed a suggestion to engage in limited but 
comprehensive discussions prior to the assignment of an issue to working groups.  Finally, suggestions to 
expand the length of MOPC meetings and the inclusion of the CAWG in the chairs and secretaries pre-
MOPC preparation meeting were offered.  An action item was noted to incorporate the thinking from the 
Organizational Effectiveness discussions into the SPP structure.  The action plan was revised with these 
status developments (Organizational Effectiveness Action Plan – Attachment 5).  

Agenda Item 6 – Finalize Strategic Plan Prioritization 

Michael Desselle provided a recap of the straw poll for the Strategic Plan elements prioritization.  Mel 
Perkins moved adoption of the Strategic Plan Priorities and Harry Skilton seconded.  The motion passed 
unanimously.   
 
After a discussion about Contract Services customer satisfaction, the committee asked for quarterly 
reports on Contract Services.  A revised Strategic Plan status report is attached (Strategic Plan 
Objectives – Attachment 6).  

Agenda Item 7 – Demand Response (DR) Initiatives 

Richard Spring made a presentation on KCPL’s Demand Response Initiatives.  There was some 
discussion about how SPP could be an enabler of DR and Energy Efficiency Initiatives with the 
collaboration of SPP Staff, members, state regulators and the RSC. 

Agenda Item 8 – NERC ERO/RE Update 

Charles Yeung provided a status report on SPP Regional Entity (RE) matters underway, including time 
tracking and 2008 budget development efforts.  He noted that it was expected that an Order addressing 
the NERC/SPP RE Delegation Agreement would be on FERC’s agenda April 19.  Charles also provided a 
status report of NERC’s effort to file for approval SPP’s proposed change to its RE billing basis. 

Agenda Item 9 – Planning Retreat Agenda Development 

Topics for the upcoming retreat were discussed.  An agenda will be forthcoming.  The retreat will 
commence on Thursday, May 31 at 8:00 a.m. and conclude at noon Friday, June 1. 

Agenda Item 10 – Summary of Action Items 

• Include in the minutes the MWG’s high-level plan for Future Markets development. 
• Include in the minutes Les Dillahunty’s reports. 
• Les Dillahunty to send additional information regarding Texas Competitive Renewable Energy Zones 

(CREZs) to SPC. 
• Incorporate the thinking from the Organizational Effectiveness discussions into the SPP structure. 
• Update Organizational Effectiveness Action Plan Status. 
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• Develop Regional Entity Comparison.  
• Update Strategic Plan Status report. 
• Finalize agenda for SPC planning retreat and arrange facilitator and other expert 

attendance/participation. 

Agenda Item 11 – Future Meetings 

July 12 Kansas City 
October 18 Tulsa 
 
Respectfully Submitted, 
 
 
Michael Desselle 
Secretary 
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Market Working Group Report
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Market Working Group Report
Future Market Discussion to Date

Demand Response Discussion to Date

Review of Previously Approved PRRs

Simultaneous Feasibility Day Ahead

Backup of SPP MOS 

Market Registration Issue

Protocol Revision Requests (PRR’s)

www.spp.org 4

Future Market Discussion to Date

• “perceptions” – Broad concepts on which there seemed to 
be universal agreement.  They represent items in wet sand 
as opposed to concrete. 

• MWG  perceptions on the Ancillary Services 
Market:

• Preference for Regional Procurement (expectation there 
will be sub-regional requirements due to reliability – AI to 
ORWG)

• Facilitate participation by Demand Resources

•
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Future Market Discussion to Date

• MWG Perceptions on the Energy Market:

• Two Settlement System
• Centralized Unit Commitment
• Congestion cleared/settlement in a Day-Ahead 

and/or Real-Time Market
• Day-Ahead will not have a must offer 

requirement
• Reliability assessment will have a must offer 

requirement that allows self commitment
• Allowance of virtual offers and bids

www.spp.org 6

Future Market Discussion to Date
• MWG Perceptions on the Energy Market 

cont’d:

• Should facilitate of some form of regional 
scheduling to and from the Market (allowing the 
market to be a “source” and/or “sink”)

• Dispatchable and “up to” congestion 
transactions will be allowed in the Day-Ahead 
Market

• Plan for the “structure” of hubs yet to be 
defined

• Facilitate participation by Demand Response
• Adjustment of Offer characteristics between the 

Day-Ahead and Real-Time Markets
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Future Market Discussion to Date

• MWG Perceptions on the Transmission 
Rights Market:

• The MWG feels there is still a great need for 
education in relation to this topic and will defer 
until education is achieved

• The inertia to maintain the “physical rights” is 
very high.

www.spp.org 8

Future Market Discussion to Date

• MWG Future Markets Educational Topics:

• Make Whole Payments/Opportunity Costs
• Virtual Offers/Bids
• Co-optimization
• Financial Transmission Rights (in what ways 

are they superior/inferior to “physical rights”)
• Third Party supplying outside Energy Market 

clearing capability
• Block Offers 



5

www.spp.org 9

Future Market Discussion to Date

• MWG Cost Benefit Assumptions:

• Full Compliment of Market Functions
1.Include appropriate grouping

• Show Benefit by Grouping
1.Identify incremental costs
2.Identify incremental benefits
3.Identify likely scenarios 

• Quantitative Analysis of cost and benefits of 
scenarios where possible.

• Qualitative analysis where quantitative 
measures are not possible.  

www.spp.org 10

Future Market Discussion to Date
• MWG Cost Benefit Assumptions cont’d:

• Balancing Authority Consolidation
1.Base case will include the BA consolidation state resulting 
from the ongoing BA consolidation effort

2.BA consolidation presumed to occur prior to or in 
conjunction with subsequent market implementation.

• Recognizing the costs of fuel distribution/storage
1.Explicit assumptions regarding emissions or 
environmental restrictions
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Future Market Discussion to Date
• MWG Cost Benefit Assumptions cont’d:

• Coordination with others:

1.Coordination with Transmission Planning and Study 
Topology (Transmission and Generation)

A.Cost Benefit study will assume the current STEP and any 
completed aggregate studies are included

2.Response by ORWG on sub-regional requirements for 
Ancillary Service requested by the MWG

3.Ensure market development does not conflict with current 
reliability mechanisms

A.Development should allow current RSG members to continue 
membership whether they are participating in the EIS Market or 
not

www.spp.org 12

Future Market Discussion to Date

• Cost Benefit Task Force:

• Cost Benefit Task Force needs to be created to 
facilitate the study
1.Needs to be established by mid-August

2.Charter, logistics and composition assumptions for the 
CBTF:

A.Minimum participation by 2-4 MWG, 1-2 ORWG, 1+ 
Commission staff, 2 SPP staff (secretary and technical)

B.Confidentiality agreement and Order 2004 standards of 
conduct to be signed by all participants

C.Establish contacts at each MP to collect data



7

www.spp.org 13

Future Market Discussion to Date
• Cost Benefit Task Force cont’d:

• Responsibility Assumptions

1. Development of the RFI

2. Selection of the vendor

3. Finalizing assumptions

4. Fielding vendor questions

5. Analysis of results

6. Facilitation of the collection of data from MP’s

7. Coordination with the ORWG and MWG on assumptions

www.spp.org 14

Future Market Discussion to Date
• Cost Benefit Task Force cont’d:

• It is clear any subsequent market step is subject to a cost 
benefit study.  It appears to be clear the cost benefit 
study is under the oversight of the RSC.  

• Who is responsible for forming and leading this task 
force/effort?

SPC?

RSC?

MOPC?



SPP Future Market Timeline

May June July Aug Sep Oct Nov Dec Jan Feb March April May Jan
2007 2008 2011

Design Sufficient for Cost Benefit Study - 5 months

Activities
US Market Overview for Options
Sequencing of Market Additions
Issue Request for Interest for Cost Benefit Vendor

Member Resources
12 Parties - 1.5 days/month face-to-face, 20% to 30% 
utilization during month

SPP Resources
3 Parties - 30% to 40% utilization

Other Resources
1 Consultant - 30% utilization

October 29th, 2007

RSC Meeting

High Level Design to SPC

October 12, 2007

Plan & Timeline to SPC

July 12, 2007

Cost Benefit Study - 8 months

Activities
Selection of Cost Benefit Vendor (RSC?)
Assumptions development
Segmentation of Analysis (end design or by sequence)

Member Resources
6 - 10 Parties for Cost/Benefit only - 15% to 25% utilization during 
month 

SPP Resources
3 Parties - 30% to 40% utilization

Other Resources
Cost Benefit Vendor

Cost Benefit Complete

May 1, 2008

Detail Design, Build, Test, Implement - 2 to 3 years

Activities
Protocol Development
Software Specifications & Build
FERC Approvals
State Approvals

Member Resources
12 Parties - 1.5 days/month face-to-face, 30% to 50% utilization 
during month

SPP Resources
15 to 25 Parties - 75% utilization
Other Resources
Vendors



 
SPP Regulatory Affairs Activities 

Second Quarter – 2007 
 

 
SPP regulatory caseload has increased to a total of 147 cases at the federal and state levels, a net increase 
of 23 cases since the close of the first quarter of 2007.  FERC activity accounts for roughly 85% of SPP 
regulatory caseload, with state utility commission proceedings in Arkansas, Kansas, Louisiana, Missouri 
and Texas accounting for the remaining 15% of SPP regulatory caseload.   
 
An overview of significant issues undertaken by SPP Regulatory staff in the second quarter of 2007 is set 
forth below.   
 
Regulatory Update  
 
1. Reevaluation of FERC’s Annual Electric Assessment 
  

The Regulatory Legislative Committee (“RLC”) of the ISO/RTO Council (“IRC”) has completed 
a paper entitled, “The Need for Reassessment:  Ensuring Equity in the Assessment of FERC 
Annual Charges.”  Initial steps have been taken to form a small cross-sectional group of SPP and 
MISO stakeholders to review the IRC paper and to jointly carry the paper’s theme forward to 
FERC staff. 

 
2. FERC Rulemaking Proceedings 
 
 a. Docket Nos. RM05-17 and RM05-25:  Order No. 890 
 
 On April 10, 2007, the ISO/RTO Council filed an answer in this proceeding, requesting that the 
 Commission deny: (1) Duke’s request for clarification that Order No. 890’s prohibition on 
 ISOs/RTOs’ recovery of study-related penalty costs applies to all financial penalties and (2) the 
 New York transmission-owning utilities’ request that ISO/RTO directors, officers and employees 
 be made personally responsible  whenever an ISO/RTO is assessed any kind of financial  penalty.   
 
 On April 11, 2007, the Commission issued an order extending the effective date for reforms 
 adopted in Order No. 890 to July 13, 2007, except as otherwise provided in the order. 
 
 On April 12, 2007, the Commission granted rehearing of its February 16, 2007 Order. 
 
 On June 13, the North American Energy Standards Board (“NAESB”) and NERC each 
 submitted a Work Plan and Status Report for Order No. 890. 
 
 A FERC technical conference on “strawman” proposals regarding processes for transmission 
 planning was held at the Peabody Hotel  in Little Rock on June 4-7, 2007.    
 
 On June 26, 2007, the Commission issued an order granting requests to establish a 
 technical conference to address certain issues related to the designation and undesignation of 
 network resources and providing guidance regarding the minimum lead time necessary to 
 undesignated a network resource.  The technical conference has not been calendared. 
 
 SPP’s filing of tariff revisions in compliance with Order No. 890 are due October 11, 2007. 
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 b. Docket No. RM06-4:  Promoting Transmission Investing through Pricing Reform 
 
 On April 19, 2007, the Commission issued an order denying rehearing of Order No. 679-A and 
 granting clarification in part of Order No. 679-A.   
 
 Specifically, the Commission clarified that: (1) the Final Rule’s declaratory order 
 approach will not undermine FERC’s ability to ensure that all incentives sought by an 
 applicant are tailored to address the risks and challenges faced by that applicant and are 
 consistent with FPA section 219and (2) transmission Organization ROE incentive is not  tied to 
 the construction of new transmission facilities. 
 
 c. Docket Nos. RM06-16 and RM06-22:  Mandatory Reliability Standards for the   
  Bulk Power System 
 
 Several requests for rehearing and/or clarification of Order No. 693 have been filed in Docket 
 No. RM06-16. 
 
 On May 15, 2007, NERC made a compliance filing pursuant to paragraph 107 of Order No. 
 693. 
 
 On May 16, 2007, the Commission issued an order granting rehearing of Order No. 693. 
 
 On June 14, 2007, NERC filed separate information compliance filing in response to 
 paragraphs 77, 159 and 825 of Order No. 693. 
 
 d. Docket No. RM05-5:  NAESB Modifications to WEQ Business Practices 
 
 On April 9, 2007, the NAESB filed a supplemental report with the Commission regarding 
 NAESB’s January 18, 2005 report to FERC on activities of the NAESB WEQ Executive 
 Committee. The filing serves to correct an error in the original report and provide 
 additional detail on modifications to the Coordinate Interchange business practice 
 standards. 
 
 On April 19, 2007, the Commission issued Order No. 676-B, amending its regulations under 
 the Federal Power Act to incorporate by reference revisions to the Coordinate Interchange 
 business practice standards adopted by the WEQ of the NAESB on June 22, 2006. 
 
 On June 25, 2007, the Commission issued Order No. 698, amending its open access 
 regulations governing standards for business practices and electronic communications with 
 interstate gas pipelines and public utilities to incorporate by reference certain standards 
 promulgated by the Wholesale Gas Quadrant (“WGQ”) and the WEQ of the NAESB. 
 
 e. Docket No. RM06-10:  New PURPA Section 210(m) Regulations Applicable to   
  Small Power Production and Cogeneration Facilities 
 
 On June 22, 2007, the Commission issued Order No. 688-A, denying rehearing on most major 
 issues decided in Order No. 688; clarifying certain aspects of the rule and adopting 
 additional filing requirements. 
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 f. Docket No. RM06-12:  Regulations for Filing Applications for Permits to Site   
  Interstate Electric Transmission Corridors 
 
 On May 17, 2007, the Commission issued an order denying all requests for rehearing of its 
 November 16, 2006 Order.  Commissioner Kelly dissented in part. 
 
 The November 16, 2006 order established the filing requirements and procedures for entities 
 asking the Commission to exercise its supplemental authority to site interstate transmission 
 facilities under the Energy Policy Act of 2005. 
 
 g. Docket No. RM07-19:  Wholesale Competition in Regions with Organized Electric  
  Markets 
  
 On June 22, 2007, FERC issued an Advance Notice of Proposed Rulemaking (“ANOPR”) on 
 wholesale competition in regions with organized electric markets. 
 
 Rulemaking comments are due on August 16, 2007. 
 
3. FERC Administrative Proceeding 
 
 a. Docket No. AD06-9:  RTO and ISO Seams Issues in the Eastern Interconnection 
 
             Several comments to the March 29, 2007 technical conference have been filed in this docket.  
 SPP has not filed comments. 
 
4. FERC ERO Rules and Organizational Filings 
 
 a. Docket No. RR06-1:  NERC Filing of Version 5 Reliability Standards 
 
 On April 13, 2007, Xcel Energy Services, Inc. filed a limited protest to NERC’s March 19, 2007 
 compliance filing. 
 
 Comments on NERC’s March 19, 2007 Compliance Filing were submitted by Edison Electric 
 Institute, Allegheny Energy Companies and the Midwest Reliability Organization. 
 
 On April 19, 2007, the Commission issued an order in the Regional Reliability Entity Delegation 
 Agreement Docket Nos. RR06-1-004, RR06-3-000, RR07-1-000, RR07-2-000, RR07-3-000, 
 RR07-4-000, RR07-5-000, RR07-6-000, RR07-7-000 an RR07-8-000.  
 
 Specifically, the Commission approved NERC’s compliance filing in Docket No. RR06-1-004 
 (pro forma Delegation Agreement and pro forma Uniform Compliance Program). 
 
 FERC also directed that:  (1) NERC submit compliance filings addressing required modifications 
 to its Uniform Compliance Program and pro forma Delegation Agreement;  (2) NERC address, in 
 its first ERO performance assessment, the effectiveness of:  (a) the SPP bylaws in ensuring an 
 adequate separation of functions as between the SPP RTO and the SPP Regional Entity trustees 
 and (b) WECC’s stakeholder voting structure as it relates to the standards development process; 
 and (4) NERC and the Regional Entities submit compliance filings addressing modifications to 
 their Delegation Agreements.   
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 Compliance filings are due October 16, 2007. 
 
 In a second April 19, 2007 Order in Docket No. RR06-1-006, the Commission granted 
 clarification in part and denied rehearing of its January 18, 2007 Order. 
 
 On May 3, 2007, NERC filed its quarterly report regarding analysis of reliability standards voting 
 results for January – March 2007. 
 
 On May 21, 2007, SPP filed a request for clarification of the Commission’s April 19, 2007 Order 
 (119 FERC ¶ 61,060) in Docket Nos. RR06-1-004 and RR07-6-000.  Specifically, SPP requests 
 that the Commission clarify that:  (1) only the portion of SPP’s budget relating to SPP’s Regional 
 Entity responsibilities requires NERC approval; (2) only those portions of SPP’s bylaws relating 
 to the Regional Entity’s reliability functions require NERC approval; (3) and the Commission’s 
 holding on the membership fee does not preclude SPP from imposing a membership fee for 
 overall SPP membership. 
 
 Also on May 21, 2007, FirstEnergy Service Company filed a request for clarification or, in the 
 alternative, rehearing of the ERO Compliance Order (119 FERC ¶ 61,060). 
 
 On June 7, 2007, the Commission issued an order accepting in part NERC’s March 19, 2007 
 Compliance Filing and directing that NERC submit an additional compliance filing by August 6, 
 2007.  NERC must also submit a compliance filing containing violation severity levels by 
 March  1, 2008. 
 
 On June 20, 2007, the Commission issued an order granting rehearing of its April 19, 2007 Order. 
 
 b. Docket No. RR06-3:  NERC Filing of the 2007 Business Plans and Budgets 
 
 On April 19, 2007, the Commission issued an order in Docket No. RR06-3-000, et al, approving 
 the Regional Entity 2007 Business Plans filed in this docket. 
 
 Also on April 19, 2007, the Commission issued an order granting Western Electricity 
 Coordinating Council; Pacific Gas and Electric Company and Southern California Edison 
 Company’s request for rehearing of the Commission’s October 24, 2006 Order and 
 allowing WECC’s reliability coordinator activities to be funded through the ERO under section 
 215 of the Federal Power Act.   
 
 On May 21, 2007, Alcoa, Inc. filed a request for rehearing of the Commission’s April 19, 2007 
 Order. 
  
 Also on May 21, 2007, ERCOT moved to intervene out of time in Docket Nos. RR06-3 and 
 RR07-1and petition for clarification, or in the alternative rehearing of the Commission’s April 19, 
 2007 Order adopting the Delegation Agreement between NERC and the Texas Regional Entity 
 (“TRE”). 
 
 On June 14, 2007, NERC made a compliance filing pursuant to paragraph 125 of the 
 Commission’s October 24, 2006 Order. 
 
 Rehearing of the Commission’s April 19, 2007 Order was granted on June 20, 2007. 
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 c. Regional Entity Delegation Agreements:  Docket Nos. RR07-1, RR07-2, RR07-3,  
  RR07-4, RR07-5, RR07-6, RR07-7 and RR07-8 
 

These dockets involve delegation agreements between:  (1) NERC and the Texas Regional Entity, 
 a division of ERCOT; (2) NERC and the Midwest Reliability Organization; (3) NERC and 
 Northeast Power Coordinating Council:  Cross Border Regional Entity, Inc.; (4) NERC and 
 Reliability First Corporation; (5) NERC and SERC Reliability Corporation; (6) SPP 
 Regional Entity Delegation Agreement (“SPP-NERC RDA”); (7) NERC and Western Electricity 
 Coordinating Council; and (8) NERC and the Florida Reliability Coordinating Council. 
 

SPP intervened in each docket on January 10, 2007.   
  
 On April 19, 2007, the Commission issued separate orders approving the delegation agreements 
 in these dockets. 
 
 NERC and the Regional Entities must submit compliance filings addressing modifications to their 
 Delegation Agreements in these dockets by October 16, 2007. 
 
 Also on May 21, 2007, Alcoa, Inc. requested rehearing of the Commission’s April 19, 2007 Order 
 in these dockets. 
 
 On June 5, 2007, the Commission issued an order accepting NERC’s executed Delegation 
 Agreements in Docket Nos. RR07-1 through RR07-8 and establishing limited comment 
 procedures addressing compliance modifications to the TRE Delegation Agreement and the SPP 
 Delegation Agreement.   
  
 On June 20, 2007, the Commission issued an order granting rehearing of its April 19, 2007 Order. 
 
5. FERC Electric Rate and Other Formal Filings of Interest 
 
 a. Docket No. ER06-451:  EIS Market Implementation 
 
 In compliance with the Commission’s October 31, 2006 Order (117 FERC ¶ 61,139), on April 2, 
 2007, SPP filed a complete copy of its currently-effective Tariff in Docket Nos. ER06-451-021 
 and ER06-1467-003.   
 
 Proposed modifications pending before the Commission have been excluded, as directed by the 
 Commission. 
 
 An effective date of February 1, 2007 is requested. 
 
 On April 3, 2007, the Commission granted SPP’s March 29, 2007 request for an extension of 
 time until May 2, 2007, to submit revisions to the SPP OATT. 
 
 On April 6, 2007, the Commission issued an order in Docket No. ER06-451-016 addressing 
 Golden Spread’s request for rehearing and motion for clarification of the November 17, 2006 
 Order (117 FERC ¶ 61,207) on the Balancing Authorities Settlement Agreement related to SPP’s 
 EIS Market. 
 
 The Commission denied rehearing of its November 17, 2006 Order, but granted clarification that, 
 “The limitation of liability afforded to SPP and balancing authorities under the Balancing 



 6

 Agreement does not eliminate their obligation to make refunds resulting from billing errors.” (At 
 P 13). 
 
 On April 18, 2007, the Commission granted SPP’s March 20, 2007 motion for extension of time 
 to and including August 1, 2007 to comply with the Commission’s September 26, 2006 Order on 
 Rehearing.   
 
 In compliance with the Commission’s March 20, 2006 Order on Proposed Tariff Revisions (114 
 FERC ¶ 61,289), on April 25, 2007, SPP submitted the following reports prepared by the Market 
 Monitoring Unit of SPP:  (1)  Congestion Resolution Report, (2) Depth of Market Report, (3) 
 Over/Under Scheduling Report, and (4) Revenue Neutrality Uplift Report. 
 
 On April 30, 2007, SPP moved for an extension of time, requesting an additional 90 days to file 
 revisions to the SPP OATT to allow external generators to participate in SPP’s EIS Market, as 
 required by the Commission’s March 20, 2006 Order (at P 227).   
 
 An extension up to an including July 31, 2007, was granted by the Commission on May 1, 2007. 
 
 Additionally, on May 1, the Commission issued a letter order accepting SPP’s March 2, 2007 
 filing of a revision to Attachment AN (SPP’s Balancing Authorities Agreement) under the SPP 
 OATT in compliance with the Commission’s January 31, 2007 Order.  An effective date of 
 February 1, 2007 was granted, as requested. 
 
 In compliance with the Commission’s March 20, 2006 “Order on Proposed Tariff Revisions,” on 
 May 15, 2007 SPP filed the following reports in Docket No. ER06-451-000:   Congestion 
 Resolution Report, Depth of Market Report, Over/Under Scheduling Report and Revenue 
 Neutrality Uplift Report. 
 
 On May 30, 2007, SPP submitted an errata filing to substitute specific Tariff sheets for those filed 
 April 2, 2007. On June 5, 2007, SPP filed a corrected April 2007 Revenue Neutrality Uplift 
 Report in Docket No. ER06-451-000. 
 
 On June 18, 2007, SPP filed a Congestion Resolution Report, Depth of Market Report, 
 Over/Under Scheduling Report and Revenue Neutrality Uplift Report in compliance with the 
 Commission’s March 20, 2006 Order. 
  
 b. Docket Nos. ER03-765 and ER07-371:  Reactive Compensation 
 
 On April 19, Calpine filed a protest to SPP’s March 29, 2007 Response to Deficiency Letter, 
 requesting that the Commission reject SPP’s December 26, 2006 compliance filing as deficient 
 and directing SPP to submit a revised compliance filing addressing:  issues raised in Calpine’s 
 January 16, 2007 motion to intervene and protest, Calpine’s April 19 protest and other protests 
 filed in this proceeding. 
 
 On May 4, 2007, SPP filed a response to Calpine’s April 19, 2007 protest, requesting that the 
 Commission accept SPP’s March 29, 2007 Filing and SPP’s proposed revisions to Schedule 2 as 
 filed.   (SPP’s March 29 Filing provided additional information concerning SPP’s December 26, 
 2006 proposal to revise Schedule 2 of the SPP OATT to compensate generators for Reactive 
 Power on a comparable basis and recover these costs from transmission customers taking service 
 under the SPP OATT). 
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 On May 21, 2007, the Commission issued an order on rehearing and compliance filing in Docket 
 No. ER03-765.  In its order, the Commission: (1) found Oneta’s revised Rate Schedule to be in 
 compliance with its September 26 Order, 2006, order and, thus, accepted the proposed revisions 
 to become effective June 21, 2003 and also (2) denied SPP and AEP’s request for rehearing of the 
 September 26 Order. 
 
 On May 25, 2007, the Commission issued an order in Docket No. ER07-371 conditionally 
 accepting revised SPP’s tariff revisions establishing a means to compensate all generators for 
 Reactive Support and Voltage Control from Generation Sources Service under Schedule 2 of the 
 SPP OATT, effective March 1, 2007. (SPP filed a revised Schedule 2 of the SPP OATT on 
 December 26, 2006.) 
 
 On June 20, the East Texas Cooperatives filed a request for rehearing in Docket No. ER03-765 of 
 the Commission’s May 21, 2007 Order. 
 
 On June 25, 2007, SPP filed a motion for extension of time to submit the compliance filing 
 required by the Commission’s May 25, 2007 Order.  An extension until July 16, 2007 is 
 requested. 
 
 Several requests for rehearing of the Commission’s May 25, 2007 order have been filed in Docket 
 No. ER07-31-002. 
 
 On June 26, the Commission granted SPP’s June 25, 2007 motion for extension of time, 
 extending the compliance filing deadline for the May 25, 2007 Order to July 16, 2007. 
 
 c. Docket No. ER07-603:  Partially Executed Service Agreement between SPP and   
  Golden Spread for Market Participants Selling into SPP’s EIS Market 
 

On May 2, 2007, the Commission accepted by letter order SPP’s March 5, 2007 filing of a 
partially executed service agreement for Market Participants selling into its real-time energy 
imbalance service markets with Golden Spread, effective February 1, 2007, as requested. 

 
 d. Docket No. ER07-643:  Executed Meter Agent Service Agreements between AEP  
  and SPP EIS Market Participants 
 
 Pursuant to the Commission’s request that SPP identify any agreements addressing transformer 
 losses that may conflict with the Agreements, on May 16, 2007, SPP filed Exhibit I, listing all 
 such agreements. 
 
 e. Docket No. EL07-6:  FERC Inquiry regarding Gas-Electric Coordination Issues 
 
 On April 16, 2007, CAISO submitted a filing in compliance with the Commission’s October 25, 
 2006 Order Instituting Inquiries into Gas-Electric Coordination Issues. 
 
 f. Docket Nos. ER07-319 and EL07-73:  OATT Revisions and Section 206 Proceeding 
 
 On March 2, 2007, SPP submitted OATT revisions pursuant to the Commission’s January 31, 
 2007 Order.  Golden Spread also filed a request for rehearing of the Commission’s January 31, 
 2007 Order. 
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 On June 29, 2007, the Commission issued an order:  (1) granting in part and denying in part 
 Golden Spread’s request for rehearing of the January 31, 2007 Order (118 FERC ¶ 61,065); (2) 
 accepting SPP’s compliance filing, subject to modifications; (3) instituting a proceeding under 
 section 206 of the Federal Power Act in Docket No. EL07-73-000 concerning the justness and 
 reasonableness of the use of Violation Relaxation Limit (“VRL”) values in the SPP imbalance 
 market; and (4) establishing a refund effective date and (5) a paper hearing. 
 
 The Commission directed SPP to:  (1) revise section 4.69(c) to clarify that the system shall be 
 restored to respect proven reliability limits as soon as possible but no longer than 30 minutes 
 through market flow relief or emergency situations and (2) amend its Market Protocols and 
 section 4.6(c) of the SPP OATT to be consistent with the requirements under section 205 of the 
 Federal Power Act.) 
 
 SPP must submit this compliance filing; respond to the Commission’s request for additional 
 information, as set forth in paragraph 17 of the order; and file a brief on the issues set for paper 
 hearing by July 30, 2007. 
 
 g. Docket No. ER07-734: SPP Filing of Executed Meter Agent Service Agreement between  
  Kansas Electric Power Cooperative and the Empire District Electric Company 
  
 On April 10, 2007, SPP filed an executed Meter Agent Services Agreement between KEPCO and 
 Empire.  Various provisions have been revised to clarify that Empire is both the Balancing 
 Authority and the Transmission Owner.  An effective date of February 1, 2007 is requested. 
 
 On June 6, 2007, the Commission issued a letter order accepting SPP’s April 10 filing, 
 conditional upon filing of a revised agreement consistent with the designations of Order No. 614 
 within 30 days. 
 
 SPP submitted the required compliance filing on June 7, 2007. 
 
 h. Docket No. ER07-736:  SPP Filing of Executed Service Agreement for Firm Point-to- 
  Point Transmission Service with the City of Independence, Missouri   
 
 On April 11, 2007, SPP filed an executed service agreement for firm point-to-point transmission 
 service with the City of Independence, Missouri.  An effective date of June 1, 2010 is requested. 
 
 On June 6, 2007, the Commission issued a letter order accepting SPP’s April 11 filing, 
 conditional upon compliance with the designation requirements of Order No. 614. 
 
 On June 7, 2007, SPP re-filed the Firm Point-to-Point Transmission Service Agreement between 
 SPP and the City of Independence, Missouri with the proper designation required by Order No. 
 614.   
  
 i. Docket No. ER07-828: SPP Filing of New Agreement for Network Integration   
  Transmission Service  between SPP and American Electric Power Service Corporation   
 
 On May 1, 2007, SPP filed an executed NITSA between SPP and AEP, as network customer.  
 This NITSA supersedes the partially executed NITDA pending before FERC in Docket No. 
 ER07-314-002 (filed December 11, 2006).  Sections 8.7 and 8.9 of Attachment 1 have been 
 modified to clarify how SPP will provide supplemental network service to AEP. 
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 On June 8, 2007, the Commission issued a letter order accepting SPP’s May 1, 2007 filing of the 
 executed NITSA between SPP and AEP, effective April 1, 2007, as requested. 
 
 This agreement supersedes the partially executed NITSA pending in FERC Docket No. ER07-
 314-002. 
 
 j. Docket No. ER07-883:  SPP Filing of Executed Service Agreement for Network   
  Integration Transmission Service between SPP and Kansas City Power and Light  
  Company 
 
 On May 11, 2007, SPP filed an executed NITSA between SPP and KCPL.  
 
 This NITSA will supersede the NITSA accepted by the Commission as part of an agreement for 
 the provision of transmission service to Missouri bundled retail load between SPP and KCPL.  
 An effective date of June 1, 2009 is requested. 
 
 On June 4, SPP refilled the NITSA with the proper attachments and designation required by 
 Order No. 614. 
 
 k. Docket No. ER07-886:  SPP Filing of Executed Agreement for Network Integration  
  Transmission Service between SPP and Kansas Electric Power Cooperative, Inc. 
 
 On May 11, 2007, SPP filed an executed NITSA between SPP and KEPCO.  An effective date of 
 June 1, 2010 is requested. 
  
 This agreement will supersede the currently effective NITSA between SPP and KEPCO. 
 
 l. Docket No. ER07-935:  Entergy’s Proposed Amendments to its Available Flowgate  
  Capacity Manual 
 
 On May 24, 2007, Entergy filed proposed revisions to its AFC Manual to phase in the generation 
 dispatch modeling procedures approved through the AFC stakeholder process and recommended 
 by SPP as auditor of the AFC process.  An effective date of May 30, 2007 is requested. 
 
