
MINUTES NO. 55 

Southwest Power Pool 

STRATEGIC PLANNING COMMITTEE MEETING 

October 16, 2008 

Marriott Tulsa Southern Hills, Tulsa, OK 

 
•  M I N U T E S  •  

 

Agenda Item 1 – Administrative Items 

Richard Spring (KCPL) called the meeting to order at 8:00 A.M.   SPC members participating in person 
were Jim Eckelberger (Director); Harry Skilton (Director); Rob Janssen (Redbud); Ricky Bittle (AECC); 
Les Evans (KEPCo); Mel Perkins (OGE); Tim Woolley (Xcel); Mike Wise (GSEC); and Mike Palmer 
(EDE).  SPP Staff included Michael Desselle, Nick Brown, Carl Monroe and Les Dillahunty. Others guests 
participated in person or via phone (Attendance – Attachment 1). 

Mr. Spring referred to the January 17 and July 17, 2008 minutes and asked for additions or corrections or 
a motion for approval (Minutes 1/17/08 and 7/17/08 – Attachment 2).  Harry Skilton moved and Tim 
Woolley seconded approval of the minutes as presented.  The motion passed.     

Agenda Item 2 – Review Past Action Items 

Michael Desselle provided a review of past action items (Past Action Items – Attachment 3): 
• Approve the January 2008 meeting minutes  
• Expeditiously convene TOCTF to address a motion on the FERC Order regarding the Right 

of First Refusal (ROFR) 
• Revise the Strategic Plan and re-circulate to the SPC and then to broader stakeholder groups  

Agenda Item 3 – Consolidated Balancing Authority Update  

Carl Monroe provided a report on the activities of the Consolidated Balancing Authority Steering 
Committee.  The Steering Committee discussed their proposal at the Market and Operation Policy 
Committee (MOPC) meeting.  The MOPC considered a resolution from the steering committee to link the 
implementation of consolidating balancing authorities to the start-up of Day-Ahead markets.  The 
recommendation from the steering committee was for development costs to be incurred in the interim 
period but not included in the SPP Administrative Fee prior to 24 months of the Day 2 market start-up.  
The SPC discussed timing and scheduling concerns. There was discussion that the Steering Committee 
was trying to determine how to do a “BA-lite” approach.  Committee members expressed concern about 
the potential for throw away costs of such an approach and that the Steering Committee needed to 
coordinate its efforts with the Market Working Group (MWG).  Carl reported that the MOPC tasked the 
MWG to develop a schedule that would include the cost of BA consolidation by January 2009.  SPC 
Committee members also expressed concerns about needed state regulatory approvals.  It was noted 
that this issue could also be incorporated into the schedule.   

Agenda Item 4 – Future Markets Cost Benefit Analysis  

Roy True (ACES) provided a report on the efforts of the Future Market Cost/Benefit Task Force (Cost 
Benefit Analysis – Attachment 4).  Comments and suggestions were provided to Roy for consideration of 
the task force.  These comments and suggestions are expected to be included in a final report to be 
made to the MOPC, RSC and Board at the January meeting cycle.  Specifics for the task force to 
consider included: 

• The impact to future net benefits resulting from the lack of sufficient transmission expansion; 
• Assumptions/sensitivities regarding the amount of wind generation and its dispatchability; 
• Gas price sensitivities; 
• State by state benefit quantification; 
• Timelines and costs. 
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October 16, 2008 
 

Agenda Item 5 – Regulatory Update  

Carl Monroe provided an update on the integration of the Nebraska Utilities.  He noted that a transition 
plan is underway to fully integrate the utilities by April 1, 2009 and that some member facing issues will be 
taken to the Change Working Group.  Concerns were expressed by several participants about the 
transparency of the process to add the Nebraska utilities to the SPP membership.  Direction was given to 
staff to develop a process that would allow more transparency and interaction of the current SPP 
membership for the inclusion of future potential members. 
 
Les Dillahunty provided updates on the RSC and the CAWG.  Concurrent with the SPC meeting, FERC 
was conducting its Open Meeting.  SPC Committee members watched that proceeding as FERC 
approved the SPP cost allocation proposal to establish a process for including a balanced portfolio of 
economic upgrades in the transmission expansion plan and to recover the cost of those upgrades through 
a regional postage-stamp rate.  Mr. Dillahunty also provided an update on regulatory filings (Regulatory 
Filings – Attachment 5). 
 
Michael Desselle provided a status report on the progress of the FERC audits.   

Agenda Item 6 – President’s Report on Strategic Discussion - DR  

Nick Brown provided a preview of a topic he will address at the October Board meeting regarding the 
ability of retail aggregators and certain retail customers to become SPP market participants by bidding the 
loads as Demand Response.  He noted that FERC has ruled in other RTOs that such activity is not 
prohibited under Federal law.  He noted that one such customer has already visited SPP and announced 
its intention to become a market participant. Nick encouraged members to discuss this issue with their 
companies and welcomes any comments. 
 
Nick also provided a report on SPP’s future facilities needs and the fact that SPP had recently engaged a 
consultant to perform a needs assessment.  Based on the report, Staff has recommended to the Finance 
Committee the relocation of SPP administrative offices and the primary operations center. Maumelle 
would become the backup site. He reported that a building proposal will be presented to the Finance 
Committee in December and the Board of Directors in January.  Concerns about the economy and the 
potential impact to members were expressed.  

Agenda Item 7 – TOCTF Update 

Mel Perkins presented a final report of the TOCTF to address the Right of First Refusal (ROFR) issue that 
FERC in its Order issued July 11, 2008 required SPP to make a compliance filing (TOCTF Report – 
Attachment 6).  The TOCTF turned over their policy recommendation to the RTWG for the development 
of tariff language.  A policy issue arose during the course of TOCTF discussions which were unrelated to 
the FERC’s Order:  the ability of a Transmission Owner (TO) to assign an obligation to construct.  Staff 
was assigned to draft a “white-paper” on the issue and present their findings to the MOPC. Having 
completed their assignment, the TOCTF has been disbanded. 
 
In the course of discussion, it was noted that after a strategic direction has been set, a policy forum was 
needed to deal with other policy issues like those identified through the TOCTF process.  The Committee 
decided that the MOPC would be the appropriate forum for “policy” matters to be debated and decided.    

Agenda Item 8 – GAO Report Discussion 

Michael Desselle provided a summary of the recently released Government Accountability Office (GAO) 
report on FERC’s oversight of RTOs (GAO Report – Attachment 7).  