 Other proposed revisions to Entergy’s AFC Manual have been filed in Docket No. ER05-1065-
 008. 
 
 SPP moved to intervene in this docket on June 13, 2007. 
 
 m. Docket No. ER07-989:  SPP Filing of Executed Service Agreement for Network   
  Integration Transmission Service between SPP and the Oklahoma Municipal Power  
  Authority   
 
 On May 31, 2007, SPP filed an executed NITSA between SPP and OMPA.  This NITSA 
 supersedes the Service Agreement filed in Docket Nos. ER06-448-000 and ER06-767-000 as part 
 of an Offer of Settlement and accepted by the Commission on March 21, 2007.  An effective date 
 of May 1, 2007 is requested. 
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 n. Docket No. ER07-1015:  SPP Filing of Executed Service Agreement for Firm Point-to- 
  Point Transmission Service with Southwest Public Service Company  
 
 On June 7, 2007, SPP filed an executed service agreement for Firm Point-to-Point Transmission 
 Service with SPS.  The proposed term of service is six years and an effective date of September 1, 
 2007 is requested. 
 
 Commission action is forthcoming. 
 
 o. Docket No. OA07-17:  Entergy’s Order No. 890 30-Day Compliance Filing 
 
 On April 16, 207, Entergy submitted a compliance filing in this docket demonstrating that the 
 previously-approved provisions of its currently effective OATT will continue to be “consistent 
 with or superior to” the relevant corresponding provisions in the Commission’s pro forma OATT 
 post-Order No. 890.  
 
 As ICT of the Entergy system, SPP moved to intervene out-of-time on May 10, 2007. 
 
 On May 22, 2007, Entergy moved for leave to answer and answered the May 7, 2007 joint protest 
 of Arkansas Electric Cooperative Corporation, Mississippi Delta Energy Agency, Clarksdale 
 Public Utilities Commission and the Public Service Commission of Yazoo City concerning 
 Entergy’s request to maintain its currently effective Energy Imbalance Provisions (“Schedule 4’) 
 and Generator Imbalance Agreement, as requested in Entergy’s April 16, 2007 Compliance 
 Filing.   
 
 Specifically, Entergy requests that the Commission: (1) reject the joint protest, (2) find that 
 Entergy’s April 16, 2007 compliance filing is consistent with or superior to the revised pro forma 
 Schedule 4 and Schedule 9 and (3) accept Entergy’s compliance filing, effective July 13, 2007, as 
 requested. 
 
6. Addressing First Five Waiver Requests under Attachment J 
 

The Empire District Electric Company submitted a waiver request on May 21, 2007 in connection 
with reservations for Iatan 2 and Plum Point generation. SPP staff presented its recommendation 
to grant the waiver to the CAWG on June 27, 2007.  The CAWG gave unanimous approval to the 
waiver request.  The waiver will now proceed to the MOPC, RSC and Board of Directors in the 
July 2007 cycle of meetings. 

 
7. Entergy’s ICT Proposal 
 
 Entergy’s ICT Proposal is addressed in FERC Docket Nos. ER04-699-000 and ER05-1065-000 
 (Docket No. ER05-1065 replaced Entergy’s Initial ICT Proposal in Docket No. ER04-699, which 
 closed June 30, 2005), as well as Louisiana Public Service Commission Docket No. U-28155 and 
 Arkansas Public Service Commission Docket No. 04-050-U. 
 
 On April 4, 2007, the Commission issued an order denying Entergy’s request for Clarification 
 that FERC did not require any changes to the dispatch levels of generators I the Base Case Model 
 and granting Entergy’s request for clarification that a customer’s transmission rights on a facility 
 will be reduced pro rata to reflect transmission credits that the customer has received. 
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 In a second April 4, 2007 order, the Commission conditionally accepted Entergy’s compliance 
 filing of transmission service criteria to be used by the ICT in evaluating transmission service 
 requests, effective November 17, 2006. 
 
 In this April 4 Order, the Commission directed Entergy to submit a compliance filing by May 4 
 specifying the loading level for removing a Flowgate from the Master List and revising its AFC 
 Process Manual to clarify the roles of Entergy and the ICT in granting or denying requests for 
 transmission service (Attachment S). 
 
 Entergy was also directed to file revised Criteria Manuals resulting from the stakeholder 
 consultation process by August 2, 2007.  If Entergy is unable to comply with the last order, 
 Entergy must file a progress report with the Commission.  
 
 On May 4, the Commission granted Entergy’s an extension until May 18 to submit its first set of 
 compliance filings. 
 
 On May 18, Entergy filed a letter with the Commission advising that its November 16, 2006 
 filing included the AFC Process Manual, Study Manual and TSR Manual (Criteria Manuals). 
 
 On May 25, the Commission issued an order denying rehearing of its October 18, 2006 Order; 
 accepting Entergy’s January 16, 2007 compliance filing, effective November 17, 2006; and 
 directing that Entergy make a compliance filing by May 25, 2007.  Entergy must:  (1) delete the 
 additional language in section 13.2; (2) delete the hourly provisions in sections 4.4.2 and 4.4.3 to 
 conform with the language in the tariff used to evaluate new long-term requests; (3) modify its 
 method of calculating the level of compensation for short-term PTP services from hourly 
 assessments to the actual length of the service reservation; and (4) file a status report on October 
 1, 2007 explaining Areva and Entergy’s progress in developing compensation software; the report 
 must include an updated estimated time frame for completion and a description of progress  made 
 through October 1, 2007. 
 
 On June 8, 2007, Union Power Partners, L.P. and East Texas Cooperatives have filed protests in 
 this docket to Entergy’s May 18, 2007 transmission service criteria manual filing. 
  
 On June 8, the TDU Intervenors filed comments on Entergy’s May 18 Compliance Filing. 
 
 On June 8, Entergy filed a status report regarding implementation of its weekly procurement 
 process.  Entergy reports that testing may be complete and WPP operational as early as August 6, 
 2004 and no later than September 24, 2007. 
 
 Entergy has also filed several reports with the Commission this quarter regarding OASIS and 
 OASIS automation software errors. 
 
 On June 25, 2007, acting as the ICT, SPP moved for leave to answer and answered the protests 
 and comments filed by various parties concerning Entergy’s proposed revisions to the Criteria 
 Manuals.   
 
 Also on June 25, Entergy requested rehearing of the Commission’s May 25, 2007 Order. 
 
 On June 27, 2007, SPP filed its second quarterly performance report as ICT of the Entergy 
 system.  The report covers March 1, 2007 to May 31, 2007. 
 



 12

8. SPP EHV Overlay Assessment 
 

On June 21, 2007, InfraSource and PowerWorld issued the final report on the Southwest Power 
Pool Extra High Voltage (“EHV”) Overlay Project.  The project provided a long-range strategic 
assessment regarding long-term reliability and capacity needs through the use of a 345 kV, 500 
kV and a 765 kV or higher transmission system to overlay the SPP footprint, to assess the 
potential integration with neighboring systems, to address future transmission needs required by 
SPP and to ensure an efficient and optimal transmission system to address long-term future 
transmission needs. 
 
The project recommends a 765 kV multi-state backbone solution that rated the highest within the 
selection methodology, provided the lowest line losses on peak, is projected to have the second 
lowest construction costs among the alternatives, excellent import and export capability to 
ERCOT, WECC and the eastern interconnect and the lowest hourly operating cost of the top three 
alternatives. 
 
The project will now begin its stakeholder review process, initially within the Transmission 
Working Group (“TWG”). 

 
9. Cost Allocation for Economic Upgrades 

 
The Regional State Committee’s (“RSC”) Cost Allocation Working Group (“CAWG”) continues 
to move forward as scheduled with the strategic initiative to “develop and implement a 
methodology to provide for the recovery of the cost of an approved level of economic upgrades.”  
Cost allocation proposals of three parties were presented to the CAWG on June 27, 2007.  The 
Regional State Committee will review the progress on this initiative on July 23, 2007, with the 
conclusion of a policy level decision expected by year’s end 2007. 

 
10. Arkansas Regulatory Proceedings 
 
 a. Docket No. 06-172-U 
 
 This docket involves Southwestern Electric Power Company’s (“SWEPCO”) application for a 
 Certificate of Public Convenience and Necessity (“CCN”) to rebuild and convert its existing 69 
 kV transmission line in Washington County to 161 kV between SWEPCO’s Fayetteville and 
 North Fayetteville substations.  SPP was granted intervenor status on January 12, 2007. 
 
 A public hearing was held at the Hearing Room of the APSC on April 5, 2007.   
 
 Judge Rotenberry ruled from the bench that the CCN would be granted for SWEPCO to rebuild 
 and convert its existing 69 kV transmission line to 161 kV between the Fayetteville and North 
 Fayetteville Substations.  A written order has not yet been issued. 
 
 b. Docket No. 07-060-U 
 
 On May 22, 2007, SPP filed an application for authority to issue non-secured promissory notes in 
 an aggregate principal amount not to exceed fifty million dollars with a maturity not to exceed 
 eight years. Expedited review is requested. 
 
 On June 27, 2007, SPP filed a request with the Commission to extend the timeline in this docket 
 from June 30, 2007 to August 15, 2007. 
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 SPP filed its application at FERC on June 20, 2007 in Docket No. ES07-40-000. 
 
11. Kansas Regulatory Proceedings 
 
 a. Docket No. 07-SEPE-957-MIS 
 
 On September 19, 2006 the Kansas Corporation Commission (“KCC”) issued an order in Docket 
 Nos. 06-SPPE-202-COC and 06-WSEE-203-MIS, approving: (1) the transfer of functional 
 control of the transmission facilities to SPP; (2) SPP’s request for a certificate of convenience and 
 authority for the limited purpose of managing and coordinating the use of said transmission 
 facilities; and (3) KCPL and Empire’s request that authorization of the transfer of functional 
 control of their respective transmission facilities to SPP not become effective until other 
 commissions in states in which the KCPL and Empire operate have provided similar 
 authorizations. 
 
 On March 9, 2007, Sunflower filed a request for approval in Docket No. 07-SEPE-957-MIS to 
 transfer functional control of its transmission system to SPP and take SPP NITS to serve its load. 
 
 In accordance with Staff’s recommendation, on April 17, 2007, the KCC granted Sunflower’s 
 March 9, 2007 request. 
 
 b. Docket No. 07-WSEE-715-MIS 
 
 A public hearing was held in McPherson, Kansas on March 17, 2007, and an evidentiary hearing 
 was held April 17, 2007. 
 
 On May 16, 2007, the KCC issued an order approving Westar’s application for a siting permit 
 authorizing two-phase construction of a 345 kV transmission line from northwest of Wichita, 
 Kansas to the Salina, Kansas area. 
 
 Specifically, the KCC approved Landowner Alternative I:  Arkansas River to Halstead; 
 Landowner Alternative II:  Halstead to Moundridge, Moundridge to Near Buhler; Landowner 
 Alternative III:  Stover/McPherson Alternative; and Landowner Alternative IV:  McReynolds 
 Road.  These alternatives result in additional costs of $8,953,882. 
 
12. Louisiana Regulatory Proceedings 
 
 a. Docket No. U-28155 
 
 This docket involves the application of Entergy Louisiana, Inc. and Entergy Gulf States, Inc. for 
 review of its proposal to establish an Independent Coordinator of Transmission (“ICT”).  The 
 Louisiana Public Service Commission approved the Entergy ICT proposal on September 1, 2006. 
 
 Entergy Louisiana, LLC and Entergy Gulf States, Inc. submitted a compliance filing to the 
 Louisiana Public Service Commission on May 18, 2007. 
 
 b. Docket No. U-30045 
 
 On March 16, 2007, SPP filed a request for a letter of non-opposition to act as a neutral facilitator 
 of study on potential public benefits of alternatives to rate pancaking.   
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 A status conference was held May 16, 2007. 
 
13. Missouri Circuit Court Proceeding 
 
 a. Circuit Court of Greene County, Missouri Case No. 105CC4503:   
  Associated Electric Cooperative, Inc. v. American Electric Power Company; Board of  
  Public Utilities of Springfield, Missouri; Empire District Electric Company and Grand  
  River Dam Authority 
 
 On September 6, 2005, Associated Electric filed a Petition for Reformation in the Circuit Court of 
 Greene County, Missouri, to reform an Amended Interchange Agreement dated December 30, 
 1996 to conform to the true intent of the parties, as shown by the course of conduct since January 
 of 1997.  
 
 In general, Associated Electric claims that the parties have interpreted and implemented the 
 Amended Interchange Agreement “to allow each of the parties to retain control of the entire 
 amount of their capacity rights as set out in the Original Interchange Agreement . . . which 
 complies with the intention of the parties to only supersede Article 1, Section 2(f) of the Original 
 Interchange Agreement.” 
 
 SWEPCO and GRDA filed a joint motion to dismiss on December 7, 2006. 
 
 Notices of Deposition of Martin Penning and Terri Gallup were filed on June 6, 2007. 
 
 A hearing was scheduled for June 21, 2007, and a bench trial is calendared for January 2-4, 
 2008. 
 
14. Texas Regulatory Proceedings 
 
 a. Proceeding to Designate CREZs:  Docket No. 33672 
 
 On April 2, 2007, the elected representatives of the Texas Panhandle/South Plains filed comments 
 with the Commission, expressing their support for transmission infrastructure improvements in 
 SPP and encouraging the Commission to speed development of SPP’s “X Plan.” 
 
 On April 4, SPP filed a transmission expansion supplement to support the development of Texas 
 Panhandle CREZ. 
 Also on April 4, PUCT Staff filed its first RFI request to SPP, to which SPP filed a confidential 
 response on April 16, 2007. 
 SPP also filed the direct testimony of Jay Caspary on April 24, 2007. 
 
 On May 16, PUCT Staff filed its second RFI request to SPP. 
 
 On May 17, SPP filed responses to Golden Spread’s Deposition on Written Questions. 
 On May 18, SPP provided responses to Golden Spread’s Second Deposition on Written 
 Questions. 
 
 On May 22, SPP filed the rebuttal testimony of Jay Caspary and responses to Staff’s Second 
 RFI. 
 



 15

 A hearing on the merits was held June 11 – 15, 2007, and on June 29, 2007, SPP filed a post-
 hearing brief. 
 
 b. Entergy Gulf States, Inc.’s TTC Plan:  Docket No. 33687 
 
 SPP and ERCOT participated in two technical conferences held April 2 and 11, 2007. 
 
 On April 4, 2007, SPP filed confidential responses to ETC 1-2, 1-3, 1-5, 1-6, 1-7, 1-9, and 1-12. 
 
 On April 27, SPP filed the direct testimony of Les Dillahunty and Mark A. Rossi. 
 
 A hearing on the merits was held May 21-23, 2007, during which it was discovered that  EGSI 
 had failed to fully respond to requests for information. 
 
 Therefore, on May 24 the PUCT issued Order No. 19 abating the proceeding, adopting a new 
 procedural schedule and establishing discovery procedures. 
 
 Pursuant to PUCT Order No. 19, on June 4, EGSI filed a statement of its TTC Plan in which it 
 modifies its list of milestones and off-ramps. 
 
 Numerous RFIs and EGSI responses have been filed. 
 
 On June 29, 2007, the Office of Public Utility Council  (“OPC”) filed a motion for sanctions as a 
 supplement to the motion for sanctions also filed by Texas Electric Cooperatives, Inc., East Texas 
 Cooperatives, Texas Industrial Electric Consumers, Denton Municipal Electric, TXU Cities and 
 the State of Texas.   
 
 Specifically, the OPC requests that EGSI not be allowed to recover its costs of this proceeding 
 (up to May 23, 2007) in any future Commission proceeding and that the Commission grant any 
 other relief to which the interveners may be entitled.  
 
 July 12, 2007 is the deadline for intervenors to propound discovery limited to new matters arising 
 from EGSI’s supplemental discovery process.   
 
 Intervenor supplemental rebuttal testimony is due July 13, 2007. 
 
 A prehearing conference is scheduled for July 23.  A hearing on the merits will be held at 
 the Travis Building in Austin, Texas on July 25-27, 2007. 
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SPP Regulatory Outlook 
 

Docket(s) Calendar/Action Item Date 
EL07-27 
ER07-396 

Settlement Judge Conference, FERC  Hearing Room   
(SPP’s proposed tariff sheets to incorporate the Annual Transmission 
Revenue Requirements for the East Texas Electric Cooperative, Inc.; Tex-La 
Electric Cooperative of Texas, Inc. and Deep East Electric Cooperative) 

July 12, 2007 

Texas 
33687 

Deadline for Intervenor Discovery (EGSI’s Supplemental Discovery Process) July 12, 2007 

RM05-17 
RM05-25 

General Effective Date for Order No. 890 Reforms (Not effective for the SPP 
RTO) 

July 13, 2007 

Texas 
33687 

Intervenor Supplemental Rebuttal Testimony Due  July 13, 2007 

RM05-17 
RM05-25 

In compliance with Order 890, Transmission Providers must post 
performance metrics within 15 days of the end of the quarter consistent with 
NAESB protocols set for those postings 

July 15, 2007 

ER03-765 
ER07-371 

SPP Compliance Filing - Reactive Compensation pursuant to FERC’s May 
25, 2007 Order Due  

July 16, 2007 

Texas 
33687 

EGSI Transition to Competition Plan Prehearing Conference July 23, 2007 

Texas 
33687 

EGSI Transition to Competition Plan:  Hearing on the Merits, Travis 
Building, Austin, TX 

July 25-27, 2007 

ER07-319 
EL07-73 

SPP Compliance Filing Pursuant to June 29, 2007 FERC Order 
SPP Response to FERC Request for Additional Information Due (Para 17) 
SPP Brief on Issues Set for Paper Hearing Due 

July 30, 2007 

ER06-451 
ER06-641 
ER06-1047 
ER06-1467 
ER07-345 

Deadline for Filing SPP OATT Revisions to Allow External Generators to 
Participate in SPP’s EIS Market 

July 31, 2007 

ER06-451 
ER06-641 
ER06-1047 
ER06-1467 
ER07-345 

Compliance Filing pursuant to FERC’s September 26, 2006 Order on 
Rehearing Due  
(SPP OATT revisions to incorporate procedures, for implementation in 
summer 2007, for the commitment in the day-ahead process and dispatch in 
the imbalance market of interruptible demand, behind the meter generation 
and other demand resources that are capable of providing imbalance service, 
or an explanation and rationale for not including such provisions) 

August 1, 2007 

ER05-1065 Entergy Filing of Revised Criteria Manuals resulting from Stakeholder 
Consultation Process Due 

August 2, 2007 

RR06-1 NERC Compliance Filing pursuant to June 7, 2007 FERC Order Due August 6, 2007 
RM07-19 ANOPR Comments Due - Wholesale Competition in Regions with Organized 

Electric Markets 
August 16, 2007 

RM05-17 
RM05-25 

Deadline for SPP Filing of Tariff Revisions in Compliance with Order No. 
890 

October 11, 2007 

Delegation 
Agreements  

Deadline for NERC and Regional Entity Compliance Filings regarding 
Modifications to the Respective Delegation Agreements 

October 16, 2007 

Circuit 
Court of 
Greene 
County 

Associated Electric Cooperative, Inc. v. American Electric Power Company; 
Board of Public Utilities of Springfield, Missouri; Empire District Electric 
Company and Grand River Dam Authority  
 

January 2-4, 2008 
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Missouri 
105CC4503 

(Three day bench trial in litigation of the OAM transmission Line Agreement 
between Associated Electric Cooperative and the other OAM owners) 

ER06-729 Deadline for SPP Compliance Filing Detailing the Neutrality Uplift Payments 
Associated with Losses for into and within Transactions and through and out 
Transactions, pursuant to FERC’s October 19, 2006 Order 

February 1, 2008 

ER06-451 
ER06-641 
ER06-1047 
ER06-1467 
ER07-345 

SPP Report Due to FERC regarding Ways to Incorporate Demand Response 
into the SPP EIS Market 

February 1, 2008 

RR06-1 Deadline for NERC Compliance Filing Containing Violation Severity Levels 
pursuant to FERC’s June 7, 2007 Order  

March 1, 2008 

ER06-451 Deadline for SPP Compliance Filing pursuant to FERC’s October 31, 2006 
Order  (To re-assess the feasibility, cost, and benefits of any control area 
consolidation following its first year of imbalance market operation; to be 
filed with the Commission within 15 months following market operations as a 
report) 

May 1, 2008 

 



 
DRAFT 

Southwest Power Pool 
Transmission Ownership/Construction Task Force 

Organizational Group Scope Statement 
May 1, 2007 

 
Purpose 
The Transmission Ownership/Construction Task Force (TOCTF) was approved by the SPP 
Board of Directors on April 24, 2007 as a policy level, focused task force of the Strategic 
Planning Committee to address the following broad areas: 
 
• A policy for the allocation of the rights and responsibilities associated with the 

ownership, construction and operation of transmission upgrades. 
 
• To consider a possible regional standardization of transmission design criteria. 

 
Scope of Activities 
In carrying out its purpose, the TOCTF will meet periodically through October 18, 2007 to: 
 

1. Meet periodically to review regulations, laws, criteria, SPP’s Transmission Expansion 
Plan (STEP) and strategic plans as well as related questions concerning the assignment of  
determinations of rights and responsibilities involving transmission expansion. 

2. Discuss and evaluate the now realistic, but still evolutionary circumstance where parties 
other than the certificated state utility in which the transmission is to be built desire to 
provide either financing, ownership, operation, construction or some combination of 
these services. 

3. Confirm SPP’s authority to determine the need for the addition of a specific transmission 
project. Having determined that authority, how should SPP authorize/obligate a party(ies) 
to develop the project? 

4. Develop recommendations for change, which would involve, at a minimum, a report with 
no recommendations or at a maximum significant and broad policy-level 
recommendations.  While the Task Force is not composed of members chosen principally 
because they have a legal background, it is clear that the scope of the effort will be 
limited by state laws and regulations. 

5. Consider the possibility of regional standardization of transmission design criteria; i.e.  
construction standards (conductor size, structure design, equipment inventories, voltage 
levels), facility ratings. While not as apparently constrained by law or regulation as the 
initial questions on transmission rights and responsibilities, this issue is significant and 
has major operational and economic implications. 

6. Focus on the aforementioned topics at a policy level rather than in detail, due to the time 
constraints involved. 

 
Representation 
While all meetings of the TOCTF will be posted in advance and open, the named voting 
members selected to represent various segments of the SPP members are: 
 

Mel Perkins (OG&E) – Chairman 
Ricky Bittle (AECC) 



Cindy Holman (OMPA) 
Kelly Harrison (Westar) 
Charles Locke (KCPL) 
Larry Holloway (KCC) 

Carl Huslig (ITC Great Plains) 
Les Dillahunty (SPP) - Secretary 

 
Duration 
This Task Force will conclude their initial effort and report to the SPC during their October 18, 
2007 meeting. 
 
Reporting 
The Transmission Ownership/Construction Task Force will report to the Strategic Planning 
Committee.  The Task Force Chairman will report on the Task Force activities to the SPC 
during scheduled meetings. 
 
 



Discussion Questions: 
 
. Any recommended change or serious consideration for change warrants a review of the RTO’s authority in the area of 
directing or approving transmission projects so as to avoid conflict with the individual state’s authority.  
  
. Do we need some clarity of terms in the area of transmission expansion; i.e. project financer, project owner, project 
operator? 
 
. How would state laws/regulations, stakeholders, potential owners, financers and regulators view a party other than the 
certificated service territory utility owning or operating transmission facilities in another certified utilities territory? Said 
another way, who can be certified to construct and own transmission? 
 
. Does the Kansas Electric Transmission Authority (KETA) or organizations such as KETA that might be formed in the 
future raise issues that the Committee should consider concerning their ability to finance and construct transmission 
facilities? In the same regard are there covenants that SPP members have with their financial institutions that could be 
prohibitive to the ownership of non-traditional transmission projects? 
 
. From an SPP perspective with multi-service territory, multi-state transmission projects should and could the ownership 
of these projects be determined by a method other than the assignment to the respective service territory boundaries? 
How would that assignment be determined; i.e. a voltage level cut-off, state boundaries, analytical analysis, negotiation, 
bidding, etc? 
 
. In cases where SPP’s strategic plans call for additional, higher voltage transmission along a new transmission corridor; 
is it practical and legal to physically provide for a future need; i.e. expanded r-o-w’s, structures above the initial operating 
parameters planning/design/construction standards? 
 
. Are differing operating criteria advisable such that line ratings change, for a physically identical line, due solely to the 
fact that the line crosses into the service area of an adjacent utility? 
 
. Should standard transmission designs be applied to Base Plan funded projects above a certain voltage level? 
 
. Are there interfaces between the efforts of this Task Force and the RSC’s Economic Upgrade initiative that should be 
captured? 
 
. Can the Task Force define, at least subjectively, the benefits that are expected from any recommended policy changes 
arising from this effort? 
 
 
 



Comparison of Cost Allocation Proposals 
Presented at June 27, 2007 CAWG Meeting 

 
 

Proposed 
Components SPP TOs TCs 

Rate Design 
 

Postage Stamp Rate 
 

Postage Stamp Rate Postage Stamp Rate 

Voltage 
Restrictions 

345 kV only 

345 kV, transformers, & 
terminal equipment 

Lower voltage needed to 
integrate high voltage 
upgrade or to balance 

portfolio 

All transmission level 
upgrades 

Benefits Expanded List 10 yr. time horizon 
Must be measurable Improved competition 

Costs 
 

E&C Costs 
 

10 yr. rev. req.  

B/C Criteria B/C ≥ 1 for each project 
included 

B/C ≥ 1.25 for portfolio 
B/C ≥ 1? for individual 

projects 
 

Beneficiaries 
Pay 

 B/C ≥ 1 in each pricing 
zone 

Avoid calculating 
benefits by beneficiaries 

“Broadly distributed 
benefits” 

Reliability 
Upgrades 

 Included if B/C ≥ 1? 
Includes all qualified 

economic and reliability 
upgrades 

Seams 
Allocations 

 
Exclude 1st tier benefits 
unless cost allocation to 

beneficiaries in place 

Include a direct 
assignment of cost to 

benefiting loads outside 
SPP 

Other 
Restrictions 

Annual budget cap of 
$500 million in E&C 

costs 

Approved projects go 
forward without 

subsequent review. 
Early buy-in by State 

Commissions 

Some limitations on 
request-related facilities 

may be appropriate. 
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EHV Overlay

EHV Overlay summary for the SPC
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EHV Overlay Alternatives

• The EHV Overlay Study determined 6 alternatives as 
potential candidates for EHV Expansion -

• Alternative 1 – 500 kV Loop ($4.8B)
• Alternative 2 – 765 kV Loop ($4.9B)
• Alternative 3 – 765 kV Simulation Method ($4.5B)
• Alternative 4 – 765 kV Network ($7B)
• Alternative 5 – 765 kV Loop Optimized ($4.9B)
• Alternative 6 – 500 kV Loop Optimized ($4.7B)

www.spp.org 4

Alt 5 – 765 kV Loop Optimized

Wolf Creek
Wichita

To Labadie and Collins

Mooreland

Oklaunion

Harrington

Texarkana

Seminole

McNeil

Muskogee

Table Rock

ISES

LaCygne

Tuco

Ft. Smith

E. Centerton

Information taken from EHV Overlay Study
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EHV Overlay Study Results

• Alternative 5 includes 765 kV loop with extensions into 
MISO/PJM, and extensive integration of 500 kV systems in 
MO, AR, and TX between SPP and Entergy systems

• Alternative 5 with the Ozarks additions is the top performing 
plan of the EHV Overlay Study, considering:

• 2nd lowest construction cost of alternatives with Ozarks
• Excellent import and export capability to ERCOT, WECC 

and the Eastern Interconnect
• Lowest on-peak hourly operating costs
• Lowest line loses on peak

• Preliminary cost estimates of $4.9B 

Questions?
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SPP.org 1

Strategic Planning Retreat Recap

May 30 – June 1
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SPP.org 3

Strategic Planning Retreat

• SPC met May 30-June 1 at Lake DeGray, AR

• First order of business: Review of 2006 
Strategic Plan Status

• Committee was updated on Organizational 
Effectiveness Action Plan

• Committee was updated on status of future 
market development efforts

SPP.org 4

Strategic Plan Reprioritization
PRODUCTS:

• RE Transition A

• Transmission Expansion / Economic Upgrades A

• Transmission Expansion / Project Tracking A

• Balancing Authority Consolidation A

• Market Development and Design B

PROCESSES:

• Communication and Education B

• Center of Excellence C

• Contract Services C

• Membership Development C
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Strategic Plan: Market Development / Design

• MWG will provide high-level outline and 
timeline to SPC at its July Meeting

• MWG will provide final design analysis and 
recommendations in October

• Market Endgame Defined

• Feasible Implementation Stages

• Recommendation for Cost Benefit Analysis

SPP.org 6

Demand Response / Energy Efficiency

• Discussions led to long-term action plan to be 
coordinated through Center of Excellence

• Plan to include:

• Survey members on retail DR / EE efforts

• Education on benefits of DR / EE

• Wholesale level analysis (including MWG efforts)

• Wholesale / retail jurisdictional disconnects

• Task Force has been developed – seeking 
volunteers



4

Richard Spring
KCPL



ID Start Task Name Res
Nam

1 Tue 1/2/07 SPP Strategic Plan by Priority
2 Tue 1/2/07 PRODUCTS
3 Tue 1/2/07 PRIORITY A: SPP Regional Entity (RE) Transition
4 Tue 1/2/07 Implementation / Compliance Begins (June 18)

5 Mon 6/18/07 MOPC/SPC/Stakeholder Review of By-Laws

6 Sun 10/21/07 Delegation Agreement Compliance Deadline (10/21/07)

7

8 Tue 1/2/07 PRIORITY A: Transmission Expansion/Economic Upgrade
9 Tue 1/2/07 Policy Decision/CAWG Input

10 Tue 10/30/07 Oct RSC Meeting

11 Mon 4/2/07 Trans Ownership Construction (TOCTF) Task Force

12 Tue 10/16/07  Coordinate with MOPC

13 Thu 10/18/07 Propose to SPC

14 Wed 10/31/07 October BOD Meeting / Board Vote

15 Tue 4/1/08 FERC Filing

16 Wed 7/2/08 Implementation

17 Wed 10/1/08 Evolutionary Development

18

19 Tue 1/2/07 PRIORITY A: Transmission Expansion/Project Tracking
20 Mon 4/2/07 Determine reporting enhancements requirements

21 Wed 4/11/07 Develop and test reporting enhancements

22 Fri 5/11/07 Deliver reporting enhancements

23 Tue 6/26/07 Institute enhanced reporting 

24 Mon 7/2/07 Evolutionary Development

25

26 Tue 1/2/07 PRIORITY A: Balancing Authority
27 Tue 1/2/07 Survey Member Interest

28 Mon 4/2/07 Develop Technical Plan

29 Mon 7/2/07 Vet Tech plan with BAs, select BAs

30 Fri 7/6/07 SPP Internal Cost Benefit Analysis Completed

4Q06 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08

SPP Strategic Plan Prioritization Strawman

Page 1



ID Start Task Name Res
Nam

31 Mon 7/2/07 Evaluate legal, compensation, risk issues

32 Wed 10/31/07 October Board Meeting

33 Tue 1/1/08 Begin Provision of Service (Coincident with EMS repl)

34 Fri 2/1/08 FERC Market Order - 1 Year Assessment

35 Tue 4/1/08 Evolutionary Development

36

37 Mon 7/2/07 PRIORITY B: Market Development and Design
38 Thu 7/12/07 Present High Level Outline to SPC

39 Tue 7/24/07 Present High Level Outline to BOD

40 Wed 10/31/07 Present Final Plan to BOD

41 Mon 7/2/07 Evolutionary Development/ Cost Benefit Analysis/ Impl

42

43 Tue 1/2/07 PROCESSES
44 Tue 1/2/07 PRIORITY B: Communication & Education (IRC)
45 Tue 1/2/07 Develop Plan/Provide Plan by SPC Retreat

46 Mon 4/2/07 IRC Web Site Completed 

47 Mon 10/1/07 Legislative Briefing(Capitol Hill)

48 Mon 7/2/07 Evolutionary Development

49

50 Tue 1/2/07 PRIORITY C: Center of Excellence
51 Tue 1/2/07 Hire Director

52 Mon 4/2/07 Develop Quick Win Business Plan by July SPC

53 Thu 10/18/07 Present Long Term Business Plan by Oct SPC

54 Mon 7/2/07 Implement C of E

55 Mon 7/2/07 Evolutionary Development

56

57 Tue 1/2/07 PRIORITY C: Contract Services
58 Tue 1/2/07 Evolutionary Development

59

60 Tue 1/2/07 PRIORITY C: Membership Development

4Q06 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08

SPP Strategic Plan Prioritization Strawman

Page 2



ID Start Task Name Res
Nam

61 Tue 1/2/07 Ongoing Membership Development Effort
4Q06 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08

SPP Strategic Plan Prioritization Strawman

Page 3



119 FERC ¶ 61,222
UNITED STATES OF AMERICA

FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners:  Joseph T. Kelliher, Chairman;
                                        Suedeen G. Kelly, Marc Spitzer,
                                        and Jon Wellinghoff.

Midwest Independent Transmission System 
     Operator, Inc.

Docket No. ER07-701-000

Reliability Standard Compliance and Enforcement in 
Regions with Independent System Operators and 
Regional Transmission Organizations

Docket No. AD07-12-000

ORDER REJECTING TARIFF CHANGES WITHOUT PREJUDICE AND 
ESTABLISHING TECHNICAL CONFERENCE

(Issued May 31, 2007)

1. On April 2, 2007, Midwest Independent Transmission System Operator, Inc. 
(Midwest ISO) filed proposed changes to its Open Access Transmission and Energy 
Markets Tariff (TEMT) in order to add Schedule 10-ERO, providing for recovery of 
penalties that are imposed on Midwest ISO by the Commission, the Electric Reliability 
Organization (ERO) or by a duly authorized Regional Entity for violations of mandatory 
Reliability Standards.  In this order, we reject the proposed Schedule 10-ERO without 
prejudice and establish a staff technical conference to address generically the issues 
raised by Midwest ISO’s proposal concerning Reliability Standard compliance and 
enforcement in regions with non-profit Independent System Operators (ISOs) or Regional 
Transmission Organizations (RTOs).

20070531-4001 Issued by FERC OSEC 05/31/2007 in Docket#: ER07-701-000
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Background

2. Among other things, section 1211 of the Energy Policy Act of 2005 (EPAct 2005)1

added section 215 to the Federal Power Act (FPA), 16 U.S.C. § 824o, providing for the 
development and enforcement of mandatory Reliability Standards by an ERO to be 
certified by the Commission based on appropriate criteria.  Penalties for violations of 
Reliability Standards are to be imposed by the ERO, or by the relevant Regional Entity to 
which the ERO may delegate some enforcement functions.2 In addition, FPA section 215 
(e)(3) empowers the Commission to impose penalties for violations of Reliability 
Standards.3

3. On February 3, 2006, the Commission issued Order No. 672, implementing the
requirements of EPAct 2005 regarding the selection criteria, standard-setting procedures, 
and other operational aspects of the ERO.4 Subsequently, by order dated July 20, 2006, 
the Commission certified the North American Electric Reliability Council, on behalf of 
its wholly-owned subsidiary, the North American Electric Reliability Corporation,
(collectively, NERC) as the ERO, subject to certain compliance requirements.5

4. In Order Nos. 672 and 672-A, the Commission denied requests to: (1) exempt 
non-profit ISOs and RTOs from monetary penalties for violations of the Reliability 
Standards; and (2) authorize RTOs and ISOs to recover such monetary penalties from 
their customers on a generic basis.  Rather, the Commission stated that it will consider on 
a case-by-case basis proposals by RTOs or ISOs under FPA section 205, 16 U.S.C. 
§ 824d (2000), to recover the cost of any penalties that may be imposed on them for the 

1 Pub. L. No. 109-58, § 1211, 119 Stat. 594, 941-46 (2005) (codified at 16 U.S.C. 
§ 824o).

2 See 16 U.S.C. § 824o(d), (e).

3 See 16 U.S.C. § 824o(e)(3),

4 Rules Concerning Certification of the Electric Reliability Organization; 
Procedures for the Establishment, Approval and Enforcement of Electric Reliability 
Standards, Order No. 672, FERC Stats. & Regs. ¶ 31,204 (2006), order on reh'g, Order 
No. 672-A, FERC Stats. & Regs. ¶ 31,212 (2006).

5 North American Electric Reliability Corp., 116 FERC ¶ 61,062 (2006) ("ERO 
Certification Order"), order on reh'g, 117 FERC ¶ 61,126 (2006) ("ERO Rehearing 
Order").

20070531-4001 Issued by FERC OSEC 05/31/2007 in Docket#: ER07-701-000
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violation of Reliability Standards.6 The instant filing, discussed below, contains Midwest 
ISO’s proposal to pass through these penalties through a new Schedule 10-ERO to 
Midwest ISO’s TEMT.

Midwest ISO’s Proposal

5. Currently, Schedule 10 of Midwest ISO’s TEMT provides for recovery of all costs 
of operating the Midwest ISO, exclusive of costs that are recovered under other schedules 
of the TEMT, from Transmission Customers based on transmission service billing 
determinants.  Midwest ISO proposes to amend its TEMT by adding Schedule 10-ERO to 
provide for the general authority to recover, from Tariff Customers,7 costs arising from 
paying or complying with any penalties assessed by the Commission, the ERO or a 
Regional Entity for the violation of mandatory Reliability Standards.  Under the proposal, 
Midwest ISO would directly assign the penalty costs to specific Tariff Customers if 
Midwest ISO determines that the violation is due to their non-compliance with Midwest 
ISO’s directives or requirements, or with Good Utility Practice or any other applicable 
technical standards under the TEMT.  Any direct assignment of penalty costs, however, 
will only apply following an FPA section 205 filing by Midwest ISO and Commission 
approval of the direct cost assignment. If Midwest ISO is unable to identify the specific 
Tariff Customer(s) responsible for the violation, the penalty costs will be allocated under 
proposed Schedule 10-ERO to all Tariff Customers based on the level of their energy 
injections and withdrawals from the Midwest ISO transmission system (the same billing 
determinants used for recovery of energy market administrative costs in Schedule 17 of 
the TEMT) during the months when the event associated with the penalty occurred.

6. Midwest ISO argues that the proposed Schedule 10-ERO follows the broad 
outlines of the cost allocation scheme that the Commission approved in the comparable 
context of reliability-related penalties that could be imposed on the California 
Independent System Operator (CAISO), and is consistent with Commission precedent.8

6 Order No. 672 at P 634-35; Order No. 672-A at P 55-58. 

7 The TEMT defines Tariff Customers as Transmission Customers and Market 
Participants.

8 Midwest ISO Transmittal Letter at 5 n.24.  Midwest ISO references section
2.5.26.5 and Appendix F (Part C) of CAISO's Open Access Transmission Tariff, which, 
Midwest ISO states, provides for CAISO’s recovery of the cost of any penalties the 
Western Systems Coordinating Council (now the Western Electricity Coordinating 
Council) imposes on CAISO by: (1) directly assigning penalty costs to Scheduling 

(continued)
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7. Midwest ISO states that its Reliability Subcommittee is reviewing potential 
refinements to its policy and procedures regarding the pass-through of penalty costs.  
Pending the outcome of this review, however, Midwest ISO believes it is necessary to 
make the present filing so that its authority to pass-through penalty costs is in place no 
later than June 1, 2007, the date that the mandatory Reliability Standards become fully 
enforceable and violators can be assessed penalties.

Notice of Filing and Responsive Pleadings 

8. Notice of Midwest ISO’s filing was published in the Federal Register,72 Fed. Reg. 
18,231 (2007), with interventions and protests due on or before April 23, 2007.

9. Consumers Energy Company; DC Energy Midwest, LLC; Duke Energy Shared 
Services, Inc. on behalf of its franchised utility affiliates, Duke Energy Ohio, Inc., Duke 
Energy Indiana, Inc., and Duke Energy Kentucky, Inc.; and Public Service Electric and
Gas Company, PSEG Power LLC and PSEG Energy Resources & Trade LLC filed 
timely motions to intervene. Reliant Energy, Inc. (Reliant) filed a motion to intervene 
out of time.

10. Timely motions to intervene and protests or comments were filed by Ameren 
Services Company (Ameren), on behalf of its public utility operating companies;9

American Municipal Power – Ohio, Inc., on behalf of itself and its members (AMP-
Ohio); American Transmission Company LLC, by its corporate manager, ATC
Management Inc. (collectively ATCLLC); Constellation Generation Group, Inc., 
Constellation Energy Commodities Group, Inc. and Constellation NewEnergy, Inc. 
(collectively, Constellation); Detroit Edison Company (Detroit Edison); Edison Electric 
Institute (EEI); Exelon Corporation (Exelon); FirstEnergy Service Company, on behalf of 

Coordinators representing market participants to which such penalties are attributable; or 
(2) to the extent the penalties are not attributable to specific market participants, 
recovering such penalty costs from all transmission customers by adding the penalties as 
a cost component of CAISO’s Grid Management Charge.  In this regard, Midwest ISO 
cites California Independent System Operator Corp., 88 FERC ¶ 61,182 at 61,591 
(1999).

9 The Ameren Companies include Central Illinois Light Company d/b/a 
AmerenCILCO, Central Illinois Public Service Company d/b/a AmerenCIPS, Illinois 
Power Company d/b/a AmerenIP, Union Electric Company d/b/a AmerenUE, Ameren 
Energy Marketing Company, Ameren Energy Generating Company and AmerenEnergy 
Resources Generating Company.
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its affiliates American Transmission Systems, Inc., Cleveland Electric Illuminating 
Company, Ohio Edison Company, Pennsylvania Power Company, Toledo Edison 
Company, and FirstEnergy Solutions (collectively, FirstEnergy); Integrys Energy Group, 
Inc. and its subsidiaries Wisconsin Public Service Corporation, Upper Peninsula Power 
Company and Integrys Energy Services, Inc. (collectively, Integrys Energy Group);
International Transmission Company and Michigan Electric Transmission Company, 
LLC; Michigan Public Power Agency and Michigan South Central Power Agency 
(collectively, Michigan Agencies); Midwest ISO Transmission Owners (Midwest ISO 
TOs);10 and Wisconsin Electric Power Company (Wisconsin Electric).

11. A number of protests express concern that Midwest ISO’s recovery of all penalty 
costs will make the penalties ineffective.  For example, Ameren suggests that Midwest 
ISO should be required to reduce management bonuses to fund penalty costs when its 
actions cause the incurrence of the penalty.11  Wisconsin Electric states that, 

10 The Midwest ISO TOs for this filing consist of: Ameren
Services Company, as agent for Union Electric Company d/b/a AmerenUE,
Central Illinois Public Service Company d/b/a AmerenCIPS, Central Illinois Light
Co. d/b/a AmerenCILCO, and Illinois Power Company d/b/a AmerenIP; Alliant
Energy Corporate Services, Inc. on behalf of its operating company affiliate
Interstate Power and Light Company (f/k/a IES Utilities Inc. and Interstate Power
Company); City of Columbia Water and Light Department (Columbia, MO); City
Water, Light & Power (Springfield, IL); Duke Energy Shared Services for Duke
Energy Ohio, Inc., Duke Energy Indiana, Inc., and Duke Energy Kentucky, Inc.;
Great River Energy; Hoosier Energy Rural Electric Cooperative, Inc.; Indiana
Municipal Power Agency; Indianapolis Power & Light Company; Manitoba
Hydro; Michigan Public Power Agency; Minnesota Power (and its subsidiary
Superior Water, L&P); Montana-Dakota Utilities Co.; Northern Indiana Public
Service Company; Northern States Power Company, a Minnesota corporation, and
Northern States Power Company, a Wisconsin corporation, subsidiaries of Xcel
Energy Inc.; Northwestern Wisconsin Electric Company; Otter Tail Power
Company; Southern Illinois Power Cooperative; Southern Indiana Gas & Electric
Company (d/b/a Vectren Energy Delivery of Indiana); Southern Minnesota
Municipal Power Agency; Wabash Valley Power Association, Inc.; and Wolverine
Power Supply Cooperative, Inc.  The Midwest ISO TOs state in their intervention that the 
individual owners may file separate comments addressing issues not discussed in these 
comments.

11 Ameren Services April 23, 2007 Protest at 8.
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notwithstanding the not-for-profit structure under which Midwest ISO operates, 
automatic pass-through of penalty costs to Midwest ISO members for violations over 
which they had no control defies the purpose of the penalty, which is to prevent 
impairment of reliability.12  Constellation argues that the Commission must consider 
alternative motivational mechanisms, such as non-monetary penalties, when taking 
enforcement action against not-for-profit entities such as Midwest ISO for violations of 
the Reliability Standards.  Otherwise, according to Constellation, the Commission will 
create a gap in its enforcement program.13  Michigan Agencies similarly argue that 
automatic pass-through removes an incentive to comply with Reliability Standards and is 
inconsistent with the Commission’s statement in Order No. 672 that RTOs may only seek 
pass-through of ERO penalties on a case-by-case basis.14 Integrys Energy Group argues 
that Midwest ISO has no right to rely on Schedule 10-ERO to uplift ERO or Regional 
Entity reliability penalties to all customers without a section 205 filing under the FPA.15

12. Some parties object to the direct assignment aspect of Midwest ISO’s proposal.  
EEI and ATCLLC argue that it would inappropriately allow Midwest ISO to assume 
responsibilities in the Reliability Standard enforcement process that are reserved for the 
ERO or Regional Entity.16  EEI argues that Midwest ISO lacks the necessary 
independence to enforce Reliability Standards.17  Exelon and FirstEnergy argue that 
Midwest ISO should raise its concerns in the ERO/Regional Entity enforcement 
proceeding, if it believes that one of its customers, rather than Midwest ISO itself, is 
responsible for a Reliability Standard violation.18  FirstEnergy argues that the proposal 
could subject an entity choosing to defend itself in the ERO/Regional Entity and Midwest 
ISO proceedings to additional legal costs, second-guessing regarding its legal rights and 

12 Wisconsin Electric April 23, 2007 Protest at 4.

13 Constellation April 23, 2007 Protest at 4-6.

14 Michigan Agencies April 23, 2007 Protest at 4-5.

15 Integrys Energy Group April 23, 2007 Protest at 5-11.

16 EEI April 23, 2007 Comments at 2-3; ATCLLC April 23, 2007 Comments at 5-
7.

17 EEI April 23, 2007 Comments at 3.

18 Exelon April 23, 2007 Protest at 4; FirstEnergy April 23, 2007 Comments at 4-
5.

20070531-4001 Issued by FERC OSEC 05/31/2007 in Docket#: ER07-701-000



Docket Nos. ER07-701-000 and AD07-12-000 7

obligations, and unnecessary controversy and confusion. 19  Constellation argues that any 
market participant that is in a position to affect the reliability of the bulk-power system 
will already be subject to Reliability Standards that are targeted to that entity’s specific 
role, and the ERO or Regional Entity can be expected to take enforcement action directly 
against such an entity if it is found to have violated a Reliability Standard.20

Constellation argues that Midwest ISO’s proposal could subject such entity to double 
penalties, or to penalties that exceed the Commission’s authority, if, e.g., the entity were 
subject to a $1 million penalty directly by the ERO or Regional Entity and a second $1 
million penalty passed through by Midwest ISO with respect to the same event.21

Constellation also argues that Midwest ISO’s direct assignment proposal fails to provide 
adequate advance notice of the consequences of a Tariff Customer’s action and does not 
afford Tariff Customers adequate due process.22  Wisconsin Electric and American 
Transmission argue that, when penalties result from failure to perform by counterparties 
to Midwest ISO under specific agreements, Midwest ISO should invoke its rights to 
recover the penalty costs under such specific agreements, not under the TEMT. 23

13. Other parties support the direct assignment aspect of Midwest ISO’s proposal.  
Ameren believes that, if the ERO or Regional Entity is not able to examine the violation 
with sufficient detail or granularity to identify the individual party or parties that caused 
the violation, then Midwest ISO should be allowed to allocate the penalty to the party or 
parties that caused the violation, given that Midwest ISO is the market operator and 
should have sufficient understanding of the market to determine cost causation.24

Midwest ISO TOs support direct assignment, but request that the Commission condition 
acceptance on allowing entities that would be the target of any potential penalties to 
participate in the ERO enforcement investigation as early as possible, to ensure due 
process.25  Ameren and Midwest ISO TOs argue, however, that the proposal gives 

19 FirstEnergy April 23, 2007 Comments at 4.

20 Constellation April 23, 2007 Protest at 10.

21 Id.

22 Constellation April 23, 2007 Protest at 8.

23 Wisconsin Electric April 23, 2007 Protest at 3; ATCLLC April 23, 2007 
Comments at 7-8.

24 Ameren Services April 23, 2007 Protest at 7.

25 Midwest ISO TOs April 23, 2007 Protest at 7.
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Midwest ISO too much discretion as to whether to seek direct assignment of penalty 
costs.  They request that the Commission require that Midwest ISO file with the 
Commission its allocation proposal for each penalty, instead of only when Midwest ISO 
seeks direct assignment, in order to ensure appropriate allocation of each penalty.26

Ameren requests that the Commission condition acceptance on the requirement that 
Midwest ISO take affirmative steps to seek direct assignment of each penalty.27

14. On May 8, 2007, Midwest ISO filed an answer to the protests.  Midwest ISO 
argues that Order No. 672 does not specifically require a separate FPA section 205 filing 
for recovery of each penalty.28  It submits that its Schedule 10-ERO filing is the 
appropriate section 205 filing for the Commission’s evaluation and acceptance of 
Midwest ISO’s proposed penalty allocation mechanism - the proceeding provides
interested parties due opportunity to respond to Midwest ISO’s proposal and, after the 
parties are heard, and once the Commission finds the tariff mechanism just and 
reasonable, further FPA section 205 filings would be needed only for direct assignment, 
which would involve individualized determinations of cost causation.29

15. Midwest ISO argues that, given its non-profit nature, it should be permitted to 
either directly assign or generally pass-through the full amount, including compliance 
costs, of any penalties that the ERO or Regional Entity may impose on Midwest ISO.30 It 
states that as a non-profit entity, it does not have its own revenues from which to pay 
anything, whether penalties or any other operational costs.31 Midwest ISO argues that 
pass-through mechanisms such as it proposes are merely a cost allocation tool – they do 
not require the assigning/passing entity to have the authority to impose the charges whose 

26 Ameren Services April 23, 2007 Protest at 4-5; Midwest ISO TOs April 23, 
2007 Protest at 5-7.

27 Ameren Services April 23, 2007 Protest at 5.

28 Midwest ISO May 8, 2007 Answer at 11.

29 Id. 

30 Id. at 5.

31 Id.
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costs are being assigned/passed through, nor do they require the allocation pool to consist 
only of entities subject to the standards or requirements that gave rise to the charges.32

16. Midwest ISO disputes claims that a pass-through authorization would diminish its 
accountability or its reliability.33  It states that its commitment to reliability is ensured by 
its very structure as an independent stake-holder-driven enterprise.34  Midwest ISO 
argues that there is no opportunity or incentive to “cut corners for the sake of improved 
quarterly earnings” and that the reliability tools and the culture of protecting the system 
are the direct result of the participation and direction provided by those who will bear the 
cost of any pass-through penalty.35 Those parties will then respond to any penalty with 
appropriate improvements in systems or processes to ensure that the violation is not 
repeated, including, if necessary, the replacement of employees and officers that may 
have failed in their duties.36  Thus, according to Midwest ISO, ISOs and RTOs are unique 
and the treatment of reliability penalties, as well as the allocation of penalty costs, should 
reflect that organizational structure.37

17. With respect to the direct assignment aspect of its proposal, Midwest ISO states 
that, if the ERO enforcement process efficiently determines and assigns individual 
responsibility for reliability violations, there may correspondingly be less occasion (but 
not necessarily never any occasion) for Midwest ISO to itself seek a direct assignment of 
some or all of the costs of a penalty assessed against it.38  According to Midwest ISO, if a 
Tariff Customer’s own violation results in the imposition of ERO or Regional Entity
penalties on both the Tariff Customer and Midwest ISO, it would still be appropriate for 
Midwest ISO to directly assign its own penalty cost to the offending Tariff Customer as a 
dual matter of funding and indemnity.39 In such a situation, it is not so much that the 

32 Id. at 6.

33 Id. at 8.

34 Id.

35 Id.

36 Id.

37 Id. at 9.

38 Id. at 12.

39 Id. at 12 and 13.
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Tariff Customer is in effect being doubly penalized by the ERO or Regional Entity, but 
rather that it is being held civilly responsible for also causing damage to all other 
Midwest ISO Tariff Customers.40 Midwest ISO states that it will also avoid any 
duplication of, or conflict with, the investigation or other proceedings of the ERO or 
Regional Entity.41  If the ERO or Regional Entity specifically finds that an individual 
cause cannot be determined for a violation within Midwest ISO’s footprint, and that 
Midwest ISO shall be deemed to have command responsibility for the situation, Midwest 
ISO will not investigate the matter further in the absence of any reasonable basis for 
believing it is in a position to possibly make a better determination of causation than the 
ERO or Regional Entity.42

18. On May 18, 2007, Integrys Energy Group filed an answer to Midwest ISO’s 
answer.

Discussion

Procedural Matters

19. Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,43 the 
timely, unopposed motions to intervene serve to make the entities that filed them parties
to this proceeding.  In view of the early stage of this proceeding, its interest, and the 
absence of undue prejudice or delay, we will grant Reliant Energy, Inc.’s motion to 
intervene out of time.

20. Rule 213(a)(2) of the Commission's Rules of Practice and Procedure44 prohibits an 
answer to a protest or another answer unless otherwise ordered by the decisional 
authority. We will accept Midwest ISO’s and Integrys Energy Group’s answers because 
they provided information that assisted us in our decision-making process.

40 Id. at 13.

41 Id. at 15.

42 Id. at 15 and 16.

43 18 C.F.R. § 385.214 (2006).

44 18 C.F.R. § 385.213(a)(2) (2006). 
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Substantive Matters

21. We find that Midwest ISO’s proposal raises issues concerning the Reliability 
Standard compliance and enforcement process that may be common in other regions with 
ISOs and RTOs, and that these issues are best addressed on a generic basis.  Accordingly, 
as discussed below, we will hold a staff technical conference in Docket No. AD07-12-
000, and encourage the participation of NERC, the Regional Entities, Midwest ISO, the 
other ISOs and RTOs, and their members, to explore these issues.  Pending the outcome 
of this generic proceeding, we reject Midwest ISO’s filing as premature, without 
prejudice.  Midwest ISO has not justified its proposal in light of the fundamental issues 
discussed below (including but not limited to the balancing of due process rights among 
parties), which will be addressed in the technical conference described below.  Midwest 
ISO is free to file another proposal to establish tariff mechanisms to pass-through 
reliability penalties after further guidance from the Commission following the technical 
conference.  In the meantime, if the ERO or a Regional Entity files a notice of penalty 
with the Commission, or if the Commission initiates a proceeding to impose a penalty,
Midwest ISO may seek to recover that penalty through an individual FPA section 205 
filing.

22. In Order Nos. 672 and 672-A, while declining to exempt non-profit ISOs and 
RTOs from penalties for violation of Reliability Standards, the Commission recognized 
that ISOs and RTOs have unique characteristics that the ERO or Regional Entity may 
take into consideration in determining an appropriate and effective sanction.45

23. Similarly, in Order No. 693, the Commission addressed concerns about the 
manner in which users, owners, and operators would be responsible for compliance with 
the Reliability Standards in the context of ISOs and RTOs, or any other organization that 
pools resources and where decision-making and implementation are performed by 
separate entities. The Commission explained that, in establishing mandatory Reliability 
Standards, its intent was to allow the appropriate user, owner, or operator of the bulk-
power system to be identified for each Reliability Standard, and more specifically to 
identify the actual user, owner or operator that would be responsible for complying with 
the requirements in the Reliability Standards, so that there would be neither gaps nor 

45 See Order No. 672 at P 634; Order No. 672-A at P 56. As noted earlier, while 
not providing generic authorization for ISOs’ and RTOs’ recovery of penalties for 
Reliability Standard violations, the Commission provided that it would consider 
proposals by ISOs and RTOs to recover penalties on a case-by-case basis under FPA 
section 205. See Order No. 672 at P 635; Order No. 672-A at P 58.
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redundancy in responsibility for compliance with the requirements of a Reliability 
Standard.46

24. Thus, the Commission has recognized that the organizational structure and 
financial model of ISOs and RTOs may present unique circumstances for compliance 
with and enforcement of Reliability Standards. However, the Commission did not intend 
that FPA section 205 proceedings initiated by ISOs and RTOs to recover penalty costs 
would involve new, additional investigations of violations of Reliability Standards
beyond any investigations done in connection with the Commission’s, ERO’s or Regional 
Entity’s assessment, in the first instance, of penalties.  In this regard, the Commission is 
concerned that the direct assignment aspect of Midwest ISO’s proposal both will result in 
duplicative investigations of Reliability Standard violations – in the context of any
ERO/Regional Entity or Commission enforcement proceeding and any Midwest ISO FPA 
section 205 proceeding -- and also will result in parties bringing issues directly to the 
Commission that should be addressed in the ERO/Regional Entity or Commission
enforcement proceeding in the first instance.  Specifically, it is unclear why a Tariff 
Customer that Midwest ISO would directly assign a penalty under its proposal would not 
already be registered with the ERO for compliance with the relevant Reliability Standard, 
and correspondingly subject to investigation and a penalty in the ERO/Regional Entity or 
Commission enforcement proceeding.  

25. In addition, Midwest ISO’s proposal is targeted at Tariff Customers, and does not 
address how responsibility for penalty costs is to be addressed between Midwest ISO and 
those owners and operators of the bulk-power system (such as transmission owners and 
balancing authorities) with which Midwest ISO has agreements allocating operational 
responsibilities outside of the TEMT.  Do such agreements present situations similar to 
those envisioned by Midwest ISO’s proposal, where Midwest ISO would be assessed a 
penalty for violating a Reliability Standard due to its counterparties’ failure to perform 
under such agreements?  If not, could those arrangements serve as a model for tariff 
provisions and Reliability Standard compliance strategies that would avoid situations 
envisioned by Midwest ISO’s proposal with respect to Tariff Customers?  We are also 
concerned about the lack of due process should entities directly assigned penalties not 
have had an opportunity to represent their interests in the ERO/Regional Entity or 
Commission enforcement proceeding.

46 See Mandatory Reliability Standards for the Bulk-Power System, Order No. 693, 
72 Fed. Reg. 16416 (April 4, 2007), FERC Stats. & Regs. ¶ 31,242 at P 141-45 (2006)
(Reliability Final Rule).
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26. We believe that these issues and other issues raised by Midwest ISO’s proposal
concerning the Reliability Standard compliance and enforcement process would benefit 
from exploration on a generic basis in a staff technical conference in Docket No. AD07-
12-000 with participation of interested parties such as NERC, the Regional Entities, 
Midwest ISO, the other ISOs and RTOs, and their members.  Participants in the technical 
conference would have an opportunity to address such issues as: (1) how each ISO’s or 
RTO’s regional tariffs and other operational agreements and protocols allocate 
responsibilities among the parties; (2) what provisions exist in those tariffs, agreements, 
and protocols to establish responsibility for penalty costs; (3) what provisions exist that 
may prevent an entity from being registered for compliance with relevant Reliability 
Standards if their failure to perform under such tariffs, agreements, and protocols leads to 
a violation of Reliability Standards; and (4) what policies for any pass-through of penalty 
costs by ISOs and RTOs would both best provide due process for entities that would 
ultimately be required to pay penalty costs and also avoid redundant investigations and 
litigation of Reliability Standard violations.  The Commission will schedule and convene 
this staff technical conference in Docket No. AD07-12-000 through further orders and/or 
notices.  

The Commission orders:

Midwest ISO’s proposed Schedule 10-ERO to its TEMT, providing for recovery 
of penalties that are imposed on Midwest ISO by the ERO, a Regional Entity or the 
Commission, is hereby rejected, without prejudice to refiling, as discussed in the body of 
this order.

By the Commission.  Commissioner Moeller not participating.

( S E A L )

Kimberly D. Bose,
        Secretary.        
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Wholesale Market ANOPR
• On June 22, 2007, FERC issued an Advance Notice or 

Proposed Rulemaking (ANOPR) to improve operations 
in organized wholesale power markets. FERC stated that 
the ANOPR is intended to help identify challenges facing 
competition in wholesale power markets in RTO and ISO 
regions and find ways to overcome them to improve 
operations in organized markets. 

• The ANOPR examines market issues and its preliminary 
views in four areas: demand response in organized 
markets, increasing opportunities for long-term power 
contracting, strengthening market monitoring, and 
responsiveness of RTOs and ISOs to customers and 
other stakeholders. 

I. Demand Response and Pricing During 
Power Shortages in Organized Markets

• The Commission believes it is important for demand to be able to
respond to the wholesale price for electric power. 

• FERC believes that RTOs and ISOs have implemented programs to 
facilitate demand response, but that more can be accomplished. 

• FERC believes that demand resources should be treated on par with 
supply resources to the extent technically feasible and not prohibited 
by state law. 

• FERC finds that demand response can strengthen wholesale 
competitive markets in three ways. 
– First, demand response can reduce prices and price volatility.
– Second, demand response tends to flatten an area’s load profile, 

which tends to shift the generation mix toward lower-cost 
baseload generation.

– Third, demand response can reduce the potential for market 
manipulation by reducing generator market power.
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II. Long-Term Power Contracting 
in Organized Markets 

• FERC says that long-term power contracting is important 
to a well-functioning market and supports price stability 
and resource adequacy and assists in the financing of 
new facilities and hedging of risks. 

• The ANOPR would require RTOs and ISOs to take a 
number of steps to facilitate long-term contracting 
opportunities. 
– First, FERC would encourage greater market transparency by 

requiring RTOs and ISO to post relevant types of information, 
such as recent contract rates and terms, that could facilitate 
long-term contracting. 

– Second, FERC asks about new requirements to develop 
standardized forward products. 

– Third, FERC inquires about allowing sellers to use an RTO/ISO 
website to post offers to buy or sell power long term. 

III. Market Monitoring Policy 
• The ANOPR addresses improvements to market monitoring by RTOs and 

ISOs. 
• The ANOPR proposes strengthening the independence of market 

monitoring units (MMUs). 
• FERC does not mandate whether internal or external structures should be 

implemented, but does propose (and asks for comment upon) the adoption 
of a tariff provision, with specific protocols, to ensure adequate access to 
data, resources and personnel and to provide for other matters. 

• FERC also asks for comment on maintaining MMU independence and on 
FERC’s proposal to require MMU reporting to the RTO/ISO’s board of 
directors or to a committee of independent RTO/ISO directors. 

• FERC also asks for comments concerning the MMU’s reporting of rules and 
other market violations to FERC, and proposes requiring that MMU
operation requirements be placed in the RTO/ISO’s tariff. 

• FERC also proposes prohibiting a MMU from assisting the RTO/ISO in 
administering the tariff, in order to help maintain the independence of the 
MMU to enable its proper functioning, and requiring adoption of ethics 
requirements for MMU personnel. 
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IV. Responsiveness of 
RTOs and ISOs

• The ANOPR addresses the responsiveness of RTOs and ISOs to their 
members and stakeholders. As experience with RTOs and ISOs has grown, 
some entities have expressed concerns about the manner in which RTOs
and ISO have governed themselves. 

• FERC proposes two alternatives for accomplishing this RTO/ISO 
responsiveness: the establishment of a board advisory committee of 
stakeholders, or in the alternative, a hybrid board with some independent 
and some stakeholder members. If a hybrid board is chosen, FERC insists 
that it include certain safeguards to prevent self-interested members from 
pursuing their own interests through the board. 

• The ANOPR also seeks comments on other ways for RTOs/ISOs to be 
responsive to members and stakeholders, including majority and minority 
views. The key would be for members and stakeholders to have a direct 
means to express their views to the board on major issues. 

• FERC also wants to hear comments on whether more needs to be done to 
assure the best management practices (such as for planning and customer 
service).