Agenda Item 9 – Strategic Plan Discussion 

Michael Desselle led a discussion regarding the Strategic Plan (Strategic Plan & Comments – Attachment 
8).  Revisions to the plan will be made and sent to the SPC and then to broader stakeholder groups with 
the expectation of approving the revised Plan in January. 
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Agenda Item 10 – Summary of Action Items 

• Send Roy True’s presentation to the SPC members 
• Add Les Dillahunty 3rd Quarter report to the minutes of this meeting 
• Michael Desselle to ask counsel if interventions would be allowed if FERC audit were to go to 

hearing 
• Circulate the revised Strategic Plan for comment  
• Notify MOPC that it is the policy forum for dealing with policy matters 
• SPP staff to develop a process to provide greater transparency for the addition of new members 

Agenda Item 11 – Future Meetings 

The 2009 Strategic Planning Committee meeting dates are: 
 

January 15 Dallas (Marriott Las Colinas) 
 
May 11-13 Lake DeGray 
 
July 16 Kansas City 
 
October 15 Tulsa 
 
 

Respectfully Submitted, 
 
 
Michael Desselle 
Secretary 
 
 
 



 

Southwest Power Pool, Inc. 
STRATEGIC PLANNING COMMITTEE MEETING 

October 16, 2008 
Marriott Tulsa Southern Hills, Tulsa, OK 

 
•  A G E N D A  •  

 
8 a.m. – 3 p.m. (CDT) 

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

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

3. Consolidated Balancing Authority Update............................................................................ Carl Monroe 

4. Future Markets Cost Benefit Analysis ....................................................................................... Roy True 

5. Regulatory Update................................................................................. Les Dillahunty/Michael Desselle 

a. CAWG Update 

b. Nebraska Integration 

c. Miscellaneous 

6. President’s Report Strategic Discussion – DR.......................................................................Nick Brown 

7. TOCTF Update ...................................................................................................................... Mel Perkins 

8. GAO Report Discussion ................................................................................................... Richard Spring 

9. Strategic Plan Discussion................................................................................................. Richard Spring 

10. Summary of Action Items ..............................................................................................Michael Desselle 

11. Future Meetings.............................................................................................................Michael Desselle 

January 15        TBA 

May 11-13         Lake DeGray 

July 16               Kansas City 

October 15        Tulsa 

 

 

 

Relationship-Based  •  Member-Driven  •  Independence Through Diversity 

Evolutionary vs. Revolutionary  •  Reliability & Economics Inseparable 
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MINUTES NO. 53 

 

Southwest Power Pool 

STRATEGIC PLANNING COMMITTEE MEETING 

January 17, 2008 

Embassy Suites Outdoor World, Grapevine, TX 

 
•  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); Tim Woolley (Xcel); Mel 
Perkins (OG&E); and Mike Palmer (EDE).  SPP Staff participating in person or by teleconference included 
Michael Desselle, Nick Brown, Bruce Rew, Stacy Duckett, Lanny Nickell, Les Dillahunty, Emily Pennel, 
Derek Wingfield and Laura Haywood.  Guests participating in person or by teleconference included; Tom 
Stuchlik (Westar); Ed Stoneburg (Trans-Elect); Carl Huslig (ITC Great Plains) and Jim Sorrels (AEP) 
(Attendance – Attachment 1).   

Richard Spring referred to the October 18, 2007 minutes and asked for additions or corrections or a 
motion for approval (Minutes 10/18/07 – Attachment 2).  Josh Martin 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 review of past actions items.   

Agenda Item 3 – Markets and Operations Policy Committee Update 

Lanny Nickell provided a report on the MOPC activities. 
 
Balancing Authority:   
Lanny also provided an update on efforts to consolidate SPP Balancing Authorities (Balancing Authority 
Presentation – Attachment 3).  After much discussion Lanny was advised to continue to develop the 
technical specifications for BA consolidation and further to communicate to the Future Markets Cost 
Benefit Task Force that they should include in their evaluations the cost and benefits of BA consolidation 
as an element of the future market costs/benefits. Separately, in the May/June time frame (in advance of 
the July Board meeting) when the BA consolidation technical specifications have been finalized, decisions 
and recommendations to the Board and membership would be made to move forward with BA  
consolidation on a contract service basis or on a “rolled-in” service basis.  

 
Transmission Ownership/Construction Task Force:   
Les Dillahunty provided the Transmission Ownership/Construction Task Force update (TOCTF Report – 
Attachment 4).  The group discussed the Draft White Paper as well as the final TOCTF recommendations 
included in the White Paper.  The discussion also focused on the timing and which groups would work to 
finalize the TOCTF recommendations.  It was decided that the MOPC was the appropriate committee to 
lead the effort and report back to the SPC on those efforts.  Staff will develop a strawman to include the 
“who/what/where and when” for consideration by the MOPC and SPC.  Mel Perkins moved that:  The 
SPC approve the TOCTF recommendations as presented. The staff is to prepare a strawman proposal for 
each recommendation and submit to the appropriate working group/s (including a proposed timeline) for 
further action with copy to the Chair of SPC.  Les Evans seconded the motion, which was approved.  The 
TOCTF is now disbanded. 
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Strategic Planning Committee 
January 17, 2008 

Agenda Item 4 – Strategic Plan Items 

Richard Spring led discussions on the status of several Strategic Plan items.   
• SPP Strategic Plan Status Report – (Strategic Plan Status – Attachment 5). 
 
• Communication/Education Strawman – Nick Brown discussed the need to assess what is 

expected of the SPP to accomplish the Strategic Plan item Communications/Education.  To gain 
some sense of direction in the development of a strawman proposal for this Strategic Plan item a 
matrix was developed to assess the SPC’s “market intelligence”.  A matrix survey was distributed 
to those present and it sought to assess two questions of the group:  Where is SPP today? and,  
Where should SPP be in the near future?  The group ranked items as to where SPP is today (T) 
or should be addressed in the future (S) (Communications Strategy Report & Summary – 
Attachment 6).   In summary, the survey responses indicated that SPP needs to increase its 
efforts in Communication/Education compared to where it is today for each constituency 
(Industry, Regulators, Legislators, Other Stakeholders, and the General Public) at least one level, 
and for certain constituencies two levels.  The results also indicated that SPP’s 
Communication/Education efforts should rise from the Active/Reactive level to the Proactive level 
for the Industry, Legislators and Other Stakeholders constituencies and to the integrated level for 
the Regulator and General Public constituencies.  Based on the group’s feedback, the SPP 
Communication Department will develop a strawman Communication/Education proposal for 
consideration by the SPC at its May retreat. 

  
• Contract Services Update – Bruce Rew provided a Contract Services update (Contract Services – 

Attachment 7).  Mr. Rew reviewed the Independent Coordinator of Transmission (ICT) for Entergy 
– Annual Performance Report and The ICT’s Report on Entergy’s Transmission System and 
Transmission Pricing.   The group decided that there should be future discussion on the risks of 
the ICT and that SPP should evaluate the LLC structure for contract service offerings to shield the 
Organization from risk.   

 
• Membership Development Update – Nick Brown reported on a series of recent meetings with 

potential new members and noted that SPP is optimistic regarding additional membership or 
contract services.  The majority of the potential new members seem to be interested in full 
membership or contract services with provision to transition into full membership. 

Agenda Item 5 – Discussion Item:  Process seeking member input on items of strategic 
importance 

Richard Spring led a discussion on seeking member input on items of strategic importance.  Several 
suggestions were identified during the discussion, including: retirement issues and exploring and 
accommodation of wind generation. A process to solicit input was discussed and finalized.  SPP staff will 
develop a strawman to be provided to the SPC for circulation via e-mail.  The SPC would finalize the 
strawman via e-mail and then Staff would distribute the proposed strawman to the MOPC/BOD/RSC and 
solicit their feedback.  The feedback would be assimilated for inclusion into the April BOD background 
material.  The Directors would discuss the strawman following the April Board meeting.  Staff will 
assemble all the feedback into a package for consideration at the SPC’s May retreat. 