• FERC wants to make sure that RTOs and ISOs use proper budgeting 
methods and that there is adequate notice to customers about projected 
costs. 
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�  Mail: Commenters unable to file comments electronically must mail or 

hand deliver an original and 14 copies of their comments to the Federal 

Energy Regulatory Commission, Secretary of the Commission, 888 First 

Street, N.E., Washington, D.C. 20426.  Please refer to the Comment 

Procedures section of the ANOPR for additional information on how to file 

paper comments. 
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I. Introduction  

1. The Federal Energy Regulatory Commission (Commission) is considering potential 

reforms to improve the operation of organized wholesale electric markets.1  In response 

to issues raised by various market participants and industry observers about 

improvements to enhance wholesale electric markets, the Commission held two 

conferences, on February 27, 2007 and May 8, 2007, to learn more about these issues.  

The first dealt with all wholesale power markets while the second focused on organized 

RTO/ISO markets.  Based on the comments received at these two conferences, the 

Commission identified four specific and narrow issues, as described below, that are not 

already being fully addressed by the Commission in other proceedings and that may be 

appropriate to address in a generic proceeding. 

                                              
1 Organized market regions are areas of the country in which a regional 

transmission organization (RTO) or independent system operator (ISO) operates day-
ahead and/or real-time energy markets. 
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2. These issues are:  (1) the role of demand response in organized markets, including 

greater reliance on market prices to elicit demand reductions during power shortages;   

(2) increasing opportunities for long-term power contracting; (3) strengthening market 

monitoring; and (4) the responsiveness of RTOs and ISOs to customers and other 

stakeholders.  This Advance Notice of Proposed Rulemaking (ANOPR) identifies 

specific concerns in these four areas and presents the Commission’s preliminary views on 

proposed reforms.2  The Commission seeks comments on the proposed reforms.  After 

receiving and considering these comments, the Commission will determine whether to 

issue a Notice of Proposed Rulemaking (NOPR) and the scope of the proposed rule, if a 

NOPR is warranted.  

3. Finally, the actions proposed here are intended to complement other Commission 

actions, discussed further below, intended to improve the operation of wholesale 

competition in regions with and without RTOs and ISOs and their organized markets.  

There are opportunities to improve the operation of wholesale markets in both types of  

                                              
2 Throughout this document, the term “propose” is used as a short form of stating 

that it is the Commission’s preliminary view that the proposal that follows may be a 
reasonable way to achieve a regulatory objective, and that the Commission requests 
comments on the proposal and on alternative recommendations for achieving the 
objective. 
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regions.  Many of the Commission’s prior actions—such as Order No. 8903—apply to 

both types of regions, while others by their nature apply only to RTO/ISO regions, such 

as assuring load-serving entities (LSEs) of long-term transmission rights in regions with 

locational marginal pricing and congestion hedges.  The issues being explored in this 

proceeding are discrete and apply to regions with organized spot markets, market 

monitors, and an RTO or ISO.  The actions considered address concerns that numerous 

market participants and many of our state colleagues have raised in this proceeding and 

elsewhere.  The Commission is not seeking to fundamentally redesign organized markets 

or to appropriate jurisdiction from our state colleagues.  Our goal is to make incremental 

improvements to the operation of organized markets without undoing or upsetting the 

significant efforts that have already been made in providing demonstrable benefits to 

wholesale customers.  In particular, we acknowledge and commend the ISOs and RTOs 

and their respective transmission owners and stakeholders for their work over the past 

several years in fulfilling the Commission’s policies supporting wholesale competition 

and non-discriminatory access to transmission. 

                                              
3 Preventing Undue Discrimination and Preference in Transmission Service, Order 

No. 890, 72 Fed. Reg. 12,266 (Feb. 16, 2007), FERC Stats. & Regs. ¶ 31,241 (2007), 
reh’g pending (Reform of the Open Access Transmission Tariff (OATT) rules or OATT 
Reform). 
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II. Background 

4. National policy for many years has been, and continues to be, to foster competition 

in wholesale power markets.  As the third major federal law enacted in the last 30 years 

to embrace wholesale competition, the Energy Policy Act of 2005 (EPAct 2005) 4 

strengthened the legal framework for continuing wholesale competition as federal policy 

for this country.   

5. The Commission’s core responsibility is to “guard the consumer from exploitation 

by non-competitive electric power companies.”5  The Commission has always used two 

general approaches to meet this responsibility—regulation and competition.  The first 

was the primary approach for most of the last century and remains the primary approach 

for wholesale transmission service, and the second has been the primary approach in 

recent years for wholesale generation service.   

6. The Commission has never relied exclusively on competition to assure just and 

reasonable rates and has never withdrawn from regulation of wholesale electric markets.  

Rather, the Commission has shifted the balance of the two approaches over time as 

circumstances changed.  Advances in technology, exhaustion of economies of scale in 

most electric generation, and new federal and state laws have changed our views of the 

right mix of these two approaches.  Our goal has always been to find the best possible 
                                              

4 Pub. L. No. 109-58, 119 Stat. 594 (2005). 

 5 National Association for the Advancement of Colored People v. FPC, 520 F.2d 
432, 438 (D.C. Cir. 1975), aff’d, 425 U.S. 662 (1976). 
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mix of regulation and competition to protect consumers from the exercise of monopoly 

power.   

7. In each major energy bill over the last few decades, Congress has acted to open up 

the wholesale electric power market by facilitating entry of new generators to compete 

with traditional utilities.  The Commission has acted quickly and strongly over the years 

to implement this national policy. 

8. Congress has not deregulated the wholesale electric power business, however, and 

the Commission has not done so by regulation.  To the contrary, the Commission has 

issued many new regulations and orders designed to foster competition nationally and to 

support competitive markets in specific regions.  Because the United States does not have 

a national electric power market, our approach to implementing competition has been to 

recognize and foster the development of regional markets.   

9. There are significant differences among the regional wholesale power markets.  

There are differences in industry structure, differences in the mix of ownership (such as 

investor-owned, cooperatively-owned, and publicly-owned utilities), differences in the 

mix of fuels and energy sources for electric generation, and differences in population 

densities and weather patterns, to name a few.  Some regions pursue wholesale 

competition exclusively by relying on direct bilateral contracting between sellers and 

buyers, and others employ a mix of bilateral contracting with organized spot markets and 

other markets to increase opportunities for the sale or purchase of electric power.  In 

regions with organized spot markets, the markets are administered by an RTO or ISO, 
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which themselves have differences regarding such matters as market design, transmission 

responsibilities, and decision-making procedures.  The Commission’s approach to 

supporting wholesale competition is to recognize and respect these differences in market 

structure and other differences across the various regions. 

10. Wholesale competition can serve customers well in all regions, including RTO and 

ISO regions with organized markets and regions without such organizations and markets.  

There are strengths and weaknesses to the approach taken by each, and wholesale 

competition faces challenges in both areas.   

11. The best way to address these challenges may differ among the regions, however.  

For example, in all regions the cost of the fuels used for electric generation has increased 

in recent years, as it has throughout the world.  Those regions of the United States that 

depend on natural gas for electric generation have felt this the most.  Competitive spot 

markets reflect these cost changes quickly in market prices, while longer-term fixed price 

bilateral contracts or cost-of-service regulation may reflect cost increases or decreases 

more gradually in the wholesale price.  Wholesale customers in all regions want better 

long-term contracting opportunities.  All regions face the problem that retail customers 

are often unaware of supply shortages and continue their normal consumption even on 

days when supplies are tight and wholesale prices are high.  Allocating the costs of a 

major new regional transmission facility fairly is a challenge faced by every region. 

12. Regions with an RTO or ISO may be better able than other regions to address 

some of these issues, but they may also face more difficult challenges.  For example, 
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much of the recent dissatisfaction with organized competitive markets appears to be 

directly linked to rising natural gas prices.   

13. National policy is to promote wholesale competition in all regions, and customers 

now are calling especially for actions to improve the operation of wholesale competitive 

markets in the organized market regions.  Hence, the focus of this ANOPR is not whether 

wholesale competition is the correct federal policy; the focus is on further improving the 

operation of wholesale competitive markets in organized market regions.6  The 

Commission seeks comment on proposed reforms to improve the operation of wholesale 

markets in these regions.  

A. Brief History 

14. Numerous federal and state legislative and regulatory activities have supported 

competition in the U.S. electric industry over the last three decades.  Congress enacted 

the Public Utility Regulatory Policies Act of 1978 (PURPA)7 as a response to the energy 

crises of the 1970s.  PURPA required electric utilities to interconnect with, and offer to 

purchase power from, qualifying cogeneration and small power production facilities at 

                                              
6 There are organized markets in the following RTOs and ISOs:  PJM 

Interconnection, L.L.C. (PJM), New York Independent System Operator, Inc. (NYISO), 
Midwest Independent Transmission System Operator, Inc. (Midwest ISO), ISO New 
England, Inc. (ISO-NE), California Independent Service Operator Corp. (CAISO), 
Southwest Power Pool, Inc. (SPP), and the Electric Reliability Council of Texas 
(ERCOT). 

7 Pub. L. No. 95-617, 92 Stat. 3117 (codified in scattered sections of 15, 16, 26, 
30, 42, and 43 U.S.C.) (1978). 
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avoided cost rates set by state regulatory authorities.  It gave the Commission limited 

authority to order wholesale transmission on a case-by-case basis, upon application by an 

eligible entity.  A consequence of PURPA was the emergence of a new class of power 

generators that were independent of traditional utilities.  

15. Beginning in the 1980s, the Commission allowed independent power producers to 

sell electric energy at wholesale at negotiated rates instead of the traditional cost-based 

rates.8  Development of a competitive generation sector was impeded, however, because 

independent power producers were discouraged from entering the generation business by 

certain provisions of the Public Utility Holding Company Act of 1935 (PUHCA)9 and 

because the new power suppliers could not readily gain access to the transmission grid to 

reach wholesale buyers. 

16. Congress addressed these problems in the Energy Policy Act of 1992 (EPAct 

1992).10  EPAct 1992 eased PUHCA restrictions so that independent and affiliate 

generators could more easily enter the market to compete at wholesale and it expanded 

the Commission’s authority to order a transmitting utility to provide wholesale power 

transmission service, upon application on a case-by-case basis, to anyone selling power at 

                                              
8 See The Electric Energy Market Competition Task Force, Report to Congress on 

Competition in Wholesale and Retail Markets for Electric Energy, Docket No. AD05-17-
000, at 22 (April 2007). 

9 15 U.S.C. §§ 79a et seq. (2000). 
10 Pub. L. No. 102-486, 106 Stat. 2776 (1992). 
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wholesale.  By the mid-1990s, the Commission found that ordering wholesale 

transmission services case-by-case did not adequately address problems with undue 

discrimination in transmission access, which limited opportunities for wholesale power 

competition.  In 1996, the Commission used its authority under section 206 of the Federal 

Power Act (FPA)11 to issue Order No. 888, remedying undue discrimination in access to 

transmission by requiring all public utilities with transmission to provide transmission 

service under an OATT.12  The Commission recently issued Order No. 890 to remedy 

remaining opportunities for undue discrimination in the provision of open access 

transmission service.    

17. Also during the 1990s, many states began to allow retail customers to choose their 

power supplier.  Retail competition was expected to lower retail prices, protect customers 

from shouldering generation investment risk, and introduce innovative retail services 

including demand response services.  By 2000, 24 states and the District of Columbia had 

                                              
11 16 U.S.C. § 824e (2000). 
12 Promoting Wholesale Competition Through Open Access Non-Discriminatory 

Transmission Services by Public Utilities; Recovery of Stranded Costs by Public Utilities 
and Transmitting Utilities, Order No. 888, FERC Stats. & Regs., Regulations Preambles 
January 1991-June 1996 ¶ 31,036 (1996), order on reh'g, Order No. 888-A, FERC Stats. 
& Regs., Regulations Preambles July 1996-December 2000 ¶ 31,048 (1997), order on 
reh'g, Order No. 888-B, 81 FERC ¶ 61,248 (1997), order on reh'g, Order No. 888-C,     
82 FERC ¶ 61,046 (1998), aff'd in relevant part, remanded in part on other grounds sub 
nom. Transmission Access Policy Study Group, et al. v. FERC, 225 F.3d 667 (D.C. Cir. 
2000), aff'd sub nom. New York v. FERC, 535 US 1 (2002). 
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enacted legislation or issued regulatory orders to restructure their electric power 

industries.13  

18. In addition to requiring open transmission access in Order No. 888, FERC also 

encouraged the formation of ISOs.  The Commission encouraged transmission-owning 

utilities to voluntarily transfer operating control of their transmission facilities to an ISO 

to ensure independent operation of the transmission grid.  Several ISOs—some based on 

longstanding power pools such as PJM and ISO-NE—formed after that.  Early 

experience with open transmission access led the Commission to issue Order No. 2000 in 

December 1999,14 which encouraged transmitting utilities, including those that were not 

public utilities, to join an RTO.15  More than half the United States’ load is now served 

by RTOs or ISOs.16  Most RTOs and ISOs have adopted some forms of organized 

                                              
13 U.S. Department of Energy, Energy Information Administration, Status of State 

Restructuring of the Electric Power Industry, at 
http://www.eia.doe.gov/cneaf/electricity/epar1/state.html. 

14 Regional Transmission Organizations, Order No. 2000, FERC Stats. & Regs. 
¶ 31,089 (1999), order on reh'g, Order No. 2000-A, FERC Stats. & Regs ¶ 31,092 (2000), 
aff’d sub nom. Pub. Util. Dist. No. 1 of Snohomish County, Washington v. FERC, 272 
F.3d 607 (D.C. Cir. 2001). 

15 See Order No. 2000, FERC Stats. & Regs., Regulations Preambles July 1996-
December 2000 ¶ 31,089 at 31,028. 

16 The Commission has approved RTOs or ISOs in several regions including the 
Northeast (PJM, NYISO, and ISO-NE), California (CAISO), the Midwest (Midwest ISO) 
and the Southwest (SPP). 
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markets, which have continued to evolve with operating experience.17  RTOs and ISOs 

have improved transmission reliability and enabled greater coordination and efficiency in 

the dispatch of resources and provision of transmission service over regions served 

previously by separate entities.  Further, they have supported competitive power markets 

by eliminating pancaked rates in the region, as well as by providing a spot market to 

supplement traditional means of selling and buying power.   

19.  While RTOs and ISOs have produced benefits, they also have encountered many 

challenges.  Security constrained least cost dispatch over a large region can reveal 

transmission constraints and higher locational prices in constrained areas.  Previously, 

average prices for the large region masked these constraints.  Higher prices in certain 

locations and the lack of investment to relieve chronic congestion are criticisms of RTOs 

and ISOs.  Concerns about transmission investment are common to both the RTO and 

ISO regions and the other regions.     

20. Competitive wholesale markets for electric energy, including RTO and ISO spot 

markets, have had successes and failures.  Competitive markets have stimulated 

generation investment, with much of the new generation supplied by merchant generating  

                                              
17 RTOs and ISOs currently operate various combinations of the following 

organized markets: energy markets (day-ahead and real-time balancing markets), 
transmission rights, installed capacity markets, and other ancillary services markets.   
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companies.18  According to data from the Energy Information Administration (EIA), the 

percentage of generating capacity in the United States owned by independent power 

producers has grown from less than 2 percent in 1990 to more than 35 percent by 2005.19  

A result has been to shift the risk of investment from customers to shareholders.  In 

addition, under wholesale competition, the efficiency of existing nuclear, coal, and other 

types of generation has improved significantly, lowering costs to consumers and reducing 

environmental effects, and the increased capacity factors and availability of these units 

has further lowered electric generating costs.20  The RTO and ISO-organized markets 

opened opportunities for renewable energy sources; an increasing fraction of new 

generation is from non-traditional sources such as wind generators.  In fact, more wind 

generation has been added in RTO and ISO regions than in other regions, even though  

                                              
 18 See Platts Research and Consulting/RDI, Review and Assessment of New 
Competitive-Market Sources of Power Generation (February 5, 2003); Paul L. Joskow 
February 27, 2007 Comments, Docket No. AD07-7-000; New England Power Generators 
Association. Inc., Meeting New England’s Supply Needs: Regulated vs. Unregulated 
Generation, at http://www.nepga.org/contents/factsheet9041006.pdf 

19 U.S. Department of Energy, Energy Information Administration, Electric Power 
Annual 2005, Table 2.1 (November 2006), at 
http://www.eia.doe.gov/cneaf/electricity/epa/epat2p1.html 

20 North American Electric Reliability Corporation, Generating Availability 
Report (November 2006). 
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there are many areas with good wind availability.21  RTO and ISO regions with organized 

markets report that competitive markets promote significant investment in new 

transmission, improve transmission reliability, and open new opportunities for demand 

response.22 

21. Despite all of the successes attributable to wholesale competition, there have been 

difficulties.  The most prominent is that spot markets in California during 2000 and 2001 

experienced sustained high wholesale prices resulting from supply shortages, market 

design flaws, and market abuses.  In other RTOs and ISOs, prices in the day-ahead and 

real-time balancing markets have been volatile at times.  This volatility can present issues 

for both buyers and sellers as buyers try to hedge the volatility and sellers try to project 

revenues from the organized markets.  Even with the volatility, the RTO and ISO markets 

                                              
 21 Michael Skelly February 27, 2007 Comments, Docket No. AD07-7-000, at 1 
(submitted on behalf of Horizon Wind Energy and the American Wind Energy 
Association) (reporting that “[w]ell-structured regional wholesale electricity markets 
operated independently allow far greater amounts of renewable energy and demand 
response resources to be integrated into the nation’s electric grid.  In fact, approximately 
73 percent of installed wind capacity is now located in regions with such markets, while 
only 44 percent of wind energy potential is found in these areas. Large, regional energy 
markets provide for cost-effective balancing of generation and load with significant 
penetrations of variable, nondispatchable power sources, and they facilitate delivery of 
resources remote from load centers.”) 

 22 See, e.g., ISO/RTO Council, The Value of Independent Regional Grid Operators 
(November 2005), http://www.caiso.com/14c6/14c6c4291aa40.pdf 
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have provided wholesale customers and suppliers with a new and constantly available 

opportunity to buy or sell power and transparent price information. 

22. Much of the concern about competition in wholesale power markets can be traced 

to the effects of higher natural gas prices on wholesale electric power prices.  As the 

Commission’s staff reports, “natural gas currently functions as the most significant price-

setting fuel in U.S. electric generation.”23  Natural gas prices have increased significantly 

over the last decade.  According to the Energy Information Administration, the average 

U.S. wellhead price of natural gas increased from $2.17 in 1996 to $6.42 in 2006 (which 

was down from $7.33 in 2005).24  The summer 2007 futures prices from the New York 

Mercantile Exchange (NYMEX) for natural gas at Henry Hub, Louisiana are up 21 

percent over last summer’s actual average prices traded on the Intercontinental Exchange 

(ICE).25  As reported by Commission staff, wholesale prices for electricity are expected 

to be higher in the summer of 2007 in all regions of the United States, regardless of 

                                              
23 Stephen Harvey, Office of Enforcement, Federal Energy Regulatory 

Commission, Presentation at the May 17, 2007 Commission Meeting: 2007 Summer 
Energy Market Assessment (May 17, 2007) (Summer Market Assessment), at 
http://www.ferc.gov/EventCalendar/Files/20070517112506-A-3.pdf [to fix] 

24 See Id.  See also U.S. Department of Energy, Energy Information 
Administration, U.S. Natural Gas Wellhead Price, at 
http://tonto.eia.doe.gov/dnav/ng/hist/n9190us3a.htm 

25 See Summer Market Assessment.  These NYMEX and ICE prices are not 
estimates but prices actually produced on those two trading systems. 
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regional market structure.26  The principal reason is higher expected prices for natural 

gas.  As the United States has increased its reliance on natural gas for electricity 

generation, particularly to meet peak loads, the forward price of natural gas has had an 

increasing effect on the forward price of wholesale electric power, especially during 

electric peak periods.  The effect of wholesale prices is felt in parts of the United States 

that have no organized markets as well as regions with organized markets. 

23. Some perceived challenges in the organized wholesale markets may be closely 

related to difficulties in state retail choice programs.  Retail choice programs tend to be in 

areas served by organized wholesale markets, and the distinction between wholesale and 

retail competition challenges is often blurred.  It appears that some areas with retail 

choice depend on their RTO or ISO to provide or arrange for the provision of some 

functions previously carried out by vertically integrated utilities.  This has created 

challenges for wholesale market design, particularly with regard to whether it effectively 

provides for resource adequacy.  Because wholesale and retail markets are intertwined, 

any examination of retail choice typically involves a critique of the combination of the 

particular retail choice program and the RTO’s or ISO’s wholesale market design. 

24. The Commission continues to believe that wholesale competition benefits 

customers by providing more choice, spurring innovative services and technologies, 

shifting risk away from customers, improving efficiency, and providing incentives for 

                                              
26 Id. 
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cost reductions and for the construction of new resources.  As stated above, the purpose 

of this ANOPR is to explore reasonable proposals for improving wholesale organized 

markets. 

B. Competition Issues and Commission Actions 

25. In proceedings outside this ANOPR, the Commission has addressed or is addressing 

many issues related to improving wholesale electric power competition in all regions, both 

with and without organized markets.  The Commission has taken actions to improve 

wholesale transmission and competitive wholesale power opportunities. 

26. The Commission’s transmission actions have included reform of the OATT, 

development of long-term transmission rights policies, incentives for new transmission 

infrastructure, and approval of transmission cost allocation policies. OATT reform applies to 

transmission-owning and operating public utilities in all regions.  It adds greater consistency 

and transparency to available transfer capability calculations, requires an open and 

coordinated regional transmission planning process, and reforms energy imbalance charges.  

Additionally, it provides for a new “conditional firm” point-to-point transmission service.   

Long-term transmission rights in RTOs and ISOs were strengthened in Order Nos. 681 and 

681-A.  These orders, as directed by EPAct 2005, provide for long-term transmission price 

certainty in the organized electricity markets, which supports long-term power supply 
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arrangements.  In Order No. 679,27 the Commission acted to bolster investment in the 

nation’s transmission infrastructure in response to section 1241 of EPAct 2005.28  This 

rule allows those building transmission to apply for recovery of prudently incurred costs 

for construction work in progress, pre-operations, and abandoned facilities, and it 

provides for application for an incentive rate of return on equity for new transmission 

investment.  To further encourage transmission investment, and provide certainty about 

who pays for new transmission, the Commission, in separate orders for each RTO or 

ISO—including two this year29—has approved cost allocation policies for new and 

existing transmission, thereby removing any barrier to new investment caused by 

uncertainty about transmission cost allocation. 

                                              
27 Promoting Transmission Investment through Pricing Reform, Order No. 679,  

71 Fed. Reg. 43,294 (July 31, 2006), FERC Stats. & Regs. ¶ 31,222, order on reh’g, 
Order No. 679-A, 72 Fed. Reg. 1,152 (January 10, 2007), FERC Stats. & Regs. ¶ 31,236 
(2006), order on reh’g, 119 FERC ¶ 61,062 (2007). 

28 Section 1241 of EPAct 2005 is to be codified at section 219 of the FPA,           
16 U.S.C. § 824s.  

29 PJM Interconnection, L.L.C., Opinion No. 494, 119 FERC ¶ 61,063 (2007), 
reh’g pending (approving PJM’s cost allocation proposal for existing transmission 
facilities, and requiring revisions to its proposal for new transmission facilities); Midwest 
Independent Transmission System Operator, Inc., 118 FERC ¶ 61,209 (2007), reh’g 
pending (conditionally approving cost allocation for economic upgrades).  In 2006, the 
Commission approved the Midwest ISO’s proposed cost allocation for reliability 
upgrades.  Midwest Independent Transmission System Operator, Inc., 114 FERC             
¶ 61,106, order on technical conference, 117 FERC ¶ 61,241 (2006), order on reh’g,     
118 FERC ¶ 61,208 (2007), reh’g pending. 
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27. The Commission also has undertaken numerous actions in support of competitive 

wholesale power opportunities.  For example, the Commission established 

interconnection rules for large, small and wind generators.  In addition, the Commission 

has not only granted initial approval to the organized markets of the RTO and ISO 

regions but has continued to work with each region to improve the design of its markets 

as the region and the Commission have gained experience with the different regional 

approaches.  Further, we have approved various market power mitigation rules and 

provided for market monitoring in the organized markets of RTOs and ISOs.  Also, in 

response to EPAct 2005, the Commission prepared a report that assesses electric demand 

response resources by region.30  The Commission has also opened a proceeding on 

demand response in wholesale markets, and we held a technical conference on April 23, 

2007, to examine demand resources in markets, grid operations and expansion, and best 

practices for the measurement and evaluation of demand response resources.31  These 

Commission actions, along with other prior actions of the Commission, are intended to 

work together to improve the operation of competitive wholesale markets across the 

nation, in regions with and without organized markets.   The proposals in this ANOPR 

                                              
30 Federal Energy Regulatory Commission, Assessment of Demand Response and 

Advanced Metering: Staff Report, Docket No. AD06-2-000 (August 8, 2006) (FERC 
Staff Demand Response Assessment). 

31 See Supplemental Notice, Demand Response in Wholesale Markets, Docket No. 
AD07-11-000 (April 6, 2007). 
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complement these actions and are part of our ongoing effort to maintain and encourage 

competitive wholesale electric energy markets. 

28. With the passage of EPAct 2005, Congress granted the Commission additional 

authorities to support wholesale competition.  Key provisions in EPAct 2005 include 

authority to impose civil penalties for market manipulation, to prevent exercise of market 

power through expanded power to review mergers and generation facility transfers, and 

to require market transparency.  EPAct 2005 also included a number of provisions 

designed to strengthen the interstate power grid, both to assure reliability and support 

competitive markets, encouraging the Commission to increase transmission investment 

through incentives, providing for backstop federal siting of transmission facilities, 

encouraging the deployment of advanced technologies, and authorizing the Commission 

to approve and enforce mandatory reliability standards.  The Commission has taken these 

and other new responsibilities seriously and has complied with all Congressional directives 

and deadlines. 

29. In addition, the Commission has recognized that there are issues that need to be 

addressed where the Commission and state commissions share an interest, such as demand 

response and competitive procurement.  The Commission is engaged with the National 

Association of Regulatory Utility Commissioners (NARUC) in two collaborative efforts, the 

NARUC-FERC Collaborative Dialogue on Demand Response and the NARUC-FERC 

Competitive Procurement Collaborative. 
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C. Issues Addressed in the ANOPR 

30. Competition remains national policy with respect to wholesale power markets.  

Competition continues to be sound policy in wholesale markets, when combined with 

effective regulation.  The Commission has a duty to improve the operation of wholesale 

power markets to support competition.  One way to accomplish that is by pursuing 

regulatory reform.  To that end, the Commission initiated this proceeding, designed to 

identify the challenges facing competitive wholesale power markets, identify workable 

solutions to those challenges that will complement other Commission actions to improve 

the operation of competitive wholesale markets, and determine which solutions are within 

the Commission’s authority.  This proceeding also responds to concerns raised by market 

participants regarding needed improvements to the operation of competitive wholesale 

markets.  

31. In order to gather more information and allow public comment, the Commission 

held a conference on competition issues on February 27, 2007.  At this first competition 

conference, most speakers addressed issues affecting the RTO and ISO regions, including 

the level of wholesale prices, the need for long-term power contracts, the effectiveness of 

market monitoring, and the lack of adequate demand response.  The Commission held a 

second competition conference on May 8, 2007, to examine in more detail several 

specific concerns and challenges identified in the first conference.  This second 

conference focused on regions with RTOs and ISOs and organized markets and dealt 

with:  (1) demand response and market prices during a power shortage; (2) fostering 
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long-term power contracting; and (3) the responsiveness of RTOs and ISOs to customers 

and other stakeholders.  The panel on demand response emphasized allowing customers 

to respond to high prices, particularly when generating capacity falls short of demand, 

providing adequate compensation for demand reductions, and allowing many small retail 

demand reductions to be aggregated for use in the wholesale power market.  The panel on 

long-term power contracting discussed the role and availability of long-term contracts, as 

well as the importance of long-term transmission service and a robust transmission 

system.  The RTO and ISO accountability panel discussed the need for RTOs and ISOs to 

be more responsive to their stakeholders; it considered several means of achieving this 

such as allowing a few stakeholder representatives to serve on hybrid boards of RTOs or 

ISOs.  On April 5, 2007, the Commission also held a technical conference on market 

monitoring policies and heard from interested commenters on issues such as the 

development of the concept and functions of market monitoring and the MMUs’ role 

with respect to the Commission, ISOs and RTOs, and various stakeholders. 

32. Based on comments received at these three conferences, the Commission decided 

to consider in this ANOPR four issues in organized market regions that are not already 

being fully addressed by the Commission in other proceedings.  These areas are: (1) the 

role of demand response in organized markets and greater use of market prices to elicit 

demand reductions during a power shortage; (2) increasing opportunities for long-term 

power contracting; (3) strengthening market monitoring; and (4) enhancing the 

responsiveness of RTOs and ISOs to customers and other stakeholders. 
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33. At this time, the Commission is not addressing in this ANOPR potential reforms 

outside the organized market regions.  As discussed in our first technical conference, the 

primary concerns of wholesale customers and competitors in other regions are 

nondiscriminatory access to transmission and nondiscriminatory rules for power 

procurement.  These two areas, although critically important, are being addressed by the 

Commission in other proceedings.  In Order No. 890, the Commission reformed the 

OATT to ensure that it continues to provide nondiscriminatory access to transmission 

service.  Much work remains to be done, however, and the Commission is focusing on 

the compliance phase of OATT reform to ensure that it is implemented properly, 

particularly in the area of regional transmission planning and the calculation of available 

transfer capability.  With regard to power procurement, the Commission believes that 

competitive procurement can enhance the ability of LSEs to acquire reliable wholesale 

power supplies at reasonable prices.  The Commission recognizes, however, that 

wholesale power procurement raises issues that are important to both the Commission 

and state commissions.  The Commission is therefore pursuing a cooperative dialogue 

with NARUC to develop guidelines for best practices for power procurement.  Since 

these two main areas of concern are being pursued in other proceedings, the Commission 

will not address reforms outside the RTO/ISO regions in this proceeding.  Similarly, 

issues related to demand response are important to both this Commission and state 

commissions.  Concerns with participation of demand response in organized and bilateral 

markets were voiced in our technical conferences.  The Commission is pursuing a 
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collaborative dialogue with state commissions on best practices and coordination on 

demand response issues, and lessons learned there may be applicable to bilateral markets. 

III. Demand Response and Pricing During Power Shortages in Organized 
Markets 

34. A well-functioning competitive wholesale electric market should reflect current 

supply and demand conditions.  The Commission has expressed the view on numerous 

occasions that the wholesale electric power market works best when demand can respond 

to the wholesale price.32  The Commission’s policy is to facilitate the participation of 

demand response in the organized power markets, in part because demand response helps 

to hold down wholesale power prices, increases awareness of energy usage, provides for 

more efficient operation of markets, mitigates market power, and enhances reliability.  

This policy reflects the Commission’s view that the value of electric power to customers 

is not always the same.  It changes over time and varies from place to place.  The value 

can be very different for two customers at the same time and place, one of whom may 

prefer to reduce consumption if the price is high and another who may be willing to pay a 

high price to avoid curtailment in an emergency. 

                                              
32 New England Power Pool and ISO New England, Inc., 101 FERC ¶ 61,344, at P 

44-49 (2002), order on reh’g, 103 FERC ¶ 61,304, order on reh’g, 105 FERC ¶ 61,211 
(2003); PJM Interconnection, L.L.C., 95 FERC ¶ 61,306 (2001); PJM Interconnection, 
L.L.C., 99 FERC ¶ 61,227 (2002); Southwest Power Pool, Inc., 116 FERC ¶ 61,289 
(2006). 
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35. While the Commission and the various RTOs and ISOs have done much to 

facilitate demand response in organized power markets, more can be done.  In response to 

a requirement of EPAct 2005 to assess demand response capability nationally, the August 

2006 FERC Staff Demand Response Assessment estimated the total installed demand 

response capability from existing programs nationally to be 37,500 megawatts (MW), or 

about five percent of current peak demand.  Several reports indicate that the potential 

demand response capability available in the United States may be much greater than 

this.33  The Commission’s preliminary view is that RTO and ISO wholesale market 

design changes or additions, particularly for energy and ancillary services markets, may 

be needed to help tap that potential.  Our goal is for RTOs and ISOs to develop rules to 

ensure the treatment of supply and demand resources on a comparable basis to the extent 

each is technically capable of providing the service.  Our aim is not to afford demand 

resources preferential treatment over supply resources.  For example, even under the 

mechanisms contemplated by this ANOPR, demand resources must satisfy all 

requirements for service provision comparable to those applied to supply resources, 

including but not limited to procedures for measurement and verification of performance, 

as well as penalties.  Further, our aim is not to require demand resources to participate in 

these or any other resource programs.  Rather, we are merely ensuring that the wholesale 

                                              
33 See, e.g., Ahmad Faruqui et al., The Brattle Group, The Power of Five Percent: 

How Dynamic Pricing Can Save $35 Billion in Electricity Costs (May 16, 2007), 
http://www.brattle.com/_documents/Publications/ArticleReport2441.pdf. 
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markets are designed to accommodate demand resources in a manner comparable to 

supply resources, unless not permitted by state law.  Therefore, the mechanisms should 

not intrude on state jurisdiction.  The Commission’s proposals do not require action by 

states but can benefit from such action. 

A. Importance of Demand Response to Competition in RTO/ISO Areas 

36. The value of demand response to properly functioning RTO and ISO markets has 

been described in detail by many experts, such as Nobel Prize-winning economist Vernon 

Smith and Lynne Kiesling, in their paper titled “A Market-Based Model for ISO-

Sponsored Demand Response Programs.”34  Demand response assists competitive 

wholesale markets in at least three ways.   

37. First, demand response can help reduce wholesale prices and wholesale price 

volatility.  The reduction is valued especially during peak periods, but demand response 

can also lower price and volatility during off-peak periods.  Demand response can lower 

wholesale prices directly and indirectly.  The direct effect occurs when a demand 

reduction is bid directly into the wholesale market:  lower demand means a lower 

wholesale price.  Demand response at retail, if not bid directly into the wholesale market 

by a large retail customer, affects the wholesale market indirectly because it reduces the 

need for power by the retail customers’ LSE and in turn reduces that LSE’s need to 

                                              
34 Vernon Smith and Lynne Kiesling, Market-Based Model for ISO-Sponsored 

Demand Response Programs, (September 2005), 
http://www.defgllc.com/Downloads/051018_DEFG_DRwp02.pdf . 
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purchase power from the wholesale market.  For example, where an LSE offers retail 

customers some form of time-of-use rates, the retail customers’ response to rates during a 

higher-priced period reduces the LSE’s wholesale demand and helps lower wholesale 

prices.  This lower wholesale price may result in lower retail prices. 

38. Second, demand response tends to flatten an area’s load profile.  With a flatter load 

profile, the distribution of generation types tends to shift toward lower-cost base load 

generation and away from higher-cost peaking generation, and this tends to lower the 

overall average cost to produce energy. 

39. Third, demand response can help reduce the potential for market manipulation by 

reducing generator market power.  As more demand response is available during peak 

periods, power suppliers need to account more for the price responsiveness of load when 

they consider higher-price bids.  The more demand response is able to reduce the peak 

price, the more downward pressure it places on generator bidding strategies by increasing 

the risk to a supplier that it will not be dispatched if it bids too high. 

40. RTOs such as PJM, NYISO, and ISO-NE have quantified the cost-effectiveness of 

demand response in their wholesale markets.  They assessed both the reduction in market 

prices due to demand reductions and the value of demand response to system reliability.  

These assessments conclude that the demand response programs they operate produce net 

benefits associated with lower wholesale prices.  For example, ISO-NE found that the 

benefits of its various economic and emergency demand response programs in 2005 more 

than compensate for its costs, largely payments to demand response participants and its 
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own extra operating costs.35  PJM and NYISO found similar positive results in 

evaluations of their programs.36 

B. Prior Commission Actions To Address Demand Response 

41. The Commission has issued numerous orders over the last several years on various 

aspects of electric demand response in organized markets.  A goal of most of these orders 

was to remove unnecessary obstacles to demand response participating in the wholesale 

power markets of RTOs and ISOs.37 

42. These orders approved various types of demand response programs, including 

programs to allow demand response to be used as a capacity resource and as a resource 

during system emergencies,38 programs to allow wholesale buyers and qualifying large 

retail buyers to bid a demand reduction directly into the day-ahead and real-time energy 

                                              
35 ISO-NE, An Evaluation of the Performance of the Demand Response Programs 

Implemented by ISO-NE in 2005, Docket No. ER02-2330-040 (Dec. 30, 2005). 
36 NYISO, NYISO 2006 Demand Response Programs, Docket No. ER01-3001-

016 (Feb. 16, 2007),; PJM, Assessment of PJM Load Response Programs, Docket No. 
ER02-1326-006 (Aug. 29, 2006).  

37 See, e.g., New York Independent System Operator, Inc., 92 FERC ¶ 61,073, 
order on clarification, 92 FERC ¶ 61,181 (2000), order on reh’g, 97 FERC ¶ 61,154 
(2001); New England Power Pool and ISO New England, Inc., 100 FERC ¶ 61,287, order 
on reh'g, 101 FERC ¶ 61,344 (2002), order on reh'g, 103 FERC ¶ 61,304, order on reh'g, 
105 FERC ¶ 61,211 (2003); PJM Interconnection, L.L.C., 95 FERC ¶ 61,306 (2001); 
PJM Interconnection, L.L.C., 99 FERC ¶ 61,139 (2002); PJM Interconnection, L.L.C.,  
99 FERC ¶ 61,227 (2002). 

38 See, e.g., PJM Interconnection, L.L.C., 117 FERC ¶ 61,331 (2006); Devon 
Power L.L.C., 115 FERC ¶ 61,340 (2006).  These orders allow demand resources to 
provide capacity resources.  
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markets and certain ancillary service markets, particularly as a provider of operating 

reserves, as well as programs to accept bids from aggregators of retail customers 

(ARCs).39  The Commission also has approved special demand response applications 

such as use of demand response for synchronized reserves and regulation service.40  The 

theme underlying the Commission’s approval of these programs has been to allow 

demand resources to participate in these markets on a basis that is comparable to other 

resources. 

43. An important type of demand response program is one that allows demand 

response bids in the day-ahead and real-time energy markets by a group of retail 

customers.  There is usually a minimum size bid allowed in an RTO or ISO market for 

any participating retail customer.  The Commission has approved programs that allow 

smaller retail customers to combine their individual demand reductions into a larger 

block for bidding into the organized markets, if permitted by state law, without having to 

                                              
39 We will use the phrase “aggregation of retail customers” to refer to RTOs and 

ISOs accepting bids from parties that aggregate demand response bids (which are mostly 
from retail loads), or ARCs.  See, e.g., New York Independent System Operator, Inc.,    
95 FERC ¶ 61,223 (2001); New England Power Pool and ISO New England, Inc., 100 
FERC ¶ 61,287, order on reh'g, 101 FERC ¶ 61,344 (2002), order on reh'g, 103 FERC     
¶ 61,304, order on reh'g, 105 FERC ¶ 61,211 (2003); PJM Interconnection, L.L.C.,        
99 FERC ¶ 61,227 (2002). 

40 See, e.g., PJM Interconnection, L.L.C., 114 FERC ¶ 61,201 (2006). 
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go through their LSE.41  A third party ARC, often called a curtailment service provider, 

typically provides this aggregation service.  The aggregate demand reduction may be bid 

directly into the energy and ancillary services markets.  

44.  In addition, the Commission has explicitly addressed demand response in its 

recent final rules on OATT Reform (Order No. 890) and reliability standards (Order No. 

693).42  Order No. 890 requires any public utility with an OATT to allow qualified 

demand resources to participate in its regional transmission planning process on a 

comparable basis and to allow qualified demand response to provide certain ancillary 

services.  Specifically, we agreed with a request by Alcoa that load resources (i.e., 

demand response) should be permitted to self-supply and sell ancillary services to third 

parties.43  In doing so, we also made clear that a Transmission Provider may use non-

generation resources in meeting its OATT obligation to provide ancillary services, so 

long as those resources are capable of providing the service.44  Order No. 890 did not 

                                              
41 See, e.g., New York Independent System Operator, Inc., 95 FERC ¶ 61,223 

(2001); New England Power Pool and ISO New England, Inc., 100 FERC ¶ 61,287, order 
on reh'g, 101 FERC ¶ 61,344 (2002), order on reh'g, 103 FERC ¶ 61,304, order on reh'g, 
105 FERC ¶ 61,211 (2003); PJM Interconnection, L.L.C., 99 FERC ¶ 61,227 (2002). 

42 See Mandatory Reliability Standards for the Bulk Power System, Order No. 
693, 72 Fed. Reg 16,416 (April 4, 2007), FERC Stats. & Regs. ¶ 31,242 (2007).   

43 Order No. 890 at P 887-88.   

44 E.g., Order 890, OATT Schedule 5 (Operating Reserve – Spinning Reserve 
Service).   
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require Transmission Providers to purchase ancillary services from non-generation 

resources or generation resources.  Our proposal here would require RTO/ISO ancillary 

service markets to allow bidding by non-generation resources if they are capable of 

providing such services.  Order No. 693 requires the Electricity Reliability Organization 

to revise its reliability standards so that all technically feasible resource options, 

including demand response and generating resources, may be employed in the 

management of grid operations and emergencies.45 

45. The Commission has also encouraged demand response outside of its orders.  The 

Commission has conducted several technical conferences on demand response over the 

last several years, most recently on April 23, 2007.46  The NARUC-FERC Collaborative 

Dialogue on Demand Response began in November 2006 to explore state/federal 

coordination of efforts to promote and integrate demand response into retail and 

wholesale markets and planning.  Also, as mentioned, in August 2006 the Commission 

published the staff report on demand response and advanced metering as directed by 

EPAct 2005 section 1252(e)(3).47   

                                              
45 Order No. 693 directed the Electricity Reliability Organization to develop new 

versions of its BAL-002, BAL-005, and EOP-002 reliability standards to allow demand 
side resources to provide contingency reserves.  Order No. 693 at ¶ 330-35, 404-06, 573. 

46 For example, the Commission conducted a technical conference on January 25, 
2006 to support the FERC Staff Demand Response Assessment in Docket No. AD06-2-
000.  The April 23, 2007 conference was convened in Docket No. AD07-11-000. 

47 See FERC Staff Demand Response Assessment. 
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46. In this ANOPR, the Commission’s focus is on exploring market rules that allow 

both wholesale and qualifying retail customers to bid demand response into the day-

ahead, real-time energy, and ancillary services markets. 

C. Remaining Problems with Demand Response in Organized Markets 

47. While progress has been made to increase demand-responsiveness and price-

responsiveness in organized markets, more needs to be done.   

48. An effective way for demand to respond to price is at the retail level, through some 

form of time-based retail rates (time-based retail rates include rates that vary by hour, 

such as real-time pricing, or by blocks of time, such as time-of-use rates or critical peak 

pricing).  Demand response is more effective when retail rates are tied to current 

wholesale market-clearing prices.  Effective demand response can be achieved by linking 

the wholesale and retail markets.  While the Commission can remove some obstacles to 

demand participation in organized markets, more effective demand response also requires 

the action of state commissions. 

49. As discussed in the FERC Staff Demand Response Assessment, some forms of 

demand response are well-suited to provide the ancillary services of spinning reserves, 

supplemental reserves, energy imbalance, and regulation and frequency response.48  

Because demand is always connected and demand reduction, in principle, can always be 

                                              
48 For an explanation of each of these ancillary services, see the pro forma OATT, 

Schedules 3 through 6, contained in Order No. 890. 
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available, some forms of demand resources may be able to provide a rapid, near real-time 

response.49  Nevertheless, except for a few markets, demand response is not able to 

participate in these ancillary services markets.  ISO-NE, NYISO, and CAISO allow 

demand resources to provide supplemental (non-spinning) reserves.  As of mid-2007, 

only PJM allows demand resources to provide synchronized reserves (PJM’s term for 

spinning reserves) and regulation service (although no resource has yet qualified to 

provide this service in PJM). 

50. Several factors may account for the lack of participation of demand resources in 

some ancillary services markets.  System operators responsible for maintaining reliable 

operation have little or no experience with the responsiveness of demand resources and 

may lack confidence in them.  To qualify to provide ancillary services, a resource must 

satisfy certain requirements such as having a minimum size50 and real-time telemetry.  

These requirements can limit which customers may participate and may also obligate 

customers to invest in real-time metering and monitoring equipment at their sites.   

                                              
49 For example, electric-arc steel furnaces have the capability to adjust their 

consumption rapidly, and air conditioner cycling programs can respond within several 
minutes of execution. 

 50 ISO-NE places a minimum size of 5 MW for participation.  See ISO-NE, ISO 
New England Manual for Market Rule 1 Accounting (May 31, 2007), at section 12.3.5.3, 
http://www.iso-
ne.com/rules_proceds/isone_mnls/m_28_market_rule_1_accounting_(revision_27)_05_3
1_07.doc 
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51. In addition, market rules for bidding and participating in ancillary services markets 

were developed with generation in mind and may not make sense for demand response 

resources.  Distinguishing among rules that must apply to all resources to maintain 

reliability and those that can be amended to accommodate inflexible or special case 

resources is an important market design issue.  For example, many demand resources can 

respond quickly and at a low cost if called on for a short duration, which may make them 

well suited for providing operating reserves.  A large industrial customer, such as a steel 

mill, provides an operating reserve when it reduces its load quickly within seconds or 

minutes, in response to direction from a system operator.  However, if market rules 

require that bids be made into a joint energy-plus-reserves market, those offering 

operating reserves must also be available to provide energy or other ancillary services.  

The result is that the operating reserve provider that risks being called on frequently or 

for a prolonged period in the energy market may simply decide not to participate in the 

energy market, and consequently not provide demand reduction as operating reserves.  

Because energy use is necessary to a customer’s business, frequent or lengthy unplanned 

interruptions could disrupt that business.  As a result, market rules that do not allow a 

demand response provider to limit the frequency and duration of interruption creates a 

disincentive for a demand resource to bid into the operating reserves market.51    

                                              
51 See FERC Staff Demand Response Assessment at 123. 
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52. Demand response providers need market rules that allow bids to be flexible and 

that reflect bidders’ willingness to offer various levels of service depending on the market 

prices.  In fact, the design of today’s organized markets does allow some flexible and 

some price-sensitive bidding into day-ahead and real-time energy markets.  Nevertheless, 

the Commission is concerned that some market features may inhibit LSEs and other 

demand response providers from bidding load reductions into energy markets.  For 

example, in most organized markets, if an LSE’s actual purchase from the real-time 

market differs from the purchase it scheduled in the day-ahead market, it may be assessed 

an uplift charge (separate from any imbalance charge)52  While it is important to have 

mechanisms in place that encourage LSEs to accurately forecast and schedule their loads 

in the day-ahead market, these types of charges may unnecessarily discourage an LSE 

from urging retail customers to conserve energy during a system emergency.   

53. Organized energy market rules may restrict the type of bid that a LSE or ARC may 

submit.  In some cases, this may be intended to treat a demand response bid the same as a 

generation bid, but, in other cases there may be a restriction on a demand response bid 

                                              
52 During reserve shortages on August 1 in the Midwest ISO region, LSEs 

contributed close to 3,000 MW of demand reductions but were assessed revenue 
sufficiency guarantee charges – charges that ensure that any generator scheduled or 
dispatched by the Midwest ISO after the close of the day-ahead energy market will 
receive no less than its offer prices for start-up, no-load and incremental energy.  
Wisconsin Public Service Commission Chairperson Daniel Ebert reported on these 
charges at the April 23, 2007 technical conference on demand response.  See Technical 
Conference on Demand Response in Wholesale Markets on April 23, 2007, Tr. 83-84 
(Daniel Ebert, Wisconsin Public Service Commission) (Docket No. AD07-11-000). 
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that does not apply to a generation bid.  Bidding features available to generation, such as 

a guaranteed minimum price and a minimum duration of service, are often not available 

to demand reductions.  Some generators need such features if, for example, they are not 

able to start and stop frequently or if cycling output up and down produces excessive 

stress on their equipment.  Providers of demand reductions may have their own 

limitations on cycling but not be allowed to express these in their bids.  For example, if a 

factory reduces consumption in response to a dispatch signal, it may be required to stop 

production for an entire work shift or until equipment can be restarted.  Frequent 

directions to reduce load for short durations could be disruptive to production.  Allowing 

demand response providers to make bids with provisions for minimum duration and price 

limits would make participation by such customers in the energy market more attractive.  

54. As mentioned above, the Commission has approved some demand response 

programs that allow retail customers, if it is consistent with state law, to bid their 

combined demand reductions through an ARC into wholesale day-ahead and real-time 

markets.  PJM, ISO-NE and NYISO have allowed such ARCs to become market 

participants, and these RTOs accept bids from ARCs.53  If these load reduction bids are 

accepted, the RTO or ISO directs the customers to reduce their consumption as bid and 

                                              
53 These aggregation of retail customers programs go by various names.  PJM 

operates the Economic Load Response Program that allows direct bidding in day-ahead 
and real-time markets.  NYISO operates the Day-Ahead Demand Response Program.  
ISO-NE operates the Day-Ahead Load Response Program and the Real-Time Price 
Response Program. 
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the customers are paid the market-clearing price.  The aggregation of retail customers 

programs in PJM and ISO-NE allow program participants to reduce their demand before 

the real-time market runs without being subject to uplift charges for unscheduled changes 

from the day-ahead schedule. 

55. Another factor that may limit participation by LSEs and retail customers in demand 

response programs is the use of bid caps and price caps in the market design.  Bid caps 

and price caps in RTO and ISO markets are designed to limit the opportunity to exercise 

market power in these markets, but they also may prevent the markets from expressing 

prices that are legitimately high due to a shortage.  These caps may not permit buyers in 

RTO and ISO wholesale energy markets to see prices high enough to signal that there is a 

power shortage and reliability is at risk.  Moreover, when power is in short supply and 

price is high, retail prices remain fixed, and retail customers do not adjust their demand to 

react to wholesale price signals because these price signals are not seen.  Consequently, 

both generation and demand response can be in short supply at once, and the market-

clearing price may not reflect the actual cost of providing more power or the value to 

customers of not being interrupted.  Further, as discussed in the long-term contracting 

section below, capping the exposure of LSEs to higher prices may reduce their incentive 

to explore various hedging activities, such as participating in interruptible demand 

response programs, entering into long-term contracts or similar power supply 

procurement options, and building new generating units.     
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56. Certain demand response programs may themselves act to dampen prices during a 

power shortage.  Emergency demand response programs are those intended to ensure 

reliability, which are called on by RTOs and ISOs only during a system emergency.  

They may be paid a fixed price such as $500 per MWh when called on.  Typically, these 

emergency resources are not paid the market-clearing price.  As a result, the market-

clearing price may decrease because demand is reduced when an emergency demand 

response resource is used, even though it is the highest-valued resource used at the time.  

The reduced price signals that buyers should consume more and suppliers produce less, 

which is contrary to the signal that should be sent in an emergency.  Only NYISO has 

integrated its emergency demand response programs into the market-clearing process,54 

and Midwest ISO is discussing a similar integration based on its 2006 experience.  

D. Proposed Commission Actions to Improve Demand Response and 
Market Pricing During a Power Shortage 

57. The Commission’s preliminary view is that the following proposals, if adopted, 

would address market rules to ensure that demand response can participate directly and 

would be treated on a comparable basis to supply resources in the organized electric 

energy and ancillary services markets.  This would benefit customers by allowing market 

prices to reflect the need for demand response (or more generation) during a power 

shortage.  The Commission seeks comment on these proposals.  In addition, the 

                                              
54 The Commission approved this change in 2003.  New York Independent System 

Operator, Inc., 102 FERC ¶ 61,313 (2003). 
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Commission does not intend the following proposals to be the only mechanisms open to 

consideration for ensuring that demand resources be treated comparably to supply 

resources.  Commenters may propose other mechanisms for the organized markets to 

adopt that would ensure that demand resources and supply resources are treated on a 

comparable basis in the energy and ancillary services markets. 

58.  The Commission is considering four proposals to modify the design of wholesale 

RTO and ISO markets to ensure that demand resources may participate directly in the 

energy and ancillary services markets on a comparable basis to supply resources.  As a 

complement to these potential reforms, the Commission is also considering revisions to 

existing mitigation rules to enable the wholesale market prices to help balance supply and 

demand when power supplies are tight so as to better ensure power system reliability.   

59. First, the Commission is considering a proposal to obligate each RTO or ISO to 

purchase demand resources in its markets for certain ancillary services, similar to any 

other resources, if the resources meet the necessary technical requirements and the 

resources submit a bid under the generally-applicable bidding rules at or below the 

market-clearing price, unless the seller is not permitted to do so by state retail laws or 

regulations.  The Commission proposes modifications to RTO and ISO tariffs that would 

apply this requirement for energy imbalance, spinning reserves, and supplemental 

reserves, as defined in the pro forma OATT, or their functional equivalents in an RTO or 
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ISO tariff.55  To be eligible to supply these ancillary services, demand resources must be 

capable of reducing demand within seconds or minutes.  Demand resources must meet 

the RTO’s or ISO’s reasonable size, telemetry, metering, and bidding requirements.  For 

example, the Commission approved a one-megawatt minimum bid by demand resources 

to provide certain operating reserves in PJM.  The RTO or ISO may propose reasonable 

standards for metering and telemetry needed by system operators to call on these reserves 

and measure their compliance.  Bidding rules for demand resources should not differ 

from the rules for generation resources unless the reason for the difference is adequately 

explained and justified.  An RTO or ISO may propose other requirements for demand 

resources to provide these ancillary services that are necessary for reliability and 

effectiveness. 

60. The Commission also proposes to modify RTO and ISO tariffs to provide that 

demand resources must be allowed to provide spinning and supplemental reserves 

without also being required to sell into the energy market.  This change to market rules is 

intended to address the disincentive for demand response to be an operating reserve.  

Without this modification, customers may hesitate to offer demand reductions as 

operating reserves due to concerns about disruptions to their businesses.  The 

                                              
55 Order No. 890 also allows qualified demand resources to provide the other 

ancillary services of reactive supply and voltage control, regulation and frequency 
response and generator imbalance. 
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Commission has approved market rules adopted by the California ISO and PJM that 

reduce this disincentive.56 

61. The Commission requests comment on the feasibility and effectiveness of the 

proposal to require RTOs and ISOs to allow demand resources to provide these ancillary 

services.  It also requests comment on whether to allow each RTO and ISO to propose its 

own minimum requirements (for example, as to minimum size bids, measurement and 

telemetry) or to specify appropriate minimum requirements in a Commission rule.  In 

particular, the Commission requests comment on what size a minimum bid should be.  

Any proposal must comply with the ERO mandatory reliability standards.57    

62. Second, the Commission is considering a proposal to modify RTO and ISO tariffs 

to eliminate, during a system emergency, a charge to a buyer in the energy market for 

taking less electric energy in the real-time market than purchased in the day-ahead 

market.  This proposal is intended to eliminate a disincentive for demand response in the 

real-time market.  We refer to the charge that we propose to eliminate during an 

emergency as a “deviation charge,” which covers certain uplift costs, as explained below. 

                                              
56 See, e.g., PJM Interconnection, L.L.C., 114 FERC ¶ 61,201 (2006) (approving 

the use of demand resources as operating reserves in PJM).  PJM allows demand 
resources to submit separate bids in its various energy and operating reserve markets. 

57 In particular, any proposal must comply with BAL-002 (Disturbance Control 
Performance) and EOP-002 (Capacity and Energy Emergencies). 
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63. Before setting out the specific proposal to eliminate this deviation charge, it is 

necessary to summarize first how the day-ahead and real-time markets relate.  A buyer 

that makes a purchase in the day-ahead market has a commitment to pay for the amount 

of energy it purchases at the day-ahead market price.  If that buyer consumes more 

energy in real-time than it bought the day before, it pays the day-ahead market price for 

the amount purchased in the day-ahead market and in addition pays the real-time market 

price for the extra energy consumed.  The real-time price may be higher or lower than the 

day-ahead price.  If the buyer takes less energy in the real-time market than it purchased 

in the day-ahead market, in effect it sells the reduction back to the market at the real-time 

market price.  The buyer profits if it sells the energy reduction back when the real-time 

price is higher than the day-ahead price, and suffers a loss when the real-time price is 

lower.58  Nothing in the proposal here would change this effect.  If many buyers were to 

systematically purchase more energy in the day-ahead market than they expect to take in 

real time, the reduced real-time demand is likely to result in a lower real-time price.  The 

potential loss to the buyers should effectively discourage purchasing more energy than 

needed in the day-ahead market.   

64. Aside from the buyer’s market profit or loss, some RTOs and ISOs assess buyers a 

charge when real-time consumption deviates from day-ahead purchases.  This charge 

                                              
58 This true-up process substitutes for an energy imbalance charge in most RTO 

and ISO spot markets. 
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recovers at least some types of “uplift” costs, which are the portion of the generators’ 

costs (such as start-up costs) that exceed their energy market revenues.  These uplift costs 

may include the cost of the extra operating reserves needed when the total real-time 

demand of all buyers exceeds the total scheduled day-ahead demand.  The extra reserves 

are not needed, however, when real-time demand is less than the day-ahead demand.  

Nevertheless, the deviation charge may apply to any deviation from the day-ahead 

schedule.59   

65. Notwithstanding that these charges are typically meant to serve as an incentive for 

accurate scheduling, they tend to discourage demand response.  When supplies are tight 

and the real-time price is high, a buyer that reduced load but nevertheless has to pay a 

deviation charge may be penalized for taking the appropriate action.  This unintended 

disincentive may lead a buyer to maintain a high load or discourage an LSE from calling 

on the demand response capabilities of its retail customers.  This negative incentive  is 

especially troublesome during a system emergency when load reduction is needed most. 

66. The Commission requests comment on a proposal to require RTOs and ISOs to 

eliminate this deviation charge for a load reduction during a system emergency.  The 

                                              
59 Although covering operating reserve costs, the deviation charge may also cover 

other costs not affected by the direction of the deviation. 
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Commission has already approved a PJM proposal to apply no deviation charge for a load 

reduction from day-ahead to real-time during a system emergency.60   

67. The Commission also requests comment on whether an RTO or ISO should assess 

a deviation charge for a day-ahead to real-time load reduction when there is no system 

emergency.  Eliminating the charge would encourage demand response, but might have 

unintended consequences.  The Commission understands that these deviation charges 

cover real costs.  Would eliminating the deviation charge for taking less energy in real-

time result in an unfair reallocation of these costs to others?  Would the incentive 

described above—for a buyer to avoid purchasing more than it needs in the day-ahead 

market—adequately discourage poor scheduling practices, or is it important to retain the 

deviation charge for this reason?  Would eliminating the deviation charge for a real-time 

load reduction introduce any new opportunity for gaming behavior? 

68. As background for the third proposal, demand resources currently participate in 

every organized real-time market, with the exception of SPP, which is considering such a 

proposal.  Demand resources also currently participate in the organized day-ahead 

markets of NYISO, ISO-NE, and PJM, while CAISO and the Midwest ISO are 

considering such a proposal.  In addition to participation by individual customers, ARCs 

                                              
60 During an emergency situation a deviation is only assessed if “that deviation 

increases [the load’s] spot market purchases…”  PJM, Manual 28: Operating Agreement 
Accounting, at 65 (March 7, 2007), http://www.pjm.com/contributions/pjm-
manuals/pdf/m28.pdf 
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aggregate demand reductions by retail customers and bid these aggregated reductions into 

the energy markets.  The FERC Staff Demand Response Assessment and comments 

during our technical conferences indicate that more needs to be done to facilitate direct 

participation in the energy markets by ARCs who bid into the wholesale markets 

aggregated demand reductions on behalf of retail customers and other customers.  The 

potential contribution from ARCs has increased with technological developments that 

make demand response more automated. 

69. The Commission is considering a proposal to require RTOs and ISOs to amend 

their market rules as necessary to permit an ARC to bid a demand reduction on behalf of 

retail customers directly into the RTO’s or ISO’s organized markets.  This proposal is 

intended to remove a barrier to demand response in some RTO and ISO energy markets61 

by allowing an ARC to act as an intermediary for many small retail loads that cannot 

individually participate in the organized market because they lack standing as an LSE or 

because they individually cannot meet a requirement that a demand response bid be of 

minimum size.   

 

                                              
 61 Aggregation of retail customers is used now in the energy markets of PJM, ISO-
NE, and NYISO and in PJM’s Synchronized Reserve and Regulation Service market in 
PJM.  PJM’s aggregation of retail customers is integrated into its market rules for PJM’s 
Interchange Energy Market.  Aggregation of retail customers in ISO-NE and NYISO are 
separate programs that are not yet part of the market rules.  
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70. Under this proposal, the market rules may not exclude a demand response bid from 

a third-party ARC that is not a LSE unless state retail electric laws or regulations do not 

permit this.  This proposal would apply to each of the RTO’s or ISO’s organized markets 

into which an LSE may submit a demand response bid.  The market rules for ARCs may 

not differ from the rules for LSEs, except as needed to comply with state retail service 

laws and regulation, unless the RTO or ISO satisfactorily explains the reason for any 

such difference in its compliance filing.  RTOs and ISOs may, however, set rules for 

ARC participation that are the same as or equivalent to its rules for LSEs.  Such rules 

may address such subjects as bidding requirements; technical requirements for 

communicating demand response bids and measuring demand response performance; a 

minimum organized market price above which the ARC may offer to reduce load and 

below which it may not; a minimum or maximum number of contiguous hours for which 

the load reduction must be committed; and how to account for start-up costs associated 

with reducing load, creditworthiness, and settlement procedures. 

71. Under this proposal, the Commission also would direct the RTOs and ISOs to 

coordinate to identify common issues, best practices solutions, and market rules that are 

consistent between regions, particularly in the areas of market procedures, bidding 

protocols, communication protocols, and measurement and verification.  The 

Commission would direct the RTOs and ISOs to report, within 90 days of the effective 

date of any Final Rule in this proceeding, on how they intend to explore best practices, 

common issues, and market rules for the direct participation of demand resources in their 



Docket Nos. RM07-19-000 and AD07-7-000 46 

markets.62  Although we would direct RTOs and ISOs to consider best practices, the 

Commission does not intend that every region would have to adopt the same practices, 

rules, or procedures.  

72. The Commission requests comments on the proposal to require RTOs and ISOs to 

amend their market rules to permit demand response of aggregated retail customers.  Are 

there other requirements the Commission should consider to improve the efficiency of 

aggregation of retail customers?  The Commission also requests comments on the 

conditions under which a RTO or ISO aggregation of retail customers program would no 

longer be needed.   

73. The Commission also requests comment on whether aggregation of retail 

customers allows inappropriate compensation when a retail customer is paid for 

wholesale demand reduction and also saves in its retail bill from the same demand 

reduction.  The Edison Electric Institute (EEI) has argued that the payments to customers 

represent subsidies that are not justified or a form of double payment.63  For example, 

because a customer’s bill decreases for every megawatt-hour (MWh) not consumed, if 

                                              
62 The Commission would also encourage the RTOs and ISOs to work within the 

ISO/RTO Council to consider best practices that may be applicable to the members’ 
regions.  The Commission also encourages continued participation in the North American 
Energy Standards Board’s (NAESB) measurement and verification initiative. 

 63 See Technical Conference on Demand Response and Advanced Metering on 
January 25, 2006, Tr. 26 (Richard Tempchin, EEI) (Docket No. AD06-2-000), 
http://elibrary.ferc.gov:0/idmws/file_list.asp?document_id=4378387 
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that customer is also paid an amount by the RTO or ISO for the same MWh not 

consumed, EEI and others allege that the customer has been compensated twice.  They 

contend that use of time-based rates is the correct way to achieve price-responsive 

demand and that any additional payment to retail customers by RTOs and ISOs is 

inappropriate and should be considered a temporary measure at best.  Others disagree 

with this criticism, arguing that the price reduction does not fully reflect the social 

benefits produced by the demand reduction.64  Further, critics of aggregation of retail 

customers programs charge that the incentives for aggregation of retail customers  

programs in energy markets are inconsistent across RTOs and ISOs and the programs are 

susceptible to gaming behavior.65 

74. The Commission requests comments on how to appropriately compensate a 

customer for demand response.  We seek comment on whether there is any inappropriate 

double compensation.  We also solicit comments on whether providing an additional 

payment is appropriate to compensate for the value of the demand response.  For 

                                              
64 R.N. Boisvert and B.F. Neenan, Neenan Associates, Social Welfare Implications 

of Demand Response Programs in Competitive Electricity Markets (August 2003), 
http://eetd.lbl.gov/ea/EMP/reports/LBNL-52530.pdf. 