Agenda Item 6 – Regulatory 

Les Dillahunty provided a report and status update of SPP regulatory affairs activities which included:  
external generation, Order 890A, ETI Cost/Benefit study to determine if Entergy Transmission Inc should 
be in SPP or SERC, FERC’s Queuing NOPR status, and the Cost Allocation Working Group (CAWG) 
economic upgrades cost allocation efforts (SPP Regulatory Summary – Attachment 8).  The CAWG will 
circulate a concepts paper for cost allocation for economic upgrades for projects at 345kV or higher using 
the portfolio approach and a region wide postage stamp approach.   
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Strategic Planning Committee 
January 17, 2008 

Agenda Item 7 – Summary of Action Items 

• Carry out Strategic Plan item feedback process. 
• Evaluate LLC structure for ICT/contract services. 
• Inform Future Markets Cost Benefit Task Force to include cost and benefits of BA Consolidation 

efforts as a component of the study 
• Staff to develop strawman for Communication/Education strategic plan item for inclusion and 

discussion at the SPC May retreat   

Agenda Item 8 – Future Meetings 

The remaining Strategic Planning Committee meeting dates for 2008 are: 
 

May 12 – 14 (Retreat) Lake DeGray, AR 
July 17 Kansas City 
October 16 Tulsa 

 
Respectfully Submitted, 
 
 
Michael Desselle 
Secretary 
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MINUTES NO. 54 

Southwest Power Pool 

STRATEGIC PLANNING COMMITTEE MEETING 

July 17, 2008 

Sheraton Overland Park Hotel, Overland Park, KS 

 
•  M I N U T E S  •  

 

Agenda Item 1 – Administrative Items 

Rickie Bittle (AECC) called the meeting to order at 8:00 A.M.   SPC members participating in person were 
Jim Eckelberger (Director); Harry Skilton (Director); Rob Janssen (Redbud); Ricky Bittle (AECC); Les 
Evans (KEPCo); and Mike Palmer (EDE).  SPP Staff included Michael Desselle, Lanny Nickell, Les 
Dillahunty and Bill Wylie. Others guests were in attendance with in person or via teleconference 
(Attendance – Attachment 1). 

Agenda Item 2 – Review Past Action Items 

Michael Desselle provided a review of past action items; 
• Carry out the Strategic Plan item feedback process; 
• Evaluate LLC structure for ICT/service contract; 
• Inform CBTF to include cost/benefits of BA Consolidation effort as a component of the study 
• Staff strawman for Communication/Education efforts endorsed by the SPC  

Agenda Item 3 – Markets and Operations Policy Committee  

Lanny Nickell provided a report on the MOPC activities.  The MOPC approved the following items: 
 

• PRR regarding business practices 
• Three Waivers: KPP, NTEC, and KEPCo 
• PRR 165 requiring registration of all generation, including “behind the meter” down to 10MW  
• Schedule 13 Tariff language regarding generation station power 
• Balanced Portfolio Tariff language 
• Reorganization Task Force recommendation 
• The TWG cancel notices to construct seven projects 
• Criteria 6.3 modifications to increase the total minimum daily contingency reserve 

requirement level 
• Criteria 11 to establish and maintain a regional reporting procedure 
• OG&E Woodward line 
• SPP/AECI settlement agreement which would require AECI to execute a Joint Operating 

Agreement with SPP as a condition of its certification in Docket No. 08-KMOE-COC 
• Combining Aggregate Studies 

 
The BPWG and the MWG are directed to implement a Notice to Construct whitepaper.   

Agenda Item 4 – Regulatory  

Les Dillahunty provided a regulatory update (Regulatory 2nd Quarter – Attachment 2): 
 
Contract Services 

• The Finance Committee approved the budget adjustment for the inclusion of additional ICT 
staffing and cost associated with increased Order 890 responsibilities.  The Staff will work 
with the committee to reduce immediate risk exposure and prepare for contract renewal 
limitation. 
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Strategic Planning Committee 
July 17, 2008 
 
 

• The Staff is working with Entergy, Cleco and Lafayette Utilities to address the transmission 
constraints in the Acadiana Load Pocket. 

 
• The MPSC has opened a docket to evaluate the five-year long-range needs for expansion of 

generation of electricity in Mississippi. 
 

• SPP ITO and E.On continue to negotiate for expanded 890 requirements 
 
AECI/KAMO Settlement 
A settlement was reached between SPP and AECI that provides:   

• Enhanced coordination with AECI on regional planning 
• Joint and Coordinated System Plan between AEIC and SPP beginning in 2010 
• A more definitive structure for cooperation in terms of Generator Interconnections and 

congestion 
• A dispute resolution process 
• Cost allocation issues will be resolved on a case by case basis 

 
The Agreement will be filed at FERC. 
 
RSC/CAWG 
With the completion of the Balanced Portfolio, the next step is policy direction for the EHV.  The CAWG 
will propose the development of a Policy Paper and report on the progress at the October RSC meeting. 
 
ETI 
The stakeholders met on June 20 in a continuing study as to whether the Entergy Texas area should 
become part of ERCOT or SPP.  This effort is divided into three areas:  market power analysis, 
transmission planning and production costs modeling, and retail open access.  Those interested in this 
topic may want to attend the September 4 meeting.  
 
Administrative Fee Filing 
A filing is necessary to increase the Schedule 1A administrative fee.  SPP held a pre-filing conference 
with FERC and are finalizing the filing.  It is hoped to have a decision prior to the budget approval at the 
October Board of Directors meeting. 
 
Attachment O, Transmission Planning Principles FERC Order 
On July 11, FERC issued its Order in response to SPP’s December 14 filing in compliance with the 
planning principles in Order 890.  SPP was required to address nine principles in the filing, which have 
been largely accepted.  Additional work is required in three areas:  comparability, regional participation, 
and SPP transmission owner local planning.   
 
Following discussion, Les Evens moved to convene the TOCTF to address the FERC July 11 Order on 
SPP’s Order 890 comparability Right of First Refusal (ROFR) issue.  The TOCTF is to make a 
recommendation by the July 28 Board of Directors meeting on whether to seek an extension.  The 
TOCTF is to develop recommendations and consider appropriate Tariff language to the SPC and the 
MOPC on how to deal with the ROFR issue.  The Staff is to facilitate recommendations and concurrently 
seek outside counsel advice.  The recommendation should convey intent of Tariff language to RTWG for 
their facilitation and completion of timely response to FERC.  Rob Janssen seconded the motion, which 
passed unanimously.   

Agenda Item 5 – Customer Response Task Force  

Bill Wylie provided an update on the Customer Response Task Force (CRTF) (CRTF Report - Attachment 
3).  WalMart is expected to address participation with SPP in the future especially if they do not attend the 
July workshop.   
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Strategic Planning Committee 
July 17, 2008 
 
Agenda Item 6 – EPRI Demonstration Project Funding 

Michael Desselle led a discussion on EPRI Demonstration Project Funding (EPRI Projects – Attachment 
4).  It was the consensus of the group to fund the Smart Grid Demo Project only and continue current 
funding of the EPRI research project of renewable energy and grid reliability impact and solutions. 

Agenda Item 7 – Strategic Plan Discussion 

Michael Desselle led a discussion regarding the Strategic Plan (Revised Strategic Plan & SPC Retreat 
Notes – Attachment 5).  Revisions to the plan will be made and sent to the SPC and then to broader 
stakeholder groups. 

Agenda Item 8– Summary of Action Items 

• Approve January 2008 meeting minutes 
• Expeditiously convene TOCTF to address a motion on the FERC Order regarding the ROFR 
• Revise the Strategic Plan and re-circulate to the SPC and then to broader stakeholder groups 

Agenda Item 9 – Future Meetings 

The remaining Strategic Planning Committee meeting dates for 2008 are: 
 

October 16 Tulsa 
 
Respectfully Submitted, 
 
 
Michael Desselle 
Secretary 
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Southwest Power Pool, Inc. 