65 The potential for gaming occurs if an aggregator submits a demand reduction 
bid on behalf of customers that will have reduced consumption anyway for another 
reason such as maintenance, vacation, or holiday.  The Commission approved NYISO’s 
bid floor of $75/MWh in its Day Ahead Demand Response Program to eliminate or 
reduce the incentive for this behavior.  New York Independent System Operator, Inc., 
109 FERC ¶ 61,101 (2004). 
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example, PJM pays the market-clearing price less the generation and transmission 

component of each retail customer’s retail rate (this price reduction is sometimes called 

the generation offset).66  Would a PJM-type generation offset reduce the amount of the 

alleged double compensation?67  Would a generation offset encourage demand response 

more so during a period of high price, when it is needed most?  

75. Fourth, the Commission is considering whether to modify RTO and ISO market 

power mitigation rules and other market rules when demand is nearing the amount of 

available supply.  When supplies are short relative to demand and reliability is 

threatened, market rules that limit the market price may have the unintended effect of 

making demand response less attractive to its providers.  The Commission seeks 

comment on four potential ways to modify mitigation rules to allow the market price to 

better reflect the value of lost load in an emergency situation.   

76. One way to address this issue to require that RTOs and ISOs increase the energy 

bid caps and price caps above the current levels only during an emergency.  When the 

market price is constrained, it is not possible to distinguish customers who place a high 

value on uninterrupted electric service from other customers who would reduce demand 

                                              
66 For example, if the market-clearing price is $100 per MWh and the generation 

component of a customer’s retail rate is $75 per MWh, the payment for the load 
curtailment would be $25 per MWh  ($100 - $75).  In PJM’s Economic Load Response 
Program, this netting is applied when the market-clearing price is below $75/MWh.  See 
section 3.3A.4(d) of the PJM Operating Agreement. 

67 PJM Interconnection, L.L.C., 99 FERC ¶ 61,227 (2002). 
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rather than pay a price that reflects that high value.  An emergency situation typically 

occurs when a system faces a shortage of operating reserves—a  reliability standard 

violation.  Demand for energy in the real-time market then competes with the need for 

spare generation for operating reserves to maintain grid reliability.  To maintain operating 

reserves, electric energy service must be reduced immediately, either by prorating the 

load reduction across all customers or by using the market price to allocate the limited 

energy available to those who value it most.  In defined periods of tight supply, PJM’s 

market rules remove sellers’ bid caps, but keep the market-wide $1,000 per MWh offer 

cap.  If the market-wide cap was also raised, the real-time market could clear at a price 

above the current cap, customers could decide whether to purchase energy at this higher 

price, and those who place a higher value on energy could continue to buy it while those 

who do not value it as highly could reduce their demand.  All bid caps could be raised to 

a high level, for example, when ten-minute operating reserves are about to drop below 

required levels.  Raising caps in an emergency would allow each customer to decide the 

value of its own lost load.  To use this method, an RTO and ISO would have to establish 

market rules to specify the emergency conditions for raising the caps and the higher bid 

levels allowed.  RTO and ISO markets would have to establish procedures for vigorous 

oversight and monitoring for the exercise of market power during a system shortage.   

77. The Commission requests comment on this proposal to raise energy bid caps and 

market-wide caps in an emergency, and on what operating conditions should constitute 

an emergency shortage.   
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78. A second way to allow the market price to reduce demand during an emergency is 

to raise bid caps above the current level only for demand bids68—the offers by buyers to 

purchase a certain amount of energy at a given price—in the day-ahead and real-time 

markets, while keeping generation bid caps in place.  That is, a buyer would be allowed 

to inform the RTO or ISO about how much energy it would purchase at various prices 

above the current bid caps.  Under this proposal, such high demand bids would not only 

be allowed but also would be allowed to set the market price if they clear the market.69  

The high market price under this approach would create an incentive for all buyers to 

lower their demands during an emergency.  To the extent the buyers are not also sellers, 

this approach raises fewer concerns about market power than the first approach, which 

raises bid caps for all market participants.  The Commission requests comment on 

                                              
68 A demand bid is different from a demand reduction bid.  The first is an offer by 

a potential purchaser to buy a certain amount of energy at a given market price, and the 
second is an offer by a purchaser to reduce his normal purchase by a given amount in 
return for compensation. 

69 For example, a demand bid of $1,500 could set the market price under the 
following conditions.  If there is not enough generation capacity to meet all demand after 
the RTO or ISO reserves enough generating capacity to meet ancillary service 
requirements and if there is just enough generating capacity to meet the combination of:  
(1) all ancillary service requirements, (2) all price-insensitive demand (i.e., buyers who 
are willing to purchase energy at any price), and (3) all demand with price bids above 
$1,500 per MWh, the market would clear at a price of $1,500 per MWh.  In this case, a 
demand bid of $1,500/MWh would set the market price.  Buyers bidding less than this 
price for all or part of their total demand are in effect choosing not to purchase energy for 
$1,500 per MWh, and thus would have to reduce their demand accordingly.  All other 
buyers would receive their requested energy.   
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whether this method would be more effective, less subject to the exercise of market 

power, or otherwise easier to implement than raising all bid and price caps.  

79. A third way to allow the market price to reduce demand during an emergency is to 

require a demand curve for operating reserves in each RTO or ISO market.  Under this 

approach, when available generating capacity falls short of combined energy demand and 

operating reserve requirements, the market price for energy and operating reserves would 

increase to specified levels (typically above the market-wide seller offer cap) and the 

price level would increase with the severity of the shortage.  This approach would ensure 

that market prices reflect tight conditions on the grid without altering any of the market 

power mitigation restrictions on either supply or demand bids.  The market rules in 

NYISO and ISO-NE include a demand curve for operating reserves that sets the real-time 

market price when operating reserves are low.  These rules are intended to help assure 

reliability by reducing demand significantly during a shortage.  The Commission could 

require each RTO and ISO to establish market rules that set real-time market prices at 

specific pre-determined values during an emergency when operating reserves are low.  

The Commission requests comment on whether it should require all ISOs and RTOs to 

adopt such a demand curve, how to set its parameters, and how to apply these rules to any 

local shortages with high locational prices that do not have a significant effect throughout 

the entire RTO or ISO region.  In particular, how should an emergency be defined now 

that mandatory reliability rules are in effect?   
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80. A fourth way to allow the market price to reduce demand during an emergency is 

to set the market-clearing price at the payment made to participants in an emergency 

demand response program, described above.  For example, if payments to participants in 

emergency demand response programs are set at $500 per MWh, the market-clearing 

price when these resources are called would be set at $500 per MWh.  This approach 

would avoid the problem caused by the drop in market price that results from calling on 

an emergency demand response provider, which sends the wrong price signal to both 

suppliers and consumers.  To implement this approach, the Commission would propose 

to amend RTO and ISO market rules to allow the payment to emergency demand 

response providers to set the market-clearing price for all supply and demand resources 

dispatched.  RTOs and ISOs would have to amend their market rules on unit commitment 

and settlement to adjust wholesale energy prices outside the normal clearing process.  

RTOs and ISOs may also have to review and adjust the emergency conditions under 

which these emergency demand response resources would be called.   

81. The Commission requests comment on these four ways to allow the market price to 

reduce demand during an emergency.  Should any be used and, if so, which way or 

combination of ways would be most beneficial?  For any of these ways to allow the 

market price to elicit demand reduction during an emergency, the Commission requests 

comments on whether it should require a specific method, or, given the differences in 

market design among the RTOs and ISOs, adopt the general requirement and direct each 

RTO and ISO to develop its own compliance mechanism. 
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82. Finally, as discussed above, some RTOs and ISOs have quantified the cost-

effectiveness of demand response in their wholesale power markets.  The Commission 

requests comments on whether it should require all RTOs and ISOs to do this for their 

markets that have demand response.  

IV. Long-Term Power Contracting in Organized Markets 

83. Competitive wholesale markets need a strong infrastructure—both adequate 

electricity supply and a robust interstate transmission grid.  Long-term contracts are an 

important tool to achieve and maintain a strong power infrastructure, particularly for new 

entrants into the generation sector and especially for many renewable energy developers.  

Long-term contracts are important to effective competition both in regions with 

organized wholesale markets and in regions without organized markets.  Competitive 

solicitation is a sound vehicle to support long-term contracts in regions with and without 

organized markets.  Order No. 890 and long-term firm transmission rights support long-

term transmission service contracts in both kinds of regions.  In this proceeding, the 

Commission proposes additional steps to facilitate opportunities for long-term power 

contracting in organized markets.  Although long-term contracts are important in all 

regions, the Commission has a special responsibility in organized markets to ensure that 

our market rules support long-term contracting.  The Commission seeks comment on 

whether there are additional steps that can be taken to support increased long-term 

contracting.  The Commission discusses below the advantages of long-term power 

contracting in organized market regions and various factors that affect the degree to 
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which such contracts are executed.  The Commission then considers potential steps that 

could facilitate greater long-term power contracting in organized market regions, such as 

encouraging or requiring development of standardized long-term products and providing 

greater market transparency by posting on the internet information about recent long-term 

power contracts and offers for future long-term sales and purchases.  Given the 

importance of long-term contracts to development of the strong infrastructure necessary 

to support competitive markets, the Commission also recognizes the need to provide 

contract certainty.  The Commission believes it can discharge its legal duties under the 

FPA while providing contract certainty. 

A. Importance of Long-Term Power Contracts and Factors Affecting 
Contracting Decisions by Buyers and Sellers 

84. The Commission believes that the organized market regions facilitate long-term 

contracting in several ways, such as eliminating pancaked rates for long distance power 

sales, eliminating internal loop flow problems that might otherwise lead to unplanned 

curtailment of long distance transmission service, and ensuring reliable transmission 

operation over a large area that encompasses many potential sellers and buyers of long-

term power.  These and other features of RTO and ISO transmission services expand the 

geographic scope of markets available to sellers and buyers of long-term power.  Our 

goal here is to further improve opportunities for long-term contracting in RTO and ISO 

regions. 
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85. It is important that wholesale sellers and buyers have adequate opportunities to sell 

and buy electric power through long-term power contracts to allow them to manage their 

exposure to uncertain future spot market prices.  Sellers and buyers should also have the 

opportunity to sell and buy electric power in the spot market.  The Commission believes 

that it is important for buyers and sellers in organized markets to be able to choose a 

portfolio of short-term, intermediate-term, and long-term power supplies.  Having 

portfolio choice allows market participants to manage the risk that comes from 

uncertainty.  Forward power contracting by buyers combined with purchases from a spot 

market with demand response can be an efficient and low-cost way of meeting customer 

needs because both buyers and sellers can hedge risk as well as adapt to actual real-time 

supply and demand conditions.  Competitive forward power contracting allows many 

sellers to compete to provide electric service, and greater reliance on long-term power 

contracting could decrease the incentive for sellers to exercise market power in the spot 

market if there is reduced opportunity to profit from such action.   

86. At the Commission’s technical conference on May 8, 2007, speakers on the long-

term power contracting panel agreed that long-term power contracts are important to a 

well functioning electric market.70  Customers argued that long-term contracts are 

essential to providing price stability and supporting the adequacy of supply over the long 

                                              
70 Transcript of Conference at 111, Conference on Competition in Wholesale 

Power Markets, Docket No. AD07-7-000 (May 8, 2007). 
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run.71  Sellers argued that long-term contracts are important and often essential to 

financing new generation sources.   

87. Customers and sellers differed sharply, however, on the nature and extent of any 

impediments to long-term contracts.  Customers argued that suppliers are reluctant to sell 

power under long-term contracts at a price attractive to those customers.72  They argued 

that the presence of liquid spot markets gives suppliers an incentive to sell most of their 

output on a daily or hourly basis, not through long-term contracts.  By contrast, suppliers 

and their representatives said they are willing to sign long-term power contracts but 

asserted that buyers simply do not want to pay the long-term cost of power.  In particular, 

they alleged that customers do not want to pay enough to finance new generation and any 

needed transmission investment.  With respect to existing assets, suppliers argued that 

customers often want a price pegged to a particular fuel (e.g., coal or nuclear), even if 

that price does not reflect the long-term market value of electric power. 

B. Commission Actions To Support Long-Term Power Contracts 

88. The Commission fully supports reliance on long-term contracts to provide price 

stability, hedge risk, and support financing for new investments.  In this regard, the 

Commission has taken a number of steps to facilitate long-term contracting.  The 

                                              
71 Id. at 107. 

72 See, e.g., Post-Technical Conference Comments of the American Public Power 
Association, Docket No. AD07-7-000 (Mar. 13, 2007); Supplemental Comments of the 
Electricity Consumers Resource Council, Docket No. AD07-7-000 (Mar. 12, 2007). 
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Commission adopted a final rule on long-term transmission rights for organized market 

regions in Order No. 681.73  The assurance of long-term transmission availability at a  

predictable cost is an important component of a buyer’s decision to sign a long-term 

power contract with a distant supplier. 

89. Also, the Commission adopted transmission planning reforms in Order No. 890.  

These reforms provide an open and transparent process for wholesale entities and 

transmission providers to plan for the long-term needs of their customers, including 

making transmission investments that can support long-term contracts for generation.   

90. The Commission has also sought to lower barriers to entry for new generation that 

can support long-term contracts.  In a series of orders (Order Nos. 2003, 2006, and 

661),74 the Commission adopted interconnection rules for large, small, and wind 

                                              
 73 Long-Term Firm Transmission Rights in Organized Electricity Markets, Order 
No. 681, 71 Fed. Reg. 43,564 (August 1, 2006), FERC Stats. & Regs. ¶ 31,226, order on 
reh’g, Order No. 681-A, 117 FERC ¶ 61,201 (2006). 

 74 Standardization of Generator Interconnection Agreements and Procedures, 
Order No. 2003, FERC Stats. & Regs., Regulations Preambles 2001-2005 ¶ 31,146 
(2003), order on reh’g, Order No. 2003-A, FERC Stats. & Regs., Regulations Preambles 
2001-2005 ¶ 31,160, order on reh’g, Order No. 2003-B, FERC Stats. & Regs., 
Regulations Preambles 2001-2005 ¶ 31,171 (2004), order on reh’g, Order No. 2003-C, 
FERC Stats. & Regs., Regulations Preambles 2001-2005 ¶ 31,190 (2005), aff'd sub nom. 
Nat'l Ass'n of Regulatory Util. Comm'rs v. FERC, 475 F.3d 1277 (D.C. Cir. 2007); 
Standardization of Small Generator Interconnection Agreements and Procedures, Order 
No. 2006, FERC Stats. & Regs., Regulations Preambles 2001-2005 ¶ 31,180, order on 
reh’g, Order No. 2006-A, FERC Stats. & Regs., Regulations Preambles 2001-2005 ¶ 
31,196 (2005), order granting clarification, Order No. 2006-B, FERC Stats. & Regs. ¶ 
31,221 (2006), appeal pending sub nom. Consolidated Edison Co. of New York, Inc., et 
al. v. FERC (U.S.C.A., D.C. Circuit, Docket Nos. 06-1018, et al.); Interconnection for 

(continued) 
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generators that provide a known and stable process for requesting interconnection, 

receiving timely responses from transmission service providers, and determining who 

pays for various costs associated with the interconnection process and facilities.  The 

Commission also reformed capacity markets in several regions to shift reliance from 

short-term purchases to forward markets held sufficiently in advance of delivery (e.g., 

three years) to be more consistent with the time necessary to construct new generation.75 

91. Through this ANOPR the Commission intends to consider whether there are other 

concrete steps that can be taken to facilitate long-term contracting.  

C. Proposed Commission Actions To Facilitate Long-Term Power 
Contracting 

92. The Commission seeks comments on any concrete steps it can take to facilitate 

voluntary long-term power contracting in organized market regions.  In seeking comment 

on this issue, however, the Commission is mindful of the limits of its jurisdiction.  The 

Commission cannot compel buyers and sellers to enter into long-term contracts, and the 

purchasing practices of LSEs are often dictated by state policies, not those of this 

Commission.   

 

                                                                                                                                                  
Wind Energy, Order No. 661, FERC Stats. & Regs., Regulations Preambles 2001-2005    
¶ 31,186, order on reh’g, Order No. 661-A, FERC Stats. & Regs., Regulations Preambles 
2001-2005 ¶ 31,198 (2005). 

 75 See Devon Power L.L.C., 115 FERC ¶ 61,340, order on reh’g, 117 FERC          
¶ 61,133 (2006); PJM Interconnection, L.L.C., 117 FERC ¶ 61,331 (2006).  
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93. Based on the comments received in the technical conferences and other actions 

being considered in various markets, the Commission seeks comment on whether it 

should: 

• Provide greater market transparency by requiring RTOs and ISOs to post information 

that could facilitate long-term contracts, such as by aggregating and posting 

information on long-term contract prices and quantities on a periodic basis.  Would 

this information prove helpful to buyers and sellers?  If so, how could the information 

be reported in a way that protects the confidentiality of individual contracts?  Would 

other information be helpful to long-term contracting, such as the posting of estimates 

of transmission constraints and congestion costs on a long-term basis?   

• Require or encourage efforts to develop new standardized forward products.  Would 

standardized products better facilitate long-term contracting?  If so, what role should 

the Commission play?  Should it encourage RTOs or ISOs to play an active role in 

this area or would that place them in a position of undertaking commercial functions?  

Is this a role better played by NAESB or other industry groups?  

• Take other steps such as having a dedicated portion of the ISO or RTO website for 

market participants to post offers to buy or sell power long-term?  Would this prove 

helpful or is it a service that is better provided by the market?   

94. Further, the Commission requests comments on whether we should consider any 

modification of the data requirements of the Electric Quarterly Report (EQR)—for 

example, to report the start date, term, and end date of long term power contracts—to 
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provide information that would make transparent the average prices of long term power 

contracts of various terms and vintages.   

V. Market Monitoring Policies 

95. Market monitors have played an integral role in the organized electric markets 

since the latter’s inception, providing valuable reporting and analysis services not only to 

the Commission, but also to the RTOs and ISOs, to market participants, and to state 

commissions.  In light of their importance, the Commission has required that all RTOs 

and ISOs incorporate a market monitoring function.76  

96. Market monitoring units (MMUs) take different forms and perform differing 

functions, depending on the individual tariffs of their respective RTO or ISO.  The span 

of years over which market monitors have been in existence has given the Commission 

and others in the industry a track record upon which to evaluate the appropriate roles 

MMUs should play and the protections that might be adopted to assist them in 

performing those roles.  Based both on our own experience with MMUs and on concerns 

raised by many interested entities, the Commission decided to initiate a comprehensive 

review of its market monitoring policies.  To that end, the Commission held a technical 

conference on April 5, 2007, and received comments from 29 entities and individuals.  

 
                                              

76 Order No. 2000, FERC Stats. and Regs., Regulations Preambles July 1996-
December 2000 ¶ 31,089 at ¶ 31,016 (regarding RTOs). 
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97. The Commission has considered those comments and drawn on our own extensive 

interaction with market monitors in formulating a proposed set of market monitoring 

policies.  In this ANOPR, the Commission solicits comments and suggestions from the 

industry regarding these proposals.  

A. History of Market Monitoring 

1. Order No. 2000 

98. The Commission undertook its first generic consideration of market monitoring in 

Order No. 2000, which was issued in 1999 to encourage the formation of RTOs.  In that 

Order, the Commission required an RTO to include market monitoring as one of its 

minimum functions, and to submit a market monitoring plan as part of its RTO proposal.  

The Order did not, however, impose a specific MMU structure on the RTOs.77   

99. The  Commission noted in Order No. 2000 that while MMUs were not intended to 

supplant Commission authority, they should be designed in such a way as to provide the 

Commission with an additional means of detecting market power abuses, market design 

                                              
77 Prior to this first generic consideration of MMUs, the Commission addressed 

market monitoring in connection with individual RTO/ISO proposals.  See Pacific Gas 
and Electric Co., 77 FERC ¶ 61,265 (1996), order on reh’g, 81 FERC ¶ 61,122 (1997), 
order on clarification, 83 FERC ¶ 61,033 (1998) (requiring the ISO to file a detailed 
monitoring plan and listing minimum elements for such a plan); Pennsylvania-New 
Jersey-Maryland Interconnection, 81 FERC ¶ 61,257 (1997) (PJM Formation Order) 
(requiring PJM to develop a market monitoring program to evaluate market power and 
design flaws). 
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flaws and opportunities for improvements in market efficiency.78  The Commission 

ordered RTOs to incorporate in their market monitoring plans certain standards to be met 

by the MMUs, which include ensuring objective information about the markets that the 

RTO operates or administers, proposing appropriate action regarding opportunities for 

efficiency improvement, identifying market design flaws or market power abuses, and 

evaluating whether market participants comply with market rules.79  The Commission 

observed that the information to be gleaned from market monitoring would be beneficial 

not only to the Commission, but also to state commissions and market participants.80  

2. Market Behavior Rules Order 

100. The Commission next addressed the role of market monitors in its 2003 Order 

Amending Market-Based Rate Tariffs and Authorizations,81 issued in connection with the 

promulgation of Market Behavior Rules applicable to entities possessing market-based 

rate authority.  In that order, the Commission clarified the duties of MMUs in connection 

with enforcement matters, directing that MMUs refer compliance issues to the 

Commission and limiting direct enforcement action by the MMUs to objectively 

                                              
78 Order No. 2000, FERC Stats. & Regs., Regulations Preambles July 1996-

December 2000 ¶ 31,089 at ¶ 31,156. 
79 Id.  
80 Id.  
81 Investigation of Terms and Conditions of Public Utility Market-Based Rate 

Authorizations, 105 FERC ¶ 61,218 (2003) (Market Behavior Rules), order on reh’g, 107 
FERC ¶ 61,175 (2004) (Market Behavior Rules Rehearing Order). 
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identifiable and sanctioned behavior expressly set forth in the RTO/ISO tariffs.82 

101. In its subsequent Order on Rehearing, the Commission clarified that MMU 

personnel were not a substitute for Commission enforcement staff.83  Rather, the 

Commission held that MMUs were to provide information to the Commission and its 

staff, so that the Commission could take appropriate action under the FPA.  The 

Commission also announced the intention to make a thorough evaluation of the 

appropriate role of MMUs, which would lead to the issuance of a policy statement on the 

subject.84 

3. Policy Statement 

102. The Commission issued the Policy Statement on Market Monitoring Units in May 

of 2005.85  In this Policy Statement, the Commission identified four tasks which MMUs 

perform,86 and for which they needed access to data and other resources.87  Those duties 

were listed as follows: 

a. To identify ineffective market rules and tariff provisions and recommend 

                                              
82 Market Behavior Rules, 105 FERC ¶ 61,218 at P 182, 184. 
83 Market Behavior Rules Rehearing Order, 107 FERC ¶ 61,175 at P 165.   
84 Id. P 168. 
85 Market Monitoring Units in Regional Transmission Organizations and 

Independent System Operators, 111 FERC ¶ 61,267 (2005) (Policy Statement).  
86 Id. P 2. 
87 Id. P 3. 
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proposed rule and tariff changes to the ISO or RTO that promote wholesale 

competition and efficient market behavior. 

b. To review and report on the performance of wholesale markets in achieving 

customer benefits. 

c. To provide support to the ISO or RTO in the administration of 

Commission-approved tariff provisions related to markets administered by 

the ISO or RTO (e.g., day-ahead and real-time markets). 

d. To identify instances in which a market participant’s behavior may require 

investigation and evaluation to determine whether a tariff violation has 

occurred, or which may be a potential Market Behavior Rule violation, and 

immediately notify appropriate Commission staff for possible investigation. 

103. In an Appendix to the Policy Statement, the Commission set forth detailed 

Protocols for the MMUs to follow in referring potential tariff or Market Behavior Rule 

violations to the Commission.88  This Policy Statement, together with the Protocols it 

incorporates, represents the last generic pronouncement by the Commission on the duties 

of MMUs.  

                                              
88 Id. at Appendix A.  The Market Behavior Rules extant at the time of the Policy 

Statement have since been in part rescinded, with the remainder codified.  See Conditions 
for Public Utility Market-Based Rate Authorization Holders, Order No. 674, FERC Stats. 
& Regs. ¶ 31,208 (2006).  Rescinded Market Behavior Rule 2 has been replaced by the 
Commission’s Anti-Manipulation Rules.  See Prohibition of Energy Market 
Manipulation, Order No. 670, FERC Stats. & Regs. ¶ 31,202 (Market Manipulation 
Order), order on reh’g, 114 FERC ¶ 61,300 (2006). 
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104. In 2006, PJM Interconnection, L.L.C. (PJM) filed proposed revisions to the MMU 

sections of its tariff, with the general aim of conforming its tariff to the provisions of the 

Policy Statement.  Several parties filed comments, declaring a need to safeguard and 

advance the independence, clarity of function, and transparency of the MMU.  The 

commenters argued that PJM’s tariff should contain a clear statement of the MMU’s 

independence, and should set forth all the rules relevant to the responsibilities and 

functions of the MMU.  In the Order on Rehearing and Compliance Filing, the 

Commission noted that these concerns were of a generic nature and not necessarily 

limited to PJM.89  The Commission decided to initiate a generic review of our MMU 

policies and announced that it would hold a technical conference to explore the issues 

raised by the commenters.90 

4. Technical Conference 

105. The Commission held the technical conference on market monitoring policies on 

April 5, 2007.  At the conference, the Commissioners heard from interested commenters 

on the following general subjects: the development of the concept and functions of 

market monitoring, the MMUs’ role with respect to the Commission, the MMUs’ role 

with respect to ISOs and RTOs, and the MMUs’ role with respect to the various 

                                              
89 PJM Interconnection, L.L.C., 117 FERC ¶ 61,263, at P 19 (2006) (PJM Tariff 

Rehearing Order). 
90 Id. P 20. 
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stakeholders such as states, generators, transmission providers, and customers.91  

106. Two principal issues received the bulk of attention from the commenters at the 

technical conference.  Those were: (i) the need for, and suggested methods of achieving, 

independence on the part of MMUs so they can perform their assigned functions; and    

(ii) the content and proper recipients of the market data and analysis developed by the 

MMUs.  Every commenter touched upon these issues in one fashion or another.   

107. The Commission is mindful of the fact that both independence and information 

sharing raise complex concerns, which require a careful weighing of the needs of various 

interests and constituencies.  Nonetheless, the Commission is in general agreement with 

the importance both of safeguarding MMU independence and ensuring useful and 

transparent market analysis by the MMUs.  Indeed, since the very beginnings of market 

monitoring, the Commission has emphasized the importance of independence and 

objectivity on the part of market monitors,92 and has required that MMUs analyze and 

report on any inefficiencies and structural flaws they detect in the market.93  In our own 

independent review of our market monitoring policies, the Commission has identified 

concerns which also fall within both these areas.  Therefore, in this ANOPR, the 
                                              

91 Review of Market Monitoring Policies, Second Notice of Technical 
Conference, Docket No. AD07-8-000 (2007). 

92 PJM Formation Order, 81 FERC at 62,282; Order No. 2000, FERC Stats. & 
Regs., Regulations Preambles July 1996-December 2000 ¶ 31,089 at  31,061. 

93 PJM Formation Order, 81 FERC at 62,282; Order No. 2000, FERC Stats. & 
Regs., Regulations Preambles July 1996-December 2000 ¶ 31,089 at  31,156. 



Docket Nos. RM07-19-000 and AD07-7-000 67 

Commission structures the proposals for modifying and standardizing the market 

monitoring function within these two general categories.   

B.  Independence and Function 

108. The functions MMUs are expected to perform, as well as the independence needed 

to carry out those functions, have always been critical concerns in discussions of market 

monitoring.  There were some differences of opinion expressed at the technical 

conference regarding the appropriate functions MMUs should perform, but virtually 

every commenter agreed with the need for independence.  The commenters, however, 

offered many varying proposals as to how to achieve that goal, as well as how to provide 

for MMU accountability.  The Commission believes that there are several means by 

which to balance independence and accountability on the part of MMUs, and therefore 

proposes a balanced and flexible approach to the problem which includes oversight 

protection, tariff safeguards and tools, and the elimination of conflicts of interest.  The 

Commission also proposes certain changes in the functions MMUs are expected to 

perform, which we believe will strengthen both their independence and accountability.  

We solicit comments regarding our proposed changes, as well as comments as to whether 

the MMUs’ existing functions need to be clarified and whether MMUs should perform 

any additional functions. 

1. Structure and Tools 

109. The Commission has never required that MMUs conform to any standardized 

organizational structure.  As a result, RTOs and ISOs have developed varying structural 
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relationships between themselves and their MMUs.  PJM, for instance, has an internal 

market monitor; MISO has an external market monitor, and the other RTOs and ISOs 

have hybrid structures.  Some commenters at the technical conference favored an internal 

market monitor, one whose personnel are employees of the RTO or ISO.  These 

commenters contended that such employees are closer to the actual operations of the 

RTO or ISO and as a result have better access to information.  Other commenters favored 

an external market monitor, an independent contractor who is hired by the RTO or ISO.  

These commenters contended that such an entity inherently has more independence from 

the RTO or ISO than do employees of the organization.  However, most commenters 

were of the opinion that the particular structural relationship between the MMU and the 

RTO or ISO was of secondary importance, provided that the RTO/ISO tariff contained 

provisions ensuring independence on the part of the MMU.    

110. From our own experience, the Commission has observed no appreciable difference 

among the performance of the market monitors that can be attributed to whether they are 

external or internal to their RTO or ISO.  The Commission therefore declines to impose a 

“one size fits all” approach toward the structure of MMUs.   

111. It is axiomatic that independence can be achieved only if MMUs have adequate 

tools with which to perform their job.  Therefore, the Commission proposes requiring 

each RTO and ISO to include in its tariff a provision imposing upon itself the obligation 

to provide its MMU with access to market data, resources, and personnel sufficient to 
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enable the MMU to carry out its functions.94  In addition, the tariff should include a 

provision directing the MMU to report to the Commission any concerns it has with 

inadequate access to market data, resources, or personnel, and describe the steps it has 

taken with the RTO or ISO to resolve these concerns.  We also seek comment on the 

question of how independence on the part of MMUs can best be achieved. 

2. Oversight 

112. As several commenters pointed out at the technical conference, there is an inherent 

tension in a structure that requires MMUs to report to RTO/ISO management yet, at the 

same time, perform evaluations and issue reports that may be critical of that management.  

For example, MMUs are expected to evaluate and report on RTO/ISO market designs and 

performance, and to include RTO/ISO operations in their analyses of market flaws or 

inefficiencies.  Further, if an MMU detects a potential tariff violation on the part of its 

RTO or ISO, it is obligated to bring the matter to the attention of the Commission.  It can 

be difficult for an MMU to discharge these oversight and reporting obligations effectively 

unless it has some degree of independence from RTO/ISO management.  Such a 

reporting relationship can create a conflict of interest because the MMU may temper its 

opinions out of deference to management, or those opinions may be overruled by 

                                              
94 PJM’s tariff, for instance, requires PJM to provide appropriate staffing for its 

MMU, and to ensure that the MMU has adequate resources, access to required 
information, and the cooperation of PJM staff.  PJM Interconnection, L.L.C., FERC 
Electric Tariff, Attachment M, Section V.  
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management.  Importantly, these concerns can be present whether the MMU personnel 

are in an internal or external structural relationship to their RTO or ISO. 

113. Therefore, the Commission proposes that each RTO and ISO, in addition to 

maintaining a market monitoring function, be required to have its MMU report either 

directly to the RTO’s or ISO’s board of directors or directly to a committee of 

independent board directors.  This requirement would apply to all structural types of 

MMU, whether internal, external or a hybrid combination of the two.95  The Commission 

is of the view that it has the authority to impose this type of requirement on RTOs and 

ISOs, but seeks comment on this issue as well as on the proposal itself.  

3. Functions 

114. The issue of independence is integrally related to the functions that the MMUs are 

expected to perform.  Most of the functions performed by MMUs have remained 

relatively constant since the inception of market monitoring, and center around market 

analysis and the evaluation of participant behavior.  Commenters at the technical 

conference were generally supportive of the functions which the Commission identified 

in its 2005 Policy Statement, with one exception discussed below.   

                                              
95 The Commission notes that, if adopted, this policy would mark a departure 

from the holding in PJM Interconnection, L.L.C., 116 FERC ¶ 61,038, at P 38, order on 
reh’g, 117 FERC ¶ 61,263 (2006).  After giving due consideration to the comments 
submitted at the technical conference, and for the reasons stated above, the Commission 
believes that a generic change in policy may be appropriate and is therefore seeking 
comment on the issue. 
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115. The MMU functions upon which there was general agreement at the technical 

conference were:  (1) identifying ineffective market rules and tariff provisions and 

recommending proposed rule and tariff changes, (2) reviewing and reporting on the 

performance of the wholesale markets, and (3) identifying and notifying the Commission 

staff of instances in which a market participant’s behavior may require investigation.  The 

Commission supports these three functions and proposes to continue them, with one 

important modification.  In the Policy Statement, the MMUs were directed to advise the 

RTO or ISO of any recommendations for rule or tariff changes, with no mention being 

made of also advising the Commission.  The Commission proposes adding the 

requirement that the MMUs also advise the Commission and other interested entities, 

which would include relevant state commissions and market participants.  This added 

requirement would go a long way toward ensuring the transparency desired by many of 

the commenters.  Furthermore, as noted above, MMUs should refer to the Commission 

any suspected rule or tariff violation committed by an RTO or ISO, as well as those 

committed by market participants. 

116. The Commission also proposes retaining the Protocols governing referral of 

potential market violations to the Commission, which are included as an Appendix to the 

Policy Statement.  However, since issuance of the Policy Statement, Market Behavior 

Rule 2, referred to in the Protocols, has been rescinded and replaced by the Commission’s 
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Anti-Manipulation Rules.96  Therefore, violations currently to be referred to the 

Commission include conduct suspected of violating the Anti-Manipulation Rules, as well 

as tariff violations and violations of the remaining, codified Market Behavior Rules.  In 

addition, the Commission proposes that the MMU also refer any suspected violations of 

other Commission-approved rules and regulations, such as Codes of Conduct97 and 

Standards of Conduct.  

4. Mitigation and Operations  

117. As mentioned, one of the four MMU functions listed in the Policy Statement was 

the source of some debate at the technical conference.  The function in question is that of 

providing support to the RTO or ISO in the administration of its tariff, which usually 

takes the form of MMU-conducted market power mitigation.98  Certain commenters were 

concerned that such mitigation is being conducted without an adequate theoretical or 

empirical basis and is having a deleterious effect on the electric power market.  

118. The Commission does not believe this rulemaking is the appropriate forum to 

address issues of market power and mitigation.  However, the Commission is concerned 

                                              
96 See Market Manipulation Order, FERC Stats. & Regs. ¶ 31,202.  
97 The term “Code of Conduct” has been replaced by “Affiliate Restrictions” in the 

Final Rule for Market-Based Rates for Wholesale Sales of Electric Energy, Capacity, and 
Ancillary Services by Public Utilities, 119 FERC ¶ 61,295 (2007). 

98 This function was not part of the original conception of market monitoring as 
expressed in Order No. 2000. 
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that an MMU’s performance of these mitigation functions can compromise its 

independence in evaluating and reporting on market performance.  In order for the MMU 

to support the RTO or ISO in tariff administration, it must be subordinate to RTO and 

ISO management.  The operations and mitigation functions performed by MMUs directly 

affect market outcomes and performance.  Because of this, there is an inherent conflict 

between an MMU reporting on market outcomes that the MMU itself has influenced.  

This conflict is of particular concern where the MMU has significant discretion in 

affecting offers, bids, and prices.  There is significant potential for conflict between an 

MMU maintaining independence of RTO and ISO management and supporting tariff 

administration in a subordinate capacity.  It may not be possible for MMUs to maintain 

independence while supporting tariff administration. 

119. For the foregoing reasons, the Commission believes operational activities affecting 

the market, including mitigation, are more properly performed by the RTOs and ISOs 

themselves as part of their responsibility to administer their Commission-approved 

tariffs.  Maintaining a clear functional separation in this regard between RTOs and ISOs 

and the MMUs would free the MMUs to report objectively on whether the RTOs and 

ISOs have done an appropriate job in designing and administering wholesale power 

markets.  Therefore, the Commission proposes requiring that MMUs refrain from 

assisting the RTO or ISO in tariff administration, from participating in RTO/ISO market 

operations, and from taking direct actions to influence the market, and instead 

concentrate on their role of providing market evaluation, reports, and advice.     
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5. Ethics 

120. In order for an MMU to carry out its functions, an activity which requires 

disinterested objectivity, it is vital that MMU personnel maintain the highest ethical 

standards.  Removal of the conflicts of interest noted above should go a long way toward 

facilitating the achievement of those standards.  However, as a further safeguard, the 

Commission proposes imposing certain minimum ethics standards upon market monitor 

personnel, whether the MMU is internal or external to its RTO or ISO, in particular 

prohibiting such personnel from owning financial interests in any market participants.  

The Commission notes that all existing RTOs and ISOs have some type of conflict of 

interest or standard of conduct provision, although not always in their tariffs.  The 

Commission proposes standardizing such provisions and requiring their inclusion in the 

tariffs themselves.  The Commission solicits comments as to whether the provisions 

should be standardized and, if so, what particular provisions would be appropriate. 

6. Tariff Provisions 

121. In order for MMUs to achieve transparency of function, the detailed obligations 

imposed upon them must be made clear and accessible.  Likewise, the provisions 

safeguarding MMU independence and delineating MMU functions must be included in 

the tariffs of the RTOs and ISOs in order to be reviewed, approved and enforced by the 

Commission.  Currently, MISO and SPP are the only RTOs or ISOs that centralize the 
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MMU provisions in their tariffs.99  Others scatter their MMU provisions in multiple 

sections of their tariffs and in other documents or, in the case of NYISO, not in the tariff 

at all.100  The Commission proposes that each RTO and ISO set forth all its provisions 

involving market monitoring in one section of its tariff. 

C. Information Sharing  

122. As noted in the Policy Statement, a key function which MMUs are expected to 

perform is that of analyzing the markets to determine if they are competitive, and 

proposing actions which might be useful in eliminating design flaws.  Although RTOs 

and ISOs are subject to the exclusive jurisdiction of the Commission, we recognize the 

relationship between wholesale and retail markets.  The Commission also recognizes the 

state commission interest in the performance of wholesale power markets.  In Order No. 

2000, the Commission acknowledged that information developed by MMUs would be 

beneficial not only to itself, but to others as well.101  However, inasmuch as there is a 

wealth of data gathered by MMUs, it is important to identify the types of information that 

each constituency needs to assist it in performing its tasks.  The Commission favors both 

                                              
99 Midwest Independent Transmission System Operator, Inc., Open Access 

Transmission and Energy Markets Tariff, Module D; Southwest Power Pool, Inc., Open 
Access Transmission Tariff, Attachments AG, AH. 

100 NYISO’s market monitoring plan is available on its website and may be found 
at http://www.nyiso.com/public/documents/tariffs/market_services.jsp.   

101 Order No. 2000, FERC Stats. & Regs., Regulations Preambles July 1996-
December 2000 ¶ 31,089 at 31,156. 
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a fuller sharing of information and identification of the relevant information desired, so 

that the needs of the Commission, the state commissions, market participants, and the 

public may be satisfied.  

1. Information Needs   

123. Representatives of state commissions and several other interested parties submitted 

comments at the technical conference expressing their desire to receive more information 

from the MMUs.  The state commission representatives argue that they need such 

information to assist them in performing their regulatory functions, given the integral 

relationship between wholesale and retail rates.  The Commission is sympathetic to these 

requests.  The Commission recognizes that state commissions are not stakeholders, but a 

separate class from market participants.  As noted above, although RTOs and ISOs are 

subject to the exclusive jurisdiction of the Commission, state commissions have a 

legitimate interest in the performance of wholesale power markets.  However, their 

requests for information must be balanced, in some cases, against confidentiality 

concerns.  Public disclosure of certain information, such as participant-specific offers or 

cost data, could harm market participants or could facilitate collusion under some 

circumstances.  The Commission must therefore balance state concerns regarding 

information access with these countervailing confidentiality concerns.  

124. The comments submitted at the technical conference did not identify the particular 

categories of  information needed by state commissions.  The Commission therefore 

proposes below general areas of information which it believes could be provided to the 
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states without jeopardizing the need for confidentiality on the part of market participants.  

The Commission requests comments as to whether our proposal meets the needs of the 

state commissions, and whether there are other kinds of information that are needed by 

state commissions to fulfill their regulatory responsibilities.  We further request comment 

on whether there is a generic standard or test that could be used to determine what 

specific information should be provided to a state commission.  The Commission also 

proposes that some, but not all, of the information to be supplied to the state commissions 

also be made available to market participants.  Finally, the Commission sets forth the 

information which it believes must remain protected, and solicits comment on whether 

harm could result from our proposed information disclosures. 

2. Information to be Provided 

125. The Commission proposes that MMUs be required to report comprehensively on 

aggregate market and RTO/ISO performance on a regular basis, no less frequently than 

quarterly, to the Commission staff, to staff of interested state commissions, and to the 

management and board of directors of the RTOs and ISOs.  The MMUs would be 

required to deliver materials supporting their conclusions, and make one or more of their 

staff members available for a conference call attended by representatives of these 

constituencies.  During this process, the MMU representative would be expected to work 

cooperatively to develop any further materials which might be useful to the Commission, 

to the state commissions and to the RTOs and ISOs.  The Commission envisions that 

such combined reporting and conference calls would permit targeted requests for 
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information and encourage a fuller exchange of relevant data than may be provided in the 

MMUs’ yearly State of the Market reports, which are currently required by tariff or the 

internal policies of all the RTOs and ISOs. 

126. The Commission cautions that such reports and meetings are in no way intended to 

restrict the MMU from meeting individually with Commission staff, staff of state 

commissions, market participants, or other stakeholders, or sharing information with 

these various constituencies, subject to appropriate restrictions on confidentiality.  The 

Commission is of the view that, in general, as much helpful and appropriate information 

about the performance of RTO/ISO markets as possible should be made public. 

127. The Commission proposes that offer and bid data, without identification of the 

market participants, be posted on the RTO’s or ISO’s website, where it will be available 

to the Commission, to interested state commissions, and to stakeholders.  The 

Commission proposes a lag of three months for posting this data and solicit comments as 

to whether that time period is sufficient to protect commercially sensitive data and to 

guard against misuse of the data. 

3. Tailored Requests for Information 

128. The Commission proposes that state commissions may make requests for 

additional information from the MMUs.  The Commission understands that information 

such as general analyses of the market and aggregated price data may assist state 

commissions in performing their regulatory functions, and believes reasonable requests 

along those lines may be appropriate.  The Commission seeks comment on how to 
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structure this proposal to ensure that the information requests are useful to the states, 

while at the same time respectful of the limited resources of the MMUs, and how to 

ensure confidentiality with respect to certain market data.  

129. The Commission believes that the foregoing proposal allowing states to request 

tailored information should be for information regarding general market trends and 

performance, not information designed to aid state enforcement or related actions against 

individual companies.  States have their own enforcement agencies which are more 

properly employed for such tasks.  The limited resources of the MMUs should be 

confined to providing information regarding the workings of the market itself and 

identifying any structural flaws which the MMUs think should be addressed.102  

However, a state commission would remain free, on a case-by-case basis, to request that 

the Commission authorize the release of otherwise proscribed data.  The Commission 

would evaluate any such request to determine if it demonstrates a compelling need for the 

requested information, and decide whether adequate protections can be fashioned for 

commercially sensitive material.  

4. Commission Referrals 

130. The Commission continues to believe that MMUs should respect the 

confidentiality of their referrals of suspected tariff and rule violations to the Commission, 

                                              
102 However, if during the ordinary course of its activities an MMU were to 

discover evidence of wrongdoing that was within a state commission’s jurisdiction, it is 
expected that the MMU would report such information to the state commission. 



Docket Nos. RM07-19-000 and AD07-7-000 80 

and not disclose such referrals to other entities, including state commissions.103  Nor does 

the Commission intend to share such information, or the result of its activities that are 

initiated based upon a MMU referral, on a generic basis.  The Commission notes that its 

rules require that such information be kept nonpublic unless the Commission authorizes, 

in any given case, that it be publicly disclosed.104  Such disclosure is the exception and 

not the rule, and each such instance is carefully considered by the Commission with due 

regard to the commercially sensitive nature of the material and to the effect disclosure 

may have on the willingness of jurisdictional entities to file self reports with the 

Commission and otherwise cooperate in its investigations.  As the Commission has 

observed previously, confidentiality provides reasonable protection to persons who 

become involved in these investigations and fosters cooperation with the Commission.  It 

also protects innocent persons who might be erroneously alleged to have committed 

wrongdoing or be otherwise adversely affected by simply being associated with an 

investigation.105  The Commission notes, however, that its staff does give MMUs generic 

feedback regarding enforcement issues, and we intend to continue this practice in order to 

provide guidance in matters relating to their referral function. 

                                              
103 See PJM Tariff Rehearing Order, 117 FERC ¶ 61,263 at P 27. 
104 18 CFR § 1b.9 (2006).  Other exceptions include cases where the information 

has been made a matter of public record in an adjudicatory proceeding, and where 
disclosure is required by the Freedom of Information Act, 5 U.S.C. 552 et seq. (2006). 

105 PJM Tariff Rehearing Order, 117 FERC ¶ 61,263 at P 27. 
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D. Pro Forma Tariff  Section 

131. The Commission intends to include in its subsequent Notice of Proposed 

Rulemaking a proposed pro forma MMU section for the RTOs’ and ISOs’ OATTs.  The 

Commission anticipates that each RTO and ISO may wish to modify certain provisions, 

or add others, to such pro forma tariff to suit its particular needs.  Nonetheless, the 

Commission believes it will be useful to develop specific core provisions that are 

standardized across the various RTOs and ISOs, particularly in the areas of 

independence, MMU functions, and information sharing.  The Commission anticipates 

including in the pro forma tariff protocols for the referral of tariff and market 

manipulation violations to the Office of Enforcement, as well as protocols for the referral 

of perceived market design flaws and recommended tariff changes to the Office of 

Energy Markets and Reliability.  The Commission solicits comments on the structure and 

content of such a pro forma section. 

E. Conclusion 

132. The Commission’s goal is to strengthen market monitoring, and we advance 

proposals in this ANOPR that respond to concerns expressed by commenters at the 

technical conference, as well as that reflect our own observations formed over the years 

from working within the framework of the existing market monitoring provisions.  The 

Commission seeks comment on its proposals and on other matters germane to market 

monitoring.  
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VI. Responsiveness of RTOS and ISOS 

133. This section of the ANOPR addresses proposals to increase RTO/ISO 

responsiveness to stakeholders.  The Commission proposes one reform to increase the 

responsiveness of RTO/ISO boards and seeks comment on whether any other reforms are 

necessary.   

A. The Challenge of Improving RTO and ISO Responsiveness to 
Stakeholders 

134. Order Nos. 888 and 2000 require that an ISO or RTO be independent from market 

participants.  The Commission requires this independence to ensure that market 

participants have nondiscriminatory access to the grid and market rules are developed and 

administered in a manner that does not favor one market participant over another.  After 

five to ten years of experience with several such entities, however, some stakeholders are 

concerned that RTOs and ISOs have achieved independence without being adequately 

sensitive to the needs of their customers and members.   

135. Given the size and complexity of RTOs and ISOs today, it is not surprising that 

tension has arisen between the goals of independence and responsiveness.  An RTO or 

ISO cannot satisfy every group on every issue.  When an RTO or ISO makes a difficult 

decision, those who support the decision often believe it has acted "objectively" and 

"independently," while those who oppose that decision often believe the RTO or ISO has 

not been "responsive" to their concerns.   

136. This natural tension between independence and responsiveness is compounded by 
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the number of functions that an RTO or ISO performs and for which it is ultimately held 

accountable by these several types of entities.  An RTO or ISO has the primary 

responsibility to operate the regional transmission system safely in accordance with good 

utility practice and reliably in accordance with Commission-approved reliability 

standards.  It is responsible for providing open and non-discriminatory transmission 

access under a regional transmission tariff.  The provision of open-access transmission 

service in itself requires that many subordinate functions be carried out, such as 

maintaining an efficient transmission reservation system, scheduling transmission 

services, managing congestion on the grid, coordinating local transmission system 

enhancements, and developing the region’s long-term transmission plan.  RTOs and ISOs 

typically have adopted innovative transmission pricing mechanisms such as locational 

pricing with allocations or auctions of financial transmission rights that hedge 

transmission congestion.   

137. An RTO or ISO is also responsible for administering the organized energy markets.  

Depending on the region, there are day-ahead and real-time energy markets, markets for 

various ancillary services, and forward capacity markets, with provisions for ensuring 

that demand response resources can participate in these markets.  It is responsible for all 

aspects of operation of these markets and for providing an independent market monitor.  

The RTO or ISO may also have responsibilities regarding resource adequacy.  Every 

RTO or ISO must maintain a reliable system for metering and measuring power flows  
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and customer services systems for billing and settling accounts for many large financial 

transactions.   

138. As an RTO’s or ISO’s functional responsibilities grow, some customers may value 

the new functions while others prefer the regional organization to focus on its original 

basic functions.  New services come at a cost.  Start-up costs can be significant for new 

services, and the RTO or ISO must decide how to recover the costs from its customers.  

These decisions may be controversial.  In particular, determining who benefits from new 

transmission facilities and how their costs should be allocated can be very contentious 

and can lead to customer dissatisfaction with the RTO or ISO.  Decisions related to 

resource adequacy, such as whether to adopt capacity markets or to rely more heavily on 

energy price signals to incent new generation and demand response, have also become 

very contentious. 

139. Given these challenges, the Commission is considering, as discussed further below, 

proposals to improve RTO/ISO responsiveness in a manner that does not compromise 

their independence. 

B. Prior Commission Actions Regarding RTO and ISO Responsiveness 

140. In Order No. 888, the Commission encouraged but did not require the formation of 

ISOs.  Order No. 888 delineated eleven principles defining the operations and structure of 
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a properly functioning ISO.106  Similarly, in Order No. 2000, the Commission encouraged 

utilities to join RTOs voluntarily and set out the characteristics that an RTO must possess 

and the minimum functions that it must perform.107  Embodied in both Order Nos. 888 

and 2000 is the requirement that the regional transmission entity be independent from 

market participants so that it can provide regional transmission and energy market 

services on a non-discriminatory basis. 

141. Although it required independence, Order No. 2000 did not mandate detailed 

governance requirements for an RTO board of directors.  Instead, it stated that the 

Commission would review governance proposals on a case-by-case basis.108  The 

Commission emphasized the importance of stakeholder input regarding both RTO 

formation and ongoing operations, and it required the RTO or ISO to consult with its 

members and other stakeholders through an advisory committee prior to taking action.  

The Commission stated that, because there is a non-stakeholder board, it is important that 

this board not become isolated.109  For this reason, the Commission explained that there  

 

                                              
106 Order No. 888, FERC Stats. & Regs., Regulations Preambles January 1991-

June 1996 ¶ 31,036 at 31,730-32. 
107 Order No. 2000, FERC Stats. & Regs., Regulations Preambles July 1996-

December 2000 ¶ 31,089 at 30,993-94. 
108 Id. at 31,073-74. 
109 Id. 
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should be both formal and informal mechanisms to ensure that stakeholders can convey 

their concerns to the non-stakeholder board. 

142. The Commission also required that RTOs have an “open architecture” so that the 

organization and its members have the necessary flexibility to improve the structure, 

geographic scope, market scope, and operations of the organization, as long as proposed 

changes continue to satisfy RTO minimum characteristics and functions.110  Stated 

another way, “open architecture” meant that the original RTO design could evolve as 

needed to reflect changes in member needs. 

143. Over the past few years, many RTO and ISO customers have raised concerns at the 

Commission about RTO or ISO responsiveness to customers on such matters as the level 

or growth rate of RTO or ISO administrative costs and the effectiveness of the customer 

voice in processes for deciding whether to undertake new expenditures.  In response to 

concerns over accounting and financial reporting rules for RTOs and ISOs, the 

Commission issued a Financial Reporting Notice of Inquiry (NOI) on September 16, 

2004.  It asked for comments on RTO and ISO accounting matters and whether RTOs 

and ISOs have appropriate incentives to be cost-effective.111  This led directly to 

Commission Order No. 668, Accounting and Financial Reporting for Public Utilities 

                                              
110 Id. at 31,170. 
111 Financial Reporting and Cost Accounting and Recovery Practices for Regional 

Transmission Organizations and Independent System Operators, Notice of Inquiry, FERC 
Stats. & Regs. ¶ 35,546 (2004). 
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Including RTOs.112  Order No. 668 amended the Commission’s regulations to update the 

accounting requirements for public utilities and licensees, including RTOs and ISOs.  

Specifically, Order No. 668 created new financial accounts to better categorize costs and 

changed the reporting requirements for all public utilities, including RTOs and ISOs, to 

improve financial reporting of operations, revenue, and expense accounts.  The new 

financial reporting requirements allow the Commission and other interested persons to 

compare public utility expenditures more readily than under the prior rule, which 

improves the transparency of financial information and facilitates clear understanding of 

RTO/ISO costs.113 

144. In addition to Commission actions, RTOs and ISOs themselves have undertaken 

efforts to improve relations and communications with customers and other stakeholders.  

For example, the CAISO has enhanced its participatory budget development process to 

allow stakeholders to ask questions and raise concerns well before the budget becomes 

final.  PJM, at the request of its stakeholders, has introduced procedures under which 

                                              
112 Accounting and Financial Reporting for Public Utilities Including RTOs, Order 

No. 668, 70 Fed. Reg. 77,626 (Dec. 30, 2005), FERC Stats. & Regs., Regulations 
Preambles 2001-2005 ¶ 31,199 (2005), order on reh’g, Order No. 668-A, 71 Fed. Reg. 
28,513 (May 16, 2006), FERC Stats. and Regs. ¶ 31,215 (2006).   

113 Order No. 668, FERC Stats. & Regs., Regulations Preambles 2001-2005          
¶ 31,199 at P 5. 
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stakeholder issues may be immediately reviewed by the board.114  PJM has also proposed 

to reintroduce a stakeholder “liaison committee”—a committee of stakeholder 

representatives that will advise the PJM board directly—and is seeking stakeholder input 

on how that committee should be structured.115 

145. The Commission is considering below whether additional reforms should be 

adopted to further increase RTO and ISO responsiveness. 

C. Proposed Commission Action To Improve RTO and ISO 
Responsiveness 

146. In this section, the Commission proposes reforms related to ISO and RTO boards 

and seeks comment on whether any other reforms are appropriate.   

1. A Responsive RTO or ISO Board of Directors116  

147. Customer responsiveness must begin with the RTO/ISO board.  A well-functioning 

and responsible board of directors is necessary for establishing the strategic direction of 

the RTO or ISO, including customer orientation.  Board members are expected to have 

                                              
114 See May 4, 2007 letter from Phillip G. Harris, Chairman and CEO, PJM 

Interconnection, L.L.C., to PJM Members and Stakeholders, at 
http://www.pjm.com/committees/members/postings/20070504-letter-to-members-
post.pdf.  See also Transcript of Conference at 204, Conference on Competition in 
Wholesale Power Markets, Docket No. AD07-7-000 (May 8, 2007). 

115 Id. 
116 The term “board of directors” is used in this ANOPR to refer to the highest 

governing body.  Certain RTOs and ISOs may use another term.  For example, the 
California Independent System Operator Corporation uses the term “Board of 
Governors.” 
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the expertise needed to set such direction and assess whether it is being followed 

successfully.  When approving an application for RTO status, the Commission has 

considered primarily the independence of board members in the board selection 

process.117  

148. The Commission’s preliminary conclusion is that representatives of customers and 

other stakeholders must have some form of effective direct access to the board of 

directors.  Each RTO or ISO would be required to develop and implement a means to 

ensure that customers and other stakeholders have effective direct access to the board.  

The mechanism would not have to be the same for each RTO or ISO.  One RTO or ISO 

might choose to form a committee of stakeholder representatives with some form of 

direct access to the board, and this committee may be distinct from the various technical 

committees that have already been formed.  Another RTO or ISO might choose to create 

direct access by having a hybrid board of directors composed of both independent 

members and representatives of stakeholders.  A third RTO or ISO might devise a 

distinct third means.  However, each mechanism would have to be effective in allowing 

customers and other stakeholders to present their views on major issues directly to the 

board. 

 

                                              
117 Grid Florida, L.L.C., 94 FERC ¶ 61,020 (2001); Arizona Public Service Co., 

101 FERC ¶ 61,033, order on reh’g, 101 FERC ¶ 61,350 (2002). 
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149.  The Commission seeks comment on whether RTO or ISO responsiveness to 

stakeholders requires some form of direct board access.  If so, what steps can be taken to 

ensure that both majority and minority interests have access to the board?  If not, is there 

a better way to ensure that RTO and ISO boards of directors are responsive to customers? 

150. The Commission stresses its intent to be flexible regarding how the RTOs and 

ISOs may improve responsiveness to stakeholders.  As mentioned, at least two 

mechanisms, if carefully designed and implemented, could accomplish this, hybrid 

boards and board advisory committees.   

151. A hybrid board would be composed of both independent members and stakeholder 

members.  Each member would have a seat on the board and participate fully in board 

decisions with an equal vote.  The Commission believes it should be possible to structure 

a hybrid board that does not sacrifice overall board independence. 118  Adding non-

independent stakeholders to the board would expose the board to the concerns of 

stakeholders in the most direct manner.  

152. An RTO or ISO that intends to satisfy this proposed requirement with a hybrid 

board would have to address certain matters.  Stakeholder members must not be allowed 

to serve their own interests inappropriately.  Accordingly, the Commission presents here 

for comment certain restrictions that may be necessary for a hybrid board proposal.  First, 

                                              
118 We remind RTOs and ISOs that the Commission’s regulations regarding RTO 

governance require periodic audits of the RTO or ISO governance by an independent 
auditor.  See 18 C.F.R. § 35.34(j)(1)(iv)(A) (2006).   
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the number of stakeholder members must be a minority of the board.  The stakeholder 

members cannot make up more than forty-nine percent of the board, and a lower 

percentage such as twenty-five percent may be more appropriate.  Second, all 

subcommittees of the board should be structured so that the stakeholder members 

together cannot overcome the unanimous vote of the independent board members.  Third, 

any appointment to an RTO or ISO board of a senior official or director of a stakeholder 

company that would constitute an interlocking directorate position under FPA section 

305119 would require prior Commission approval before the member would join the 

RTO/ISO board.120 

153. A second way to satisfy the proposed requirement would be a board advisory 

committee.  It would be comprised of senior executives of the various stakeholder 

groups, serving as an expert panel that would inform the board of stakeholder views.  The 

board advisory committee would have no voting authority on board decisions.  It would, 

however, have authority to make recommendations directly to the board on matters 

before the board and on matters it believes the board should address.  The board advisory 

committee could advise the board about the expected effect on customers and other 

                                              
119 16 U.S.C. § 825d (2000). 
120 See 16 U.S.C. §§ 825d(b) – (c) (2000); 18 C.F.R § 45 (2006).  Pursuant to 

section 305(b) of the FPA, interlocks between unaffiliated public utilities, interlocks 
between a public utility and other specified entities, and interlocks among affiliated 
public utilities must be submitted to the Commission for approval before a prospective 
director holds and assumes the duties of the interlocking position. 
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stakeholder groups of proposals before the board.  The board advisory committee would 

not necessarily make decisions on what to recommend to the board; instead, minority 

views could also be presented directly to the board. 

154. The Commission envisions a board advisory committee of senior stakeholder 

representatives that would not necessarily consist of those on technical stakeholder 

committees in RTOs and ISOs today.  Members of the board advisory committee would 

be selected to represent a reasonable range of diverse interests.  The number of members 

should be decided with attention to forming a committee of reasonable size that can 

engage the board in thoughtful discussion. 

155. The Commission encourages interested parties to comment regarding the proposal 

and possible approaches.  In addition, the Commission seeks responses to the following 

questions about customer access to the board of an RTO or ISO: 

• How should any hybrid board be structured?  What is an appropriate limit on the 

percentage of non-independent board members?  If a variety of customer views are to 

be represented, what implications does this have for the size of the board? 

• What, if any, rules and restrictions should be placed on the stakeholder board 

members of a hybrid board? 

• Can the reform proposed here be met through other means such as increased direct 

board interaction with customers and other stakeholders, e.g., through open board 

meetings or through required attendance of board members at major stakeholder 

meetings of the RTO? 
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• Are there measures—such as customer satisfaction measures, cost oversight 

benchmarks, or stakeholder participation measures—that RTOs and ISOs should use 

to assess the success of the mechanism for improving responsiveness? 

2. Inquiry Regarding Better Responsiveness Through Improved 
Practices and Processes 

156. The Commission also requests comment about whether any other reforms should 

be adopted to improve RTO and ISO responsiveness to its customers and other 

stakeholders.  The Commission is interested in particular in whether RTOs and ISOs 

could achieve better responsiveness—or make their responsiveness more apparent to their 

stakeholders—through improvements in the areas of (1) RTO and ISO executive 

management practices, (2) effective RTO and ISO stakeholder processes, and (3) 

transparent RTO and ISO budget processes.   

a. RTO and ISO Executive Management Practices 

157. Executive management ensures that RTO and ISO goals set by the board are met, 

including any goal to be responsive to customers and other stakeholders.  Executive 

management evaluates such things as how to improve RTO/ISO services, whether to 

provide new services, and how to contain administrative costs.  Management is likely to 

be the first to hear directly from customers about their concerns with current RTO/ISO 

operations or proposed new programs or expenditures.   

158. Managers should be responsive to stakeholders but cannot be beholden to any 

particular stakeholder group.  At a minimum, managers should seek out customer 
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concerns and pay serious attention to these concerns.  Managers should evaluate whether 

some appropriate action is needed to address these concerns.  They may decide to address 

some concerns and not others, keeping in mind the independence of the RTO or ISO, its 

appropriate role in the region as transmission provider and market administrator, and the 

trade-off between new services and cost containment.   

159. The Commission requests comment on whether any reforms are necessary to 

increase management responsiveness to stakeholder concerns.  For example, should the 

Commission encourage or require RTOs or ISOs to:  

• Publish a strategic plan that includes plans for assuring responsiveness 

to customers and other stakeholders.   

• Measure or otherwise assess customer satisfaction periodically, through 

a survey or other means. 

• Have a formal process for gathering and evaluating recommendations 

for improving services to customers.   

• Set performance criteria for executive managers based in part on 

responsiveness to stakeholders.    

• Relate executive compensation to a measure of responsiveness to 

stakeholders. 

b. Effective RTO and ISO Stakeholder Processes 

160. The stakeholder processes in RTOs and ISOs today serve several purposes.  They 

are intended to provide the views of various customer and stakeholder groups to the 
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RTOs and ISOs.  Some are also intended to help the RTOs and ISOs make decisions on 

sometimes contentious transmission and market matters.  The Commission is interested 

in comments about how well these processes are working and how their effectiveness 

might be improved.   

161. The Commission requests replies to the following questions about RTO and ISO 

stakeholder processes: 

• What stakeholder processes have proved to be particularly effective? 

• How can the effectiveness of a stakeholder process be assessed? 

• Does the voting structure of RTO and ISO stakeholder groups achieve 

balanced representation?   

• Are minority interests adequately represented in stakeholder processes? 

• How should an RTO or ISO respond when it must make a decision, 

such as deciding how to comply with a Commission regulation, and a 

stakeholder consensus cannot be reached?   