STRATEGIC PLANNING COMMITTEE MEETING 
October 16, 2008 

Marriott Tulsa Southern Hills, Tulsa, OK 
 

•  A C T I O N  I T E M S  •  
 
 
1. Approve January 17, and July 17, 2008 meeting minutes. 

2. Expeditiously convene TOCTF to address a motion on the FERC Order regarding the ROFR. 

3. Revise the Strategic Plan and re-circulate to the SPC and then to broader stakeholder groups. 

Relationship-Based  •  Member-Driven  •  Independence Through Diversity 

Evolutionary vs. Revolutionary  •  Reliability & Economics Inseparable 
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SPP.org 1

Southwest Power Pool Cost Benefit 
Study for Future Market Design

Presentation to MOPC

Tulsa, OK   October 14-15, 2008
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SPP.org 3

Project Overview

Measure the cost and benefits of moving from the current SPP 
EIS market structure (“base case”), including implementation of 
the 2007 SPP Transmission Expansion Plan (STEP), to the market 
structures of the following Change Cases:

Change Case I – Day-Ahead Market with Unit Commitment Addition only 2009-
2016

Change Case IIA - Day-Ahead Market with Unit Commitment and Co-optimized 
Ancillary Service Market 2011-2016 (All Inclusive with FTR & TSRO Sensitivities)

Change Case IIB - Day-Ahead Market with Unit Commitment 2009, 2010 and All 
Inclusive 2011-2016 (FTR & TSRO Sensitivities)

Change Case IIC - Co-optimized Ancillary Service Market 2009, 2010 and All 
Inclusive 2011-2016 (FTR & TSRO Sensitivities)

Change Case III – Ancillary Service Market Addition only 2009 - 2016

Change Case IV – Simplified Day-Ahead Market with Unit Commitment 
(Qualitative analysis only)

SPP.org 4

Cost and Benefit Measures
• Quantify benefits of market changes using simulation model to compute 

Adjusted Production Cost (APC) for Base case and all Market change scenarios

APC = Generation Cost (Fuel, VOM, Emissions) + Purchase Cost – Sales 

Revenue

SPP in Total

Market Participants

State by State

Balancing Area

Estimate ranges of Market Change Implementation Costs

Hardware and software costs

Staff Training

Administrative Costs
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SPP.org 5

Total Net Benefit by Case

Case Description % Benefit Avg Yr Benefit ($M*)
Case I DAM Only 2.5% - 4.3% 140 - 225
Case II - FTR DAM & ASM / FTR 3.0% - 5.6% 160 - 290
Case II -TSRO DAM & ASM / TSRO 3.0% - 5.7% 160 - 295
Case III ASM Only .3% - .4% 15 - 20
*(2008 $, 6% Discount Rate)

Summary - Total SPP Net Benefit 2011 - 2016

Note:  All values may be different in the finalized 
written report

SPP.org 6

Market Design Net Benefit Observations

• Operational benefits far out weigh implementation costs

• Combining DAM and ASM has the greatest cost-benefit impact, 
producing significantly more benefit than implementing each market 
separately

• DAM allows more efficient utilization of coal and CC and reduces use of 
CTs and Steam Gas Turbines

• DAM benefit is approximately 10 times ASM; therefore, there is value to 
implementing DAM ahead of ASM if big bang is delayed

• FTR system is more costly to implement than TSRO system but does
not change net benefit at the SPP level (estimated about 10% more 
costly to implement an FTR system)
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SPP.org 7

SPP 2012 Average Load Hub Prices –
Comparison Base Case to Change Case II

Current EIS 
Market Prices

DAM & ASM 
Prices

Percent 
Change

CSWS - AEPW 112.80            90.30               19.9             
EDE 99.70              79.80               20.0             
GRDA 81.50              76.50               6.1               
KACY 76.60              70.90               7.4               
KCPL 73.30              71.10               3.0               
Mid-Kansas 72.90              68.40               6.2               
Midwest 79.30              69.80               12.0             
OKGE 94.10              85.30               9.4               
OMPA 95.00              85.50               10.0             
SECI 68.90              65.70               4.6               
SPS 103.10            87.00               15.6             
WEFC 111.50            88.50               20.6             
WRI 84.10              73.10               13.1             

$/MWh

SPP.org 8

SPP Generation Impact – Change in Generation 
between Current EIS to DAM/ASM Markets

Change Case IIA Generation Impact

(10,000.0)

(5,000.0)

-

5,000.0

10,000.0

15,000.0

2011 2012 2013 2014 2015 2016

G
W

H

Combined Cycle Combustion Tur ST Coal ST Gas

Page 181 of 343



5

SPP.org 9

General Observations Regarding ISO Costs 
• SPP Implementation and Ongoing Costs

Change Case I:  122.497 MM$

Change Case II:  138.646 – 176.815 MM$ depending on 
phase-in and financial configuration

Change Case III:  62.590 MM$

• Actual consulting dollars incurred by other ISOs generally 
have exceeded original estimates in transitioning markets

• Market trial costs and training were typically under 
estimated  

• Market start is often delayed

• Cost begin 2-3 years prior to market start-up

SPP.org 10

Base

Lo Hi Lo Hi Lo Hi Lo Hi

Total (1000's) 1500 3700 200 900 205 525 275 1100

SCADA (AGC) 600 2000 50 200 50 200

Unit Commitment1 300 600 0 100 50 100

Bid Strategy 200 300 50 200 50 100

ISO Communications 200 300 50 100 25 50

Settlement 100 300 50 200 25 50

FTR/TSRO Analysis2 100 200 0 100 5 25 175 350

(Training, Testing, 
etc)

SPP Change Case 
Adaption Costs

Note 1: Unit Commitment does not apply for Change Case III; Note 2: FTR/TSRO Analysis applies only to Change Case II

SPP - Market Participant Range of Costs

Ongoing Costs

100 750

Base

Systems Costs Personnel Costs

Initial Install Costs

Page 182 of 343



6

SPP.org 11

General Observations Regarding Members’ Costs

• Complexity of transactions was a key factor in 
determining market design costs for Members

• Difficult to obtain necessary information due to 
competitive nature of market trading strategies  

• Cost effort relied heavily on Ventyx market experience

• Options available to Members include self build 
infrastructure or outsource

• Market trials provide good opportunity to test systems and 
staff training and should be utilized

• Training of staff is typically under estimated and occurs 
too late in the schedule to maximize market trial 
experience 

SPP.org 12

Case IV Simplified Day Ahead Market – Qualitative Observations
• Advantages of a Simplified Day Ahead Market

Provides an incremental approach that reduces the cost and process disruption for Members 
while gaining some of the efficiencies in unit commitment

Allows Members to utilize existing systems for transmission reservations

Limited day ahead market features require less training and reduces the need for developing new 
processes 

• Drawbacks of Simplified Day Ahead Market

Uncertainty in predicting Member participation and economic benefit of a simplified day ahead 
market since no comparable market currently exists

Limited participation in bidding of generation and load may increase price volatility between DA 
and RT; incentive for parties other than Generator Owners and LSEs to participate

Lack of virtual bidding may limit the ability to hedge between day ahead and real time market 
leading to greater DA-RT price separation

Removal of Up-to-Congestion schedules from the day ahead market may create more exposure 
to congestion risk and reduce Member participation

Price volatility between DA and RT market may result in inefficient unit commitment decisions and 
increased risk for participants

Compared to a full-featured day ahead market, implementation costs are only marginally reduced 
while benefits may be significantly lower
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Wind Assumptions
• 4,270 MW of wind facilities modeled at most likely locations (nodes)

Moderate wind penetration assumption for consistency with transmission expansion plan 
and to avoid weighting the market design decision based on wind levels

Same wind schedules across Base Case and all Change Cases reduce cost 
differentials

Annual capacity factor 38.6%, varying monthly between 26% summer and 58% 
spring

Generic hourly wind patterns entered to reflect hourly wind variation but lack of intra-hour 
volatility modeling increases perceived market benefits

Each new wind facility assigned to an SPP Member, no new IPP wind

Wind given highest priority on transmission grid, i.e. wind curtailed as extreme last resort

SPP.org 14

Cost-Benefit Task Force current issues/outstanding tasks list
• There is a large increase in PPA/Wind during the 2011-2012 

transition – Identify source of increase

• Net Import from an external Balancing Authority appears high –
Identify reason for high Net Import

• There is a higher than average benefit for the 2009 study year –
Explain the benefit value for 2009

• Data to be reviewed and agreed as reasonable by the CBTF: 

Congestion information

MP Level benefits

TSRO versus FTR information

• CBTF/Ventyx to finalize written study report
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Next Steps

• CBTF & Ventyx shall complete all outstanding tasks by 
October 20th 

• Updated presentation will be sent to the RSC/BOD along 
with a final written report 

• The Market Working Group will review the final report 
and make a recommendation to the MOPC by the end of 
2008

SPP.org 16

Questions?
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Cost Benefit Task Force Contacts

Roy True, Chair
royt@acespower.com

Casey Cathey, Staff Secretary
ccathey@spp.org
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Significant Third Quarter 2008 
Regulatory Filings 

 
 
 

1. Approval of Membership Agreement Amendments & the First Set of Tariff 
Revisions to Allow Three Nebraska Utilities to Join SPP  

a. September 8, 2008 Special Meeting - SPP Board of Directors/Members 
Committee approved amendments to the SPP Membership Agreement to 
accommodate provisions of the Nebraska Public Power District (“NPPD”) 
and Omaha Public Power District (“OPPD”) as state power agencies and 
for Lincoln Energy System (“LES”) as a municipal utility to join SPP.   

b. The first of two sets of Tariff revisions necessary to allow the Nebraska 
entities to begin operation in SPP was also approved.  These revisions 
were filed with the Commission on September 30, 2008 (ER08-1601-
000). 

c. The second set of Tariff revisions is expected to be submitted for review 
and approval at the regularly scheduled October 2008 meetings of the 
Markets and Operations Policy Committee (“MOPC”) and the SPP Board 
of Directors/Members Committee.  

2. “Balanced Portfolio” of Economic Upgrades, Docket No. ER08-1419-000  
a. August 15, 2008 - After sixteen months of collaborative efforts by the 

Regional State Committee (“RSC”) and the Cost Allocation Working 
Group (“CAWG”), SPP filed amendments to the SPP Tariff to establish a 
process for including a “balanced portfolio” of economic upgrades into the 
SPP Transmission Expansion Plan (“STEP”) and a regional postage 
stamp rate design for recovery of the costs of such upgrades.   

b. SPP also proposes to amend the provisions relating to the treatment of 
upgrades that result in the deferral or displacement of other upgrades.  

c. An effective date of October 17, 2008 is requested.  
d. Four parties filed Comments, all of which expressed support for the 

balanced portfolio initiative.   
e. Commission action is expected at its October 16, 2008 Open Meeting.  

3. New Seams Agreement between SPP & AECI  
a. As the result of unanimous settlement agreement reached in KCC Docket 

No. 08-KMOE-028-COC, SPP and AECI executed a Joint Operating 
Agreement (“JOA”), which SPP filed with FERC on September 10, 2008 
(ER08-1516-000).  An effective date of August 12, 2008 is requested, and 
Commission action is forthcoming.  

b. The JOA replaces and supersedes a Transmission Coordination 
Agreement executed on August 19, 2004.  

c. AECI has agreed to continue working with SPP toward agreement on 
issues such as congestion management, transmission planning, and 
transmission project expansion cost allocation.  

d. AECI intervened in the FERC proceeding on September 22, 2008.  
e. Commission action would normally occur by mid-November. 

4. Combined Aggregate Study Filing – Attachment Z1, Docket No. ER08-1379-
000  

a. August 8, 2008 - SPP filed revised tariff revisions amending Attachment 
Z1 and other relevant provisions to pair aggregate study windows.   
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b. October 7, 2008 – FERC accepted SPP’s filing via letter order, effective 
August 9, 2008, as requested.  

5. External Generator Participation in SPP’s EIS Market, Docket Nos. ER08-
340-000, ER06-451-000 & ER07-1255-000  

a. April 21, 2008 - FERC accepted, subject to modification, SPP’s 
December 14, 2007 compliance filing proposing a revised plan to allow 
external resources to participate in SPP’s real-time Energy Imbalance 
Service (“EIS”) Market.   

b. An effective date of October 15, 2008 was granted; however, at SPP’s 
request, this effective date has been delayed to February 1, 2009, upon 
notice to the Commission.  

c. SPP submitted the required compliance flings on May 21, 2008 and 
September 23, 2008.  

6. Demand Response Status Report, Docket No. ER06-451-000  
a. August 13, 2008 - SPP filed an informational status report concerning its 

incorporation of demand-side resources into its EIS Market.   
7. SPP Bylaws Revisions related to the SPP Regional Entity Delegation 

Agreement, Docket No. ER08-1380-000  
a. August 8, 2008 - SPP submitted Bylaws revisions to incorporate the 

modifications that have been accepted by FERC in Docket Nos. RR07-6-
000 and 002, as well as the Bylaws revisions submitted by NERC in its 
July 21, 2008 filing in Docket No. RR07-6-004.  

b. October 6, 2008 -  FERC issued a letter order accepting in part and 
rejecting in part SPP’s filing.  

c. SPP’s compliance filing for corrections to SPP’s Bylaws is due November 
5, 2008.  

8. Attachment O Order 890 Planning & Compliance Issues, Docket No. OA08-
61-000 

a. July 11, 2008 - FERC issued an order conditionally accepting SPP’s filing 
of its Coordinated Regional Planning Process, Attachment O, in 
compliance with FERC’s Order 890.  FERC granted the requested 
effective date of December 14, 2007.  

b. A compliance filing is due February 6, 2009, as extended by FERC on 
September 12, 2008. 

9. FERC Order Accepting SPP’s Waiver Request on Order 890 Rollover 
Criteria, Docket No. OA08-60 

a. September 30, 2008 – FERC issued an order granting SPP's December 
14, 2007 request for a waiver of the applicability of the revised rollover 
policies for customers who submitted long-term transmission service 
requests before the initiation of SPP's October 1, 2007 open season. 

10. Administration Fee Cap Filing, Docket No. ER08-1338-000 
a. July 31, 2008 - SPP filed tariff revisions amending the cap on the 

Schedule 1-A Administrative Fee.  
b. September 18, 2008 - FERC issued an Order accepting SPP’s filing with 

an effective date of October 1, 2008, as requested.    
11. Three New Arkansas Dockets:  08-136-U, 08-137-U & 08-144-U  

a. September 25, 2008 – APSC initiated two new dockets:  
1. 08-136U  - to inquire into electric transmission issues within the 

areas served by the SPP RTO and Entergy as those issues might 
impact the electric service within Arkansas  
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a. SPP-RTO is to file a briefing document not less than 30 
days after the filing with FERC of the next quarterly report 
of the SPP-RTO as the ICT & should also include a 
briefing of the monthly activities of the SPP-RTO market 
monitor during 2008.  

2. 08-137-U - to consider innovative approaches to utility regulation 
in Arkansas to address the many challenges facing the electric 
and natural gas public utility industries  

a. Comments are due November 7, 2008.  
b. October 7, 2008 – APSC initiated Docket No. 08-144-U to explore the 

expanded development of Sustainable Energy Resources (“SER”) within 
the State of Arkansas with the end result being the development of a 
Sustainable Energy Resources Guide for the APSC to use in promoting 
SER initiatives.  

1. The first collaborative sessions will be the jointly-sponsored 
appearance of Duke Energy Chief Executive Officer Jim Rogers at 
the William Jefferson Clinton School of Public Service on October 
14, 2008.  

2. Comments on the Notice of Inquiry are due December 15, 2008. 
12. Turk Cases:  08-001-U, 08-002-U & 08-098-U 

a. Rebuttal testimony in these dockets is due October 17, 2008; SPP will be 
filing Jay Caspary’s Rebuttal Testimony October 14, 2008.   

b. Hearings will be held consecutively, beginning October 28, 2008 (08-002-
U, 08-001-U, and then 08-098-U).  

13. ITC/Prairie Wind Dockets:  08-ITCE-936-COC, 08-ITCE-937-COC, 08-ITCE-
938-COC & 08-PWTE-1022-COC  

a. September 2, 2008 – SPP was granted intervenor status. 
b. October 2, 2008 – KCC Staff issued its report and recommendation 

summarizing the issues the Commission will need to decide including 
factual questions that will need to be determined; proposing procedures 
to address these issues; and suggesting a schedule for resolving these 
dockets 

1. KCC Staff recommends that these dockets move forward in three 
phases: 

a. Phase 1a – Resolving the issues of Prairie Wind’s 
Application for a Limited Certificate 

b. Phase 1b – Resolving the issues of consolidating the ITC 
Dockets 

c. Phase 2 – Resolving the issue of who should receive a 
certificate for the proposed Wichita to Spearville Electric 
Circuit 

c. SPP’s Comments on the Staff Report and Recommendation are due 
October 17, 2008 pursuant to the KCC’s September 2, 2008 Order.   

1. SPP is in the process of preparing this filing.  
 



Report of the Transmission Ownership/Construction Task Force (“TOCTF”) 
To the Strategic Planning Committee 

Southwest Power Pool, Inc. 
October 9, 2008 

 
I. INTRODUCTION 
 

The TOCTF initiated this most recent effort in response to the Federal Energy 
Regulatory Commission’s (“Commission’s”) Order on Compliance Filing in Docket No. 
OA08-61, issued July 11, 2008, with regard to Southwest Power Pool’s Attachment O.  
More specifically, the Commission stated in relevant parts of paragraphs 40 and 41 of its 
order, the following:  

 
Here, we find that it is unclear whether SPP’s Attachment O creates a 
broad right of first refusal for existing SPP transmission owners.   
 

. . . . . . . 
 
The Commission believes that participation in the planning process may 
be discouraged if projects proposed by third-party transmission owners are 
subject to a potential, but unspecified right by existing transmission 
owners to undertake construction of such projects.  In addition, a broad 
right of first refusal may violate the Commission’s precedent. 
 

. . . . . . 
 
We note SPP’s intention to clarify the rights and obligations regarding 
construction of upgrades through its Transmission 
Ownership/Construction Task Force and its Regional Tariff Working 
Group.  We therefore direct SPP to clarify its Attachment O provisions 
regarding construction of upgrades proposed by third party transmission 
owners in a compliance filing to be submitted within 90 days.   

 
The TOCTF has undertaken extensive discussion on the implications of the 
Commission’s directive initiated by a conference call on July 24 and followed up by a 
meeting in Oklahoma City on August 12.  The TOCTF had three subsequent conference 
calls on:  August 22, September 8 and October 1. 
 
The words “construct” and “construction”, as used in this Report, refer to a broad 
function that includes responsibility for both ensuring that a project is built and 
owning/maintaining a facility after it is placed in service. 
 
II. BACKGROUND INFORMATION 
 
During these meetings and conference calls, the TOCTF has considered the following 
information: 
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1. A legal memorandum prepared by Wright & Talisman providing a legal 

analysis of the Commission’s Order and the Commission’s precedent on 
the right of first refusal issue.  See Memorandum attached as Attachment 
A. 

2. A brief summary of construction policies of other RTOs and ISOs. 
3. The prior work done by this TOCTF, contained in its Reports dated 

October 18, 2007 and January 14, 2008. 
 
III. CONSENSUS CONCLUSIONS 
 
In its discussions, the TOCTF has come to the following consensus conclusions: 
 

1. While FERC did not find SPP’s Attachment O inadequate in that it only 
directed SPP to clarify its Attachment O provisions regarding construction 
of upgrades proposed by third parties, it did suggest that a broad right of 
first refusal may violate the Commission’s precedent. 

 
2. FERC’s concern related primarily to economic projects in that the portion 

of the Order relevant to this issue was directed to projects proposed by 
third party transmission owners. 

 
3. Since it is the planning process that is under consideration, the focus of the 

present discussion is new Network Upgrades.  This process shall not 
address rebuilding existing transmission facilities. 

 
4. Under SPP’s existing legacy language, Transmission Owners have an 

obligation to construct all approved Network Upgrades, both reliability 
and economic, inasmuch as the legacy language makes no distinction 
between reliability and economic upgrades in imposing the obligation to 
build. 

 
5. The process for review and approval of all Network Upgrades shall not 

change.  All projects shall be reviewed in accordance with and meet 
NERC, SPP and the local Transmission Owner’s criteria and shall be 
funded in accordance with the SPP OATT, FERC and/or state cost 
recovery mechanisms. 

 
6. Under SPP’s existing legacy language in its Attachment O, a Transmission 

Owner does not have the ability to stop a project but potentially has the 
ability to delay a project.  Therefore, there is a need for clarity that the 
project will be built timely. 

 
7. Each Transmission Owner with an obligation to construct transmission 

facilities pursuant to the SPP Membership Agreement after designation by 
SPP to construct a project is obligated to ensure that the project is 
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constructed and shall have a concomitant recognition of the right to be 
compensated for such facilities. 

 
8. An obligation of a Transmission Owner to construct transmission facilities 

must carry with it the first right to be notified to construct. 
 

9. A broad right of first refusal can be remedied by imposing certain limiting 
conditions on it, including an obligation to construct, a time limit on the 
right, specified qualifications for third party transmission owners and a 
selection process. 

 
IV. ISSUES 
 
1. Obligation to Construct: The primary issue is the extent to which the 
obligation of the Transmission Owners to construct transmission facilities as expressed in 
the SPP Membership Agreement should include an obligation on SPP’s part to provide 
the Transmission Owners the first notice and opportunity to construct facilities to be 
incorporated into their transmission systems. 
 

PRO: Those in favor of the proposition that SPP should have an obligation to 
first notify Transmission Owners and provide them the first opportunity to 
construct state that a Transmission Owner’s obligations under the SPP 
Membership Agreement and Tariff require it to build, maintain, and operate 
reliable and safe facilities that meet all applicable standards and to stand ready to 
construct any and all facilities as directed by SPP in accordance with the Tariff.  
In addition, principles of economic equity dictate that the obligation to construct 
should include the opportunity to construct the more valuable facilities along with 
the less valuable facilities.  A completely open process could result in third party 
entities having the opportunity to construct only the economically advantageous 
facilities, leaving the Transmission Owners the obligation to build only the less 
economically valuable facilities. 
 

Six members supported the PRO position. 
 
CON: Those opposed to the proposition that SPP should grant Transmission 
Owners the first opportunity to construct state system reliability can be assured as 
long as qualified entities are selected to construct, own and operate the facilities 
and to supervise such activities.  Further, granting Transmission Owners the first 
opportunity to construct does not encourage third parties to come forward with 
proposals or construct transmission facilities as suggested by the FERC. 
 
 One member supported the CON position. 

 
2. Right to Participate: Some members propose that SPP’s tariff be modified to 
incorporate a “Right to Participate,” stating that the present legacy language indicates that 
in the event a Network Upgrade forms a connection between facilities owned by two 
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different Transmission Owners, only those two Transmission Owners would be 
designated to construct the Network Upgrade.  A “Right to Participate” would allow the 
Transmission Owners that have the certified retail territory that the Network Upgrade 
transverses to be allowed to participate or build the portion of the Network Upgrade that 
is in their territory. 
 

PRO: The proponents of the “Right to Participate” state that incorporating such a 
right into the SPP Tariff would greatly expand the community of entities that 
would be allowed to participate in the construction of a Network Upgrade, 
encouraging greater participation in the planning process.  The parties with the 
“Right to Participate,” being those with established territories have a keen interest 
to protect in serving their customers. 
 
 One member supported the Pro position. 
 
CON: Those who oppose the “Right to Participate” concept state that there is a 
potential for the right to violate state laws.  In addition, dividing the right to 
construct among a multitude of retail providers would introduce complexities into 
the process that would prevent transmission facilities from being built and would 
reduce efficiency in the operation and maintenance of the system.  Finally, others 
observe that such a right, without a concomitant obligation to construct, could 
potentially impact system reliability and economic equity between the parties in 
the projects they construct. 
 
 Six members supported the Con position. 

 
3. Assignment of Obligation to Construct:  The existing Attachment O states in part:  
“A designated provider for a project can elect to arrange for another entity or another 
existing Transmission Owner to build and/or own the project in their place.”  See also 
Section 3.3(c) of the SPP Membership Agreement.  Some members of the TOCTF 
suggest that this language be removed from Attachment O. 
 

PRO: Those in favor of the removal of the language state that this language 
gives a Transmission Owner the right to assign its obligation to construct 
transmission facilities.  In order to maintain the reliability of the system it is 
imperative that an existing Transmission Owner not be released from its 
obligation to construct transmission facilities.  There must be an entity that in the 
final analysis has the obligation to construct. 
 
 One member supported the Pro position. 
 
CON: Those in favor of maintaining the present language counter that the 
language does not give the Transmission Owner the right to assign and be 
released from the obligation to construct, but merely the ability to arrange to have 
another entity build and own a project.  The present language defines the 
relationship between SPP and its Transmission Owners and does not impinge on 
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existing law.  The language should not be removed and so imply that a 
Transmission Owner can not subcontract a project.  Rather, the question of when 
a utility can sell or assign its assets to another entity is a matter of state and 
federal law and should be left to the controlling state and federal law. 
 
 Six members supported the Con position. 

 
V. PRINCIPLES 
 
 After due consideration, the TOCTF highlights the following principles for the 
SPC’s consideration: 
 

• Time Limitation. A Transmission Owner shall have 90 days in which to 
respond to SPP’s designation to construct.  The Notice to Construct is a sufficient 
“trigger” to initiate the 90 day time period.   

 
• Selection Process.  If a Transmission Owner fails to accept the project and the 

project schedule within the time limitation, SPP shall enter into a selection 
process to select an alternate builder.  The selection process must be developed. 

 
• Qualifications of the Party Selected to Construct.  There are three qualifications 

which must be explicitly required by SPP in the selection process.  Any party 
selected to construct a project must: (1) have authority to construct, own and 
operate facilities pursuant to state law, (2) satisfy certain minimum 
creditworthiness requirements of SPP, and (3) sign the SPP Membership 
Agreement as a Transmission Owner.  Other qualifications regarding technical, 
financial and managerial capabilities may also be required. 

 
 

• Transmission Owners’ Continuing Obligations.  In the event the selection process 
fails, SPP shall return to the Transmission Owner that has the obligation to 
construct the project and enforce the Transmission Owner’s obligation to ensure 
that the project is completed within a reasonable time and under reasonable 
conditions. 

 
• Revenue Recovery. The costs of all Network Upgrades are covered by some 

rate mechanism of the SPP OATT.  Therefore, third party construction costs must 
be proposed to be included in the tariff in some manner.  SPP will make a 
ministerial section 205 filing indicating how the cost recovery should be handled.  
The third party transmission owner must justify its revenue requirement. 

 
• Delay in Construction. SPP shall have the authority as defined in its 

business practices to determine if there is a sufficient delay in the construction 
schedule to justify withdrawing a project from a Transmission Owner and select 
another entity to construct the project. 
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• New Transmission Owners’ Rights and Obligations.  An owner of transmission 
facilities may at any time elect to sign the SPP Membership Agreement as a 
Transmission Owner and assume the rights and obligations of a Transmission 
Owner under the Membership Agreement, including the right and obligation to 
construct any future SPP-approved project to be connected to its transmission 
facilities. 
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Report of the Transmission Report of the Transmission 
Ownership/Construction Task Force (Ownership/Construction Task Force (““TOCTFTOCTF””))

toto the Strategic Planning Committeethe Strategic Planning Committee
Southwest Power Pool, Inc.Southwest Power Pool, Inc.

ThursdayThursday
October 16October 16

www.spp.org 2

FERC’s Order on Compliance Filing, Docket No. OA08-
61, issued July 11, 2008, P 40, 41.*

Here, we find that it is unclear whether SPP’s Attachment O creates a broad right 
of first refusal for existing SPP transmission owners.

. . . . . . .
The Commission believes that participation in the planning process may be 
discouraged if projects proposed by third-party transmission owners are subject 
to a potential, but unspecified right by existing transmission owners to undertake 
construction of such projects.  In addition, a broad right of first refusal may 
violate the Commission’s precedent.

. . . . . .
We note SPP’s intention to clarify the rights and obligations regarding 
construction of upgrades through its Transmission Ownership/Construction Task 
Force and its Regional Tariff Working Group.  We therefore direct SPP to clarify 
its Attachment O provisions regarding construction of upgrades proposed by 
third party transmission owners in a compliance filing to be submitted within 90 
days. 

* This report addresses this one discrete issue raised in the subject order.  It does 
not address other issues raised therein, such as the issue of demand response.
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Positions Taken by the TOCTF

• The existing Section IX of Attachment O 
refers to all transmission projects included in 
the STEP, including projects that are 
proposed by third party transmission 
owners.  

• However, Attachment O does not create a 
broad right of first refusal for existing 
Transmission Owners. 

www.spp.org 4

Seven Principles Proposed By The TOCTF

1. Time Limitation. A Transmission Owner shall have 90 days in 
which to respond to SPP’s designation to construct.

2. Selection Process.  If a Transmission Owner fails to accept a project, 
SPP shall enter into a selection process.  The selection process must be 
developed.

3. Qualifications of a Party Selected to Construct.  Any party selected to 
construct a project must: (1) have authority to construct, own and 
operate facilities pursuant to state law, (2) satisfy certain minimum 
creditworthiness requirements of SPP, and (3) sign the SPP 
Membership Agreement as a Transmission Owner as appropriate.  
Other qualifications may also be required.

4. Transmission Owners’ Continuing Obligations.  The Transmission 
Owner retains the obligation to ensure that the project is completed 
within a reasonable time and under reasonable conditions if the 
selection of an alternative fails.
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Seven Principles Proposed By The TOCTF 
(cont.)

5. Revenue Recovery. SPP will make a ministerial section 205 filing on 
cost recovery.  A third party transmission owner must justify its revenue 
requirement.

6. Delay in Construction. SPP shall have the authority to withdraw a 
project from a Transmission Owner and enter into a selection process 
due to a delay by a Transmission Owner.

7. New Transmission Owners’ Rights and Obligations.  An owner of 
transmission facilities may at any time elect to sign the SPP Membership 
Agreement as a Transmission Owner and assume the rights and 
obligations of a Transmission Owner under the Membership Agreement, 
including the right and obligation to construct any future SPP-approved 
project to be connected to its transmission facilities.

www.spp.org 6

Three Issues Identified by the TOCTF

1. Obligation to be First Notified. To what extent should the 
obligation of the Transmission Owners to construct 
transmission facilities include SPP’s obligation to provide the 
Transmission Owner the first notice and opportunity to 
construct facilities?

2. Right to Participate. A “Right to Participate” would 
allow the Transmission Owner that has a certified retail 
territory that the project transverses to build the project in its 
territory. 

3. Assignment of Obligation to Construct.  Attachment O states, 
in part:  “A designated provider for a project can elect to 
arrange for another entity or another existing Transmission 
Owner to build and/or own the project in their place.” Should 
this language be removed?
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First Issue

Obligation to be First Notified. To what extent should the obligation of 
the Transmission Owners to construct transmission facilities include 
SPP’s obligation to provide the Transmission Owner the first notice and 
opportunity to construct facilities?

Pro: The SPP Membership Agreement requires Transmission 
Owners to stand ready to construct any and all facilities as directed by 
SPP in accordance with the Tariff.  It is appropriate that they be given 
first notice of the requirement to build.  (6)

Con: Granting Transmission Owners the first opportunity to 
construct does not encourage third parties to come forward with 
proposals or construct transmission facilities as suggested by the FERC. 
(1)

www.spp.org 8

Second Issue

Right to Participate. A “Right to Participate” would allow the 
Transmission Owner that has a certified retail territory that the 
project transverses to build the project in its territory.

Pro: This would expand the community of entities with a right 
to construct facilities and give those with established territories the 
ability to protect the interests of the customers they serve.  (1)

Con: Such a right could violate state laws and add confusion to 
the construction process as well as the operation and maintenance of 
the transmission system.  (6)
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Third Issue
Assignment of Obligation to Construct.  Attachment O states, in part:  “A 

designated provider for a project can elect to arrange for another 
entity or another existing Transmission Owner to build and/or own 
the project in their place.” Should this language be removed?

Pro: This language gives a Transmission Owner the right to 
assign its obligation to construct transmission facilities.  In order to 
maintain the reliability of the system, it is imperative that an existing 
Transmission Owner not be released from its obligation to construct 
transmission facilities.  (1)

Con: The language does not relieve the Transmission Owner of 
the obligation to construct.  The language should not be removed and 
so imply that a Transmission Owner can not subcontract a project.  
The question of when a utility can sell or assign its assets to another 
entity is a matter of state and federal law and should be left to the 
controlling state and federal law. (6)

www.spp.org 10

Questions?
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      October   , 2008 
 
 
Kimberly D. Bose 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E.  
Washington, D.C. 20426 
 

Re: Southwest Power Pool, Inc., Docket No. OA08-61- 
Compliance Filing Clarifying Attachment O Provisions Regarding 
Construction of Upgrades. 

 
Dear Secretary Bose: 
 

Pursuant to section 206 of the Federal Power Act ("FPA"), 16 U.S.C. § 824e, and 
in compliance with the Federal Energy Regulatory Commission’s (“FERC’s” or 
“Commission’s”) Order on Compliance Filing, Southwest Power Pool, Inc. (“SPP”) files 
a clarification and explanation of its _______________. 
 

I. Background 
 

A. Description of SPP 
 

SPP is a Commission-approved Regional Transmission Organization (“RTO”).  It is 
an Arkansas non-profit corporation with its principle place of business in Little Rock, 
Arkansas.  SPP currently has 50 members, serving more than 4 million customers in a 
255,000 square-mile area covering all or part of eight states.  SPP's members include 12 
investor-owned utilities, 8 municipal systems, 11 generation and transmission 
cooperatives, 2 state authorities, 4 independent power producers, 11 power marketers, 
and 2 independent transmission companies. 

 
B. Order on Compliance Filing 

 
Provide a brief discussion of the Order on Compliance Filing and its 
directives.  [Note – This filing addresses only one discrete issue raised 
by the FERC Order on Compliance Filing related to the construction 
provisions in SPP’s Attachment O.  It does not address other issues 
raised in the Order, such as Demand Response issues.] 

 
C. SPP Stakeholder Process. 

 
SPC/TOCTF Process 
RTWG Process 
MOPC Approval 
Board of Directors Action 
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For presentation to the Strategic Planning Committee, October 16, 2008. 

Conclusion that the issue has been vetted through the stakeholder process 
 
 

 
II. Description and Justification of SPP’s Clarification. 

 
A. Clarification. 

 
• The existing Section IX refers to all transmission projects included in the STEP, 

including projects that are proposed by third party transmission owners.   
 
• However, SPP’s position is that its Attachment O does not create a broad right of 

first refusal for existing transmission owners.   
 
• SPP does recognize that the process lacks detail regarding the processes and 

standards SPP will utilize in selecting third party transmission owners.  Therefore, 
it is SPP’s intention [to further clarify its processes and standards for selecting 
third party transmission owners.  Such processes and standards shall include:  
some or all of the seven principles in the TOCTF Report.] 

 
• SPP proposes to [make these changes to its OATT within ______ days of the 

Commission’s acceptance of this compliance filing OR make these processes and 
standards part of its business practices]. 

 
B. Justification 

 
• The obligation to construct is founded historically upon the obligation of a 

utility’s obligation to serve, but more importantly to this discussion it is founded 
upon the obligation of contract, the SPP Membership Agreement. This makes 
development of the transmission system the most certain.  

 
• Further, the right to construct transmission facilities is greatly impacted by state 

law.   
 
• SPP also recognizes that, in the event such signatories do not fulfill their 

obligations in a timely manner, SPP may seek other remedies.   
 
• There are still significant details to be worked out regarding such a selection 

process. 
 
 
 

III. Additional Information 
 
A. Information Required by Section 35.13 of the Commission’s 
Regulations, 18 C.F.R. § 35.13: 
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What GAO Recommends  

GAO recommends that FERC 
develop an approach for regularly 
reviewing RTO budgets and annual 
financial reports, and develop and 
report on standardized measures 
that track RTOs’ performance. 
FERC generally agreed with our 
report and recommendations. 

In 1999, as a part of federal efforts 
to restructure the electricity 
industry, the Federal Energy 
Regulatory Commission (FERC) 
began encouraging the voluntary 
formation of Regional 
Transmission Organizations 
(RTO)—independent entities to 
manage regional networks of 
electric transmission lines. FERC 
oversees six RTOs that cover part 
or all of 35 states and D.C. and 
serve over half of U.S. electricity 
demand. As electricity prices 
increase, stakeholders—
organizations and individuals with 
financial and regulatory interest in 
the electricity industry—have 
voiced concerns about RTO 
benefits and how RTO expenses 
and decisions influence electricity 
prices. 
 
GAO was asked to review (1) RTO 
expenses and key investments in 
property, plant, and equipment 
from 2002 to 2006, the most current 
data available; (2) how RTOs and 
FERC review RTO expenses and 
decisions that may affect electricity 
prices; and (3) the extent to which 
there is consensus about RTO 
benefits. To do so, GAO reviewed 
documentation and data and spoke 
with FERC officials