• What actions, if any, can the Commission take to improve stakeholder 

processes?  For example, should the Commission ask each RTO or ISO 

to review and report on the strengths and weaknesses of its current 

stakeholder processes?   

c. Transparent RTO and ISO Budgeting Processes 

162. Some market participants contend that they do not have an adequate opportunity to 

review or understand an RTO’s or ISO’s budget in time to influence the budget decision.  
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They point in particular to RTOs and ISOs that use a formula rate to pass costs through to 

customers.  Although the Commission has found the current cost recovery mechanisms 

for all these entities to be just and reasonable,121 stakeholders express concern about 

ineffective review of significant cost increases before the costs flow through a formula 

rate.  The NYISO and Midwest ISO, for example, recover their costs of administering the 

transmission grid and market operations through a formula rate.122  Some customers 

believe that the budget for an RTO or ISO with a formula rate may not include enough 

details to understand the reason for an expenditure or its effect on their rates.123  This 

suggests that, in an RTO or ISO with a formula rate, there may be a greater need for  

 
                                              

121 See California Independent System Operator Corp., 103 FERC ¶ 61,114 
(2003), order on reh’g, 106 FERC ¶ 61,032 (2004); California Independent System 
Operator Corp., 110 FERC ¶ 61,090 (2005); Midwest Independent Transmission System 
Operator, Inc., 97 FERC ¶ 61,033 (2001); Midwest Independent Transmission System 
Operator, Inc., 101 FERC  61,221 (2002), order on reh’g, 103 FERC ¶ 61,035 (2003); 
New England Power Pool, 96 FERC ¶ 61,261 (2001); ISO New England, Inc., 105 FERC 
¶ 61,397 (2003); New York Independent System Operator, 86 FERC ¶ 61,062 (1999); 
PJM Interconnection, L.L.C., 112 FERC  61,236 (2005), order approving settlement,   
115 FERC ¶ 61,249 (2006). 

122 The CAISO, PJM, and ISO-NE, in contrast, use stated rates for their grid 
administration and market services charges.  

123 After-the-fact review is considered insufficient.  Even if the Commission were 
to disallow an expenditure after the fact as not used and useful or otherwise imprudently 
incurred, an RTO or ISO has no profits to be reduced by the amount of any disallowed 
costs.  Many market participants assert that there is no good remedy for these RTOs and 
ISOs once imprudent costs are incurred.  RTO and ISO customers are among the first to 
tell the Commission that, in practice, once costs are incurred by a not-for-profit RTO or 
ISO with a formula rate, these costs must be passed through to its customers.   
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customer discussion of budget decisions with major cost consequences before the costs 

are incurred.   

163. The Commission requests comment on possible approaches to address these 

concerns.  For example, should each RTO and ISO:  

• Review its cost accountability processes with its customers and other 

stakeholders and consider how to improve them? 

• Present budget information to customers with adequate detail, 

transparency, and cost support?  For example, an RTO or ISO with a 

formula rate could develop its budget presentation to stakeholders using 

the format required for a filing with the Commission to change a 

previously-filed stated rate.  This would provide stakeholders with clear 

information about the proposed expenditures, its effect on rates, and 

how the proposed budget relates to recent budgets. 

• Provide its customers a timely opportunity to review budget proposals, 

ask budget questions, and comment before major expenditures are 

finally decided?   

• Submit to the Commission as an informational filing the budget 

materials provided to stakeholders for review?  
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VII. Additional Questions 

164. It is our preliminary view that that the Commission should institute a proceeding 

under section 206 of the FPA124 to reform RTO and ISO tariffs to address certain issues 

discussed above.  The Commission may conduct this process either through a notice-and-

comment rulemaking under the Administrative Procedure Act125 or an adjudicative 

process.   

165. The Commission requests comment on which of these procedures is likely to 

produce the most effective reforms, and on the appropriate time frame in which to 

conduct the proceedings.  The Commission also seeks input as to the length of time that 

might be necessary for RTOs and ISOs to implement any reforms that result from this 

process.  Specifically, the Commission requests input as to how much time – including 

time for stakeholder processes – might be needed for technical development of 

compliance filings. 

VIII. Comment Procedures 

166. The Commission invites interested persons to submit comments on these matters 

and any related matters or alternative proposals that commenters may wish to discuss.  

Comments are due [insert date 45 days after publication in the FEDERAL 

REGISTER].  Comments must refer to Docket No. AD07-7-000 and must include the 

                                              
124 16 U.S.C. § 824e (2000). 
125 5 U.S.C. § 553 (2000). 
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commenter’s name, the organization he or she represents, if applicable, and his or her 

address. 

167. Comments may be filed electronically via the eFiling link on the Commission’s 

web site at http://www.ferc.gov.  The Commission accepts most standard word 

processing formats and commenters may attach additional files with supporting 

information in certain other file formats.  Commenters filing electronically do not need to 

make a paper filing. 

168. Commenters that are not able to file comments electronically must send an original 

and 14 copies of their comments to:  Federal Energy Regulatory Commission, Secretary 

of the Commission, 888 First Street, N.E., Washington, D.C., 20426. 

169. All comments will be placed in the Commission’s public files and may be viewed, 

printed, or downloaded remotely as described in the Document Availability section 

below.  Commenters are not required to serve copies of their comments on other 

commenters. 

IX. Document Availability 

170. In addition to publishing the full text of this document in the Federal Register, the 

Commission provides all interested persons an opportunity to view and/or print the 

contents of this document via the Internet through FERC’s Home Page 

(http://www.ferc.gov. and in FERC’s Public Reference Room during normal business 

hours (8:30 a.m. to 5:00 p.m. Eastern time) at 888 First Street, N.E., Room 2A, 

Washington, D.C. 20426. 
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171. From the Commission’s Home Page on the Internet, this information is available in 

its eLibrary.  The full text of this document is available in the eLibrary both in PDF and 

Microsoft Word format for viewing, printing, and/or downloading.  To access this 

document in eLibrary, type the docket number of this document, excluding the last three 

digits, in the docket number field. 

172. User assistance is available for eLibrary and FERC’s website during normal 

business hours from our Help line at (202) 502-8222 or the Public Reference Room at 

public.reference@ferc.gov. 

By direction of the Commission.  Commissioner Kelly concurring in part and dissenting 
           in part with a separate statement attached. 

 
( S E A L ) 
 
 
 
 

 
     Kimberly D. Bose, 

   Secretary.  



  

UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

  
 
Wholesale Competition in Regions with  Docket Nos.      RM07-19-000 
  Organized Electric Markets      AD07-7-000  
  

(Issued June 22, 2006) 
 
KELLY, Commissioner, concurring in part and dissenting in part: 
 
 I generally support the efforts of this Advanced Notice of Proposed Rulemaking 
(ANOPR) in setting forth proposals and seeking comment on improvements to the 
operation of organized wholesale electric markets.  I am writing separately to express my 
views on certain of the proposals related to strengthening market monitoring, improving 
demand response and promoting RTO/ISO responsiveness.   
 
 First, I would have added certain proposals to the ANOPR to strengthen market 
monitoring.  For reasons I have previously explained,1 I would have proposed requiring 
RTOs/ISOs to file tariff provisions to allow them to take enforcement action with respect 
to objectively identifiable behavior that does not subject the seller to sanctions or 
consequences other than those expressly approved by the Commission and set forth in the 
tariff, and with the right of appeal to the Commission, consistent with the Policy 
Statement on Market Monitoring Units.2  In addition, the ANOPR states that the 
Commission does not intend to share with the MMU information about suspected tariff 
and rule violations referred by the MMU to the Commission.  I believe the Commission 
should generally provide information to the MMUs on the referrals they have made to the 
Commission, subject to appropriate confidentiality restrictions.  Such feedback could be 
structured so as to provide responsible disclosure of information while preserving 
confidentiality.  In addition, I would have proposed requiring the MMU to make 
recommendations related to its reports on RTO/ISO performance.  Therefore, I concur in 
part on the ANOPR.   
 
 Second, I disagree with two of the proposals being made in the ANOPR.  One 
proposal involves facilitating greater participation of demand response in organized 
markets by modifying market power mitigation rules in organized markets, such as 
raising the energy bid caps and market-wide caps in an emergency situation.  Before the 
Commission considers whether to pursue such market rule modifications, I think it is 
                                              

1 See PJM Interconnection, L.L.C., 116 FERC ¶ 61,038, order on reh’g, 117 
FERC ¶ 61,263 (2006). 

 
2 See 111 FERC ¶ 61,267 (2005) at P 5.   
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important to address other barriers that may significantly restrict demand response 
participation.  For example, the FERC Staff Demand Response Assessment concluded that 
the technologies needed to support significant deployment of demand resources, such as 
advanced metering, have little market penetration.3  Without the necessary technology 
already in place that would allow demand resources to respond to price signals in 
wholesale or retail markets, it is unclear how quickly they could develop the ability to 
respond after energy bid caps or market-wide caps are raised or eliminated.  In other 
words, the technology and associated demand response capability must be in place before 
we consider raising or eliminating these price caps.  Otherwise these higher energy prices 
may not elicit any demand reduction in a fashion capable of disciplining those prices and 
keeping them just and reasonable.  In addition, rather than asking questions in this 
ANOPR on how to value demand response, I think the Commission should have 
proposed a compensation method and postponed consideration of modifying market 
power mitigation rules until after the valuation issue had been addressed.   
 
 Third, although I recognize that some stakeholder groups have raised concerns 
about the responsiveness of the RTO/ISO, I disagree with the ANOPR’s proposal to 
promote responsiveness by establishing a hybrid RTO/ISO board of directors composed 
of both independent members and non-independent stakeholder members.  Under this 
proposal, each member would have a seat on the board and participate fully in board 
decisions with an equal vote.  I think it would be inadvisable and difficult to implement 
such a proposal.   
 
 Order Nos. 888 and 2000 require that an ISO or RTO be independent from market 
participants so that they can provide regional transmission and energy market services on 
a non-discriminatory basis.  A fundamental principle for ISOs, as set forth in Order No. 
888, is that the ISO should be independent of any individual market participant or any 
one class of participants (e.g., transmission owners or end-users).4   Similarly, Order No. 
2000 emphasized that independence is the bedrock principle on which the ISOs and 
RTOs must be built and stressed that an RTO “needs to be independent in both reality 
and perception.”5  I believe that establishing a hybrid board would jeopardize the 
fundamental principle of independence upon which ISOs and RTOs are based.   
 
 Moreover, although the ANOPR states that stakeholder members would be 
directed not to serve their own interests inappropriately, it is not clear to me how one 
would distinguish between “inappropriate” advocacy for one’s interests, and perfectly 
reasonable advocacy for one’s interests.  Additionally, a hybrid board composed of 
independent and non-independent board members could needlessly complicate the board 
                                              

3 FERC Staff Demand Response Assessment, Docket No. AD06-2-000, at page xii. 
   
4 Order No. 888, FERC Stats. & Regs. ¶ 31,036 at 31,730-31. 
 
5 Order No. 2000, FERC Stats. & Regs. ¶ 31,089 at 31,061.  
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dynamic and make cooperative decision-making more difficult and time consuming.  
Currently, the independent board coupled with the stakeholder process, can be viewed as 
similar to the judicial model of governance.  The stakeholders are like adversaries in a 
judicial proceeding arguing their cases to a disinterested judge, the independent board, 
which is capable of balancing the various equities in reaching a timely decision that is 
fair to all.   
 
 A stakeholder board, even a hybrid one, would be more akin to the legislative 
model with no overarching independent judge making the final calls.  Such a model 
requires constant negotiation and can often lead to stalemate or decisions that address 
only the lowest common denominator rather than the ideal approach.  While that model is 
certainly appropriate in many situations, I do not believe it is workable for the board of 
an RTO or ISO given the many important and time-critical issues they deal with.  
Furthermore, most investor owned utilities, with whom RTOs and ISOs share many 
features, do not appear to follow the legislative model of governance and it is not clear to 
me why the RTOs and ISOs should be treated differently.  If the Commission is to 
consider providing stakeholders with some form of direct board access, I think that the 
board advisory committee proposed in this ANOPR would more effectively serve this 
purpose.   
 
 Accordingly, for the reasons stated above, I concur in part and dissent in part on 
this ANOPR. 
 
 

___________________________ 
Suedeen G. Kelly 
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Extract from the Strategic Planning Committee Strategic Plan:
COE is to leverage collective knowledge and provide thought, leadership and shared 

services to its members in areas such as: 
a) Enhancement of reliability operations; 
b) Compliance programs; 
c) Conservation and efficiency (IRP, DSM); 
d) Best practices (including the development and use of enhanced metrics); 
e) Training; and 
f) Regional transmission planning. 

This will provide a significant point of differentiation for SPP as a regional organization.

Steps identified in the SPP Strategic Plan:
1. SPP Staff will identify specific topics or areas of interest that may be topical for the 

COE, distribute these suggestions to stakeholders in an effort to broaden and 
prioritize the areas of interest, and collectively report to the Board of Directors the 
results of this survey.

2. The Board of Directors will then assist SPP Staff in establishing and measuring the 
progress being made in the selected topic areas.

3. An assessment will be made concerning the possible participation of a university (ies), 
interest groups, etc. as an integral part of the COE.

4. Assess availability of member R&D monies/staff to support the COE. 
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Items in Consideration for Initiatives
Proposed Priority is A, B, or C

1. Continuous Improvement of Meeting Facilitation (A)
2. Operations Training (A)
3. Compliance Training and Support (A) 
4. Demand Response/Energy Efficiency (A)
5. Moving Research to the Market (B)
6. Discover and Inform the Membership of Regional Resources (C)
7. Education Liaison and Utility Talent Pool Development (B)
8. Better Tools (C)
9. Miscellaneous Ideas to Consider to Pursue Through the COE (C)
10.Funding Initiatives (A) 
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10. Funding Initiatives
• Registration with the U.S. Government as a Central Contractor as this is 

required to either work for the government as a contractor or to receive 
funds as a grantee.
– Registration in progress
– Utilize personal contacts within the Dept. of Energy

• Partner with UALR and their relationship with Strategic Marketing 
Innovations (SMI), Inc., a Washington DC technical oriented, government 
relations group.  SMI aids in soliciting the US Government for grants.  The 
UALR Asst. Dean has offered access to these resources to learn how to 
apply for funds.  We are scheduled to have a substantive, detailed meeting 
with representatives from SMI in September when they come to Little Rock.

• Research the possibility of receiving EPRI funding.
• Visit established with KCPL tax manager to talk with the COE as to 

research dollars and tax advantages for investor owned utilities.
• In the SPP Member interview process, a number of Members conceptually 

expressed openness toward SPP offering a tiered Membership rate based 
upon contracted for service levels for additional services through the COE.  
The overwhelming preference is for SPP to offer additional services and 
charge via an appropriate, custom-like, Membership rate analogous to 
today as opposed to ala carte charges.

• Research the possibility of funding sources through the National Science 
Foundation.  EEI leadership has contacts.
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Center of Excellence (COE) 
SPP SPC July 12, 2007 Report 

 
 
Extract from the Strategic Planning Committee Strategic Plan: 
  
COE is to leverage collective knowledge and provide thought, leadership 
and shared services to its members in areas such as:  

a) Enhancement of reliability operations;  
b) Compliance programs;  
c) Conservation and efficiency (IRP, DSM);  
d) Best practices (including the development and use of enhanced 
metrics);  
e) Training; and  
f) Regional transmission planning.  

This will provide a significant point of differentiation for SPP as a regional 
organization. 

 
 

SPP SPC Strategic Plan Prioritization Strawman Chart: 
• Director Position to be filled in the first quarter of 2007 (March 

31) 
• A business plan is to be developed by the end of the third 

quarter of 2007 (Sept 30) or the SPC Retreat 
• Implementation of COE to begin during the third quarter of 

2007 (July-September) 
 
Steps identified in the SPP Strategic Plan: 

1. SPP Staff will identify specific topics or areas of interest that may 
be topical for the COE, distribute these suggestions to stakeholders in 
an effort to broaden and prioritize the areas of interest, and 
collectively report to the Board of Directors the results of this survey. 
2. The Board of Directors will then assist SPP Staff in establishing 
and measuring the progress being made in the selected topic areas. 
3. An assessment will be made concerning the possible participation 
of a university (ies), interest groups, etc. as an integral part of the 
COE. 
4. Assess availability of member R&D monies/staff to support the 
COE. 
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Items in Consideration for Initiatives 

Proposed Priority is A, B, or C 

1. Continuous Improvement of Meeting Facilitation (A) 

2. Operations Training (A) 

3. Compliance Training and Support (A)  

4. Demand Response/Demand Side Management/Energy Efficiency (A) 

5. Moving Research to the Market (B) 

6. Discover and Inform the Membership of Regional Resources (C) 

7. Education Liaison and Utility Talent Pool Development (B) 

8. Better Tools (C) 

9. Miscellaneous Ideas to Consider to Pursue Through the COE (C) 

10.  Funding Initiatives (A) 

  Check marks indicate items done or in some state of forward motion 
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1. Continuous Improvement of Meeting Facilitation (Priority A) 
 
Undoubtedly, SPP has a large number of both in-person and teleconference 
meetings associated with the various task forces, working groups, 
committees, and the Board.  Reference to any or all of these in the following 
is by the term “groups.” While many groups have a very narrow focus and 
are likely comprised of people from the Membership with common work 
backgrounds and hence a common language, there are broader based groups 
where this is not true (e.g. MOPC).  There are efforts underway with the 
various Staff secretary’s to the groups to enhance their abilities in 
facilitation.  There are efforts under way to work on the overall 
organizational effectiveness within SPP. 
 
There are possible related COE initiatives additional to the on-going efforts 
above.  
 
Should the COE explore and bring to table thought leadership in areas such 
as: 

• conflict resolution, 
• anticipation of conflict and techniques for addressing such prior to its 

occurrence, 
• new visual presentation techniques for meetings, 
• new “mind mapping” or idea display techniques, 
• new techniques in meeting facilitation, and/or 
• new training methods in meeting facilitation especially how to handle 

simultaneous asynchronous discussion threads? 
 
If the COE should pursue these items, then the pursuit should be to what 
extent, degree, and in coordination with whom? 
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2. Operations Training (Priority A) 
 
There are many training courses through venues in Little Rock and 
Springfield, MO.  For example, this year to date, SPP has offered 212 course 
hours and awarded 5,228 student hours as part of its regional training efforts.  
The training included in-person, simulation, and net conference 
opportunities.  A total of 184 additional Continuing Education Hours will be 
available in the fall of 2007.  Including 2007 YTD hours (212), SPP 
estimates 396 hours of Continuing Education will be offered through 
regional training by the end of the year.   However, concerns about what 
training is available, where it is available, when it is available, etc. are highly 
prevalent among surveyed Members. 
 

 In response to feedback from the COE, the training department has 
developed a marketing strategy that will be implemented summer 
2007 in order to better advertise our training.  The training department 
is working closely with communications in the design of marketing 
collateral.  In addition, the training department is building a marketing 
database that can be used to ensure that the right people are receiving 
information about course offerings.  Also, SPP is budgeting to 
establish an Operations Compliance Trainer who is responsible for 
operations compliance training for SPP system operations personnel, 
and “train the trainer” work toward helping the Membership.  

 
These are possible additional thoughts for the SPP Training and/or COE to 
consider:  

• More situation awareness needed for operators 
 We continue to provide situational awareness training utilizing 

critical decision making scenarios and problem-based activities.  
Our classroom Emergency Operations training is all simulation 
and situational awareness.  In addition, we provide 8 hours of 
critical decision making at each of our System Operations 
Conferences. 

• More critical thinking skills needed for operators 
 The SPP Training Department is adopting a Problem-Centered 

Learning methodology for the training we develop.  The 
transition to this new methodology is a part of our 2008 
business plan.  A “train-the-trainer” workshop is to be held on 
July 16th for SPP staff.  We will begin examining our Fall 
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content and our 2008 content from a problem-centered 
perspective.  This will provide training that has problem solving 
and critical thinking at its core. 

• Need formal documentation and tracking of the training 
o QTS is one method to use.  Of 70 surveyed SPP Members, only 

4 expressed interest in a multi-site license. 
• Mobile tractor trailer training lab 
• Institute an HR resource pool for operators 

 Best practices (continuous nationwide search) as to training 
• Need more training to be available via distance learning 
• Establish service level agreements for training with Members 
• How can members better access the SPP Dispatch Training Simulator 

(DTS)? 
 SPP is discussing with SWPA about how to synergize training efforts.
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3. Compliance Training and Support (Priority A) 
 
Possible SPP and/or SPP COE initiatives: 

• Establish a peer audit group within SPP 
o Outside pre-audits cost $20-30K 
o Can Members get buy-in with each other as to procedures? 

Especially as to CIPS standards? 
o Availability of on-site consulting, pre-audit readiness 

assessment, and post-audit communications? 
• Periodic Member meetings to: 

o Opine about what adequate and effective readiness means. 
o Here is my understanding of the regulation and how I intend to 

comply.  Is that necessary and sufficient? 
o Review compliance with FERC Orders 890 and 696 
o Review if NERC communications are getting to all members 

(large and small) equally 
o Review any NERC findings that are “above and beyond” the 

standards  
o How can we be compliant AND demonstrate such compliance?  

• Should SPP members standardize on the OATI compliance 
management tool? 

• How can one gain easier access to NERC training? 
• Documentation management 

o What documentation is needed? 
o Documentation management software 
o Centralized SPP repository for small entities 

• What is in the RE fee and what is not? 
• Should SPP pursue, develop and enforce regional standards 

o Under voltage 
o Planning margins 
o Operating reserves 

• Will SPP’s Standards Compliance group communicate its own 
internal processes out to Members? 

• Investigate the possibility of DOE funding for compliance training 
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4. Demand Response/Demand Side Management/Energy Efficiency 
(“DR/EE”) (Priority A) 

  
 The Strategic Planning Committee is pursuing finding volunteers from 

the Members to do leg work associated with SPP facilitating a: 
1. "State-of-the-art" (within SPP) DR/EE survey & dissemination 

of such;  
2. Member education as to potential benefits and institutional 

barriers;  
3. Analysis of discontinuities between wholesale and retail 

markets as to DR/EE, and  
4. Analysis of interplays of DR/EE with performing future 

benefit/cost analyses.   
 

The COE will facilitate this effort in an organizational and Staff secretary 
role.  Coordination is required to dovetail this initiative with a task force 
being considered to be formed by the SPP Market Working Group on 
Demand Response (DRTF). 

 
There are many venues to become involved with and/or follow as to the 
exploding national movement.  Determining what to pursue for the benefit 
of the SPP Members is an evolving and difficult decision.  A sample of 
entities active in the DR/EE area is: 

 EPRI 
 NAESB 

o EEI 
 FERC  

o NARUC  
 NERC 
 IRC 

o IEEE Power Engineering Society 
o Advanced Load Control Alliance 
o Association of Energy Services Professionals 

 US Demand Response Coordinating Council 
o U.S. Congress – various legislation proposals  
o Individual state commissions 
o Individual electric utilities 
o Various national interest groups, and  
o Various research agencies. 
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5. Moving Research to the Market (Priority B) 
 

 University of Arkansas – Little Rock 
o Power Engineering Laboratory 
o Support for dedicated engineering placement staff position 
o Support for capstone projects 
o Advanced 3-D visual display technology 

• US DOE National Laboratories 
o The Idaho National lab is running a program out of Sandia 

under the National SCADA Test Bed program.  The program is 
called the Open Plant Control System (PSC) Security 
Architecture for Interoperable Design (OPSAID).  Two SPP 
members (BPU and Xcel) are participating as well as many 
vendors. 

o Should the COE stay on top of National Lab (there 30 National 
Labs) programs related to the electric utility industry, detail and 
document research, and disseminate research results or alert 
Members to programs that may be of value to join? Would a 
common repository of all electric utility research be valuable to 
Members? 

• University of Arkansas – Fayetteville: National Center for Reliable 
Electric Power Transmission (NCREPT) 

 The center is involved in five areas of research that impact the 
realization of power electronics solutions.  The primary 
objectives of the project are in Design, Packaging, and Test of 
Advanced Power Electronics.  There are four faculty members 
and ten graduate students involved with the Center. There are 
four other universities collaborating with the Center. 

o Possible related Center of Excellence Initiatives: 
 Are there Member companies that wish to directly 

engage in distribution equipment research?  The current 
participants include AEP, ConEd, and SPP. 

 Are there Member companies that wish to make use of 
the facility for security testing at live voltages?   

 Encryption of data traffic between the RTU and master 
control station.  

 Evaluation of wireless technology in a substation and any 
potential for jamming or hacking wireless 
communication. 
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 Are there Members who wish to participate in receiving 
the results of the research? 

 Is there a way to leverage the NCREPT for promoting 
power system engineering educational opportunities and 
recruitment in this region? 

• Is EPRI research efforts meeting “all” needs? 
• United States military research into Electromagnetic Pulse effects 
• TVA-MISO Eastern Interconnection Phasor Project
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6. Discover and Inform the Membership of Potential Regional Business 
Resources (Priority C) 
 
Here are some examples.  This is not professed as an exhaustive list. 
 
UA Criminal Justice Institute 

• They are under contract to provide and conduct security and critical 
infrastructure protection training 

• They have a class in cyber incident response 
• The COE possible pursuit with this group is to provide security 

specific training for SPP regional entities 
NW Arkansas Community College (NWACC) 

• The NWACC runs the Institute for Corporate and Public Safety 
• They do business continuity planning under a Department of Human 

Services contract 
• Should the COE pursue discovering entities such as NWACC, detail 

and document offerings, and disseminate these potential business 
resources in a useful fashion to the SPP membership? 

U.S. DHS Homeland Security 
• Would coordinating with all the DHS Homeland Security state 

advisors be useful?  Currently, the SPP interacts with three Public 
Service Agents today (Kansas, Oklahoma, and Arkansas).    

• U.S. DHS training is free 
• Homeland Security has Centers of Excellence, which bring together 

leading experts and researchers to conduct multidisciplinary research 
and education for homeland security solutions.  Would involvement 
by the COE in this aspect of Homeland Security be of value? 
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7. Education Liaison and Utility Talent Pool Development (Priority B) 
 

• Should SPP Members, facilitated by the COE, partner with a technical 
education oriented community college to: 

o Offer a 2-year dispatch operator associates degree, and 
o Guarantee employment of a certain number of operators within 

the SPP region every year? 
o There are expressed concerns about the inconsistent regional 

support of the electrical craft training at OSU at Okmulgee, OK 
• Train high school counselors in all careers available in the electric 

utility industry, the impending needs, and the skills and coursework 
required.   These counselors usually need to earn CEUs.  If the 
education were structured as being able to be accredited, this would be 
a “win-win” format. 

• Investigate and disseminate to SPP Members information on various 
pre-college programs that are to promote and stimulate interest in 
technical education.  Examples of such programs are:  

o Lead the Way 
o US First 
o MathCounts 
o IEEE Future City Competition 

• SPP is supporting the engineering and information technology 
departments at UALR.  SPP is also involved with the University of 
Arkansas at Fayetteville (UA), especially the NCREPT.  In addition, 
SPP develops and nurtures relationships with engineering professors 
at these universities.  Would it be of value, for example, to 
investigate: 

 Coordinating the remaining power engineering professorial 
skills at regional universities: (OSU - Power System 
Laboratory, OU, Wichita State University, UALR, UA, etc.) to 
offer to SPP Members distance learning, both at the graduate 
and undergraduate level, in various aspects of power 
engineering, 

o Graduate research in power engineering related topics, 
o Coordinated indoctrination of freshman engineers to consider 

careers in the power industry, and 
o Coordination of hiring engineering interns within the SPP 

region to assure a steadier pool of available job experiences? 
o Leverage retired engineers and engage in educating less 

experienced engineers 
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o University of Alabama has a program to make a “power 
engineer” from a non-power engineer in 6 months 

o Facilitate getting IS and Engineering department’s together 
working on security issues. 

• Would there be value in having a “loaned” employee program where 
designated Member employees move to and from a work stint at SPP? 
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8. Better Tools (Priority C) 
• Do we need better tools within the SPP?  Should we be researching 

the topic of better tools? 
o For example, do we need to establish a new paradigm of 

moving from a Point of Receipt (POR)/Point of Delivery (POD) 
world to a paradigm of electricity transactions being evaluated 
on a generator transfer to all load points? 

o Can we create a process outside of the aggregate study process 
for transmission service requests? 

o A better communication tool for disseminating items such as an 
emergency power plant safety issue? 

o Need a better wind weather forecast tool (velocity –speed and 
direction and especially hour ahead) and weather decision 
technologies.  Need weather tools oriented to forecasting by 
SPP nodes.  CAL ISO supplies tools for forecasting. 

o Need better interfaces to interact with SPP portal in order to get 
the SPP information by inquiry 

o Digital Certificates 
 Other RTOs perform this service. 
 Can we do this for less than OATI or Verisign? 
 SPP will need a secure, trustworthy process.  SPP would 

be the certificate authority for the membership. Do the 
members want this? 
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9. Miscellaneous Ideas to Consider Pursuing Through the COE 
(Priority C) 
 

• Should the COE lead in Regional pandemic planning, which is 
beyond individual SPP Member planning?  Should we look to other 
local industries (Wal-Mart, etc) for ideas, too? How can large and 
small utilities get on the various state vaccine priority lists? 

• The SPP tariff is over 1100 pages.  Many of the SPP Membership 
desire that regular tariff education be made available.  Including in 
this education would be access to legal interpretations on tariff 
language proffered by SPP’s Washington DC counsel.  A start could 
be a Frequently Asked Questions (FAQ) data base.  The key areas are 
the aspects of tariff on market and reservation issues.  Some Members 
expressed frustration at seemingly receiving different answers on the 
same question. 

• Should the COE facilitate discovery of and dissemination of best 
practices?    

o If affirmative, then what areas should be first in this discovery 
effort?   

o How should the discovery effort proceed? 
o Resurrect an organization similar to the former Missouri Valley 

Electric Association to better facilitate the exchange of ideas 
within the region. 

o Have an available list of “experts” in various fields who are 
available to be contacted in order to tap their expertise 

• How do we transfer lessons learned such as the Empire District 
experience with the 2007 ice storm? 

o Is there value to instituting anything additional to the current 
mutual assistance program? 

o Do we need an SPP region wide crisis center for major events 
such as the 2007 ice storm? 

o How can utilities get wireless priority service status for 
emergencies? 

• Should SPP institute outage tracking on the EHV as was once done?  
Do we need this again for situational awareness requirements for 
NERC? 

• Should SPP facilitate standardization within the region as to 
(examples, not a complete list): 

o Standard transmission design, construction and materials, 
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o Standard market operations oriented software, or 
o Common EMS? 
o Standardization of transmission interconnection contracts 
o Standardization of ancillary services contracts 
o Standardization of all fundamental billing, accounting, 

metering, and scheduling information since all parties are 
relying on the same data base of information (central data 
repository). 

• Issue Management 
o Establish a searchable central “library of issues” on-line data 

base (for example): 
• Summary of key FERC electric utility actions 
• Summary of key DOE electric utility initiatives 
• EEI resource material 
• APPA resource material 
• NAESB electric utility initiatives 
• IRC activities 

o Develop a proactive public education program to provide a 
consistent and coordinated message for various local publics 
such as member boards of directors, local community print and 
radio, community influence groups, etc. 

• Customer Service 
o A number of interviewees had no clue as to the Customer 

Service (CS) function within the SPP.  They did not know their 
CS representative.  They did not know about how the CS 
process operates within the SPP.   Hence, there were a number 
of comments made about needing an “advocate,” 
“ombudsman,” internal representative to get expedited answers 
to tariff questions, transmission service requests, studies, etc. 

 An action item is in consideration to better communicate the CS 
role to the Membership. 
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10. Funding Initiatives 
 

 Registration with the U.S. Government as a Central Contractor as this 
is required to either work for the government as a contractor or to 
receive funds as a grantee. 

 Registration in progress 
 Utilize personal contacts within the Dept. of Energy 

 Partner with UALR and their relationship with Strategic Marketing 
Innovations (SMI), Inc., a Washington DC technical oriented, 
government relations group.  SMI aids in soliciting the US 
Government for grants.  The UALR Asst. Dean has offered access to 
these resources to learn how to apply for funds.  We are scheduled to 
have a substantive, detailed meeting with representatives from SMI in 
September when they come to Little Rock. 

• Research the possibility of receiving EPRI funding. 
 Visit established with KCPL tax manager to talk with the COE as to 

research dollars and tax advantages for investor owned utilities. 
• In the SPP Member interview process, a number of Members 

conceptually expressed openness toward SPP offering a tiered 
Membership rate based upon contracted for service levels for 
additional services through the COE.  The overwhelming preference is 
for SPP to offer additional services and charge via an appropriate, 
custom-like, Membership rate analogous to today as opposed to ala 
carte charges. 

• Research the possibility of funding sources through the National 
Science Foundation.  EEI leadership has contacts. 
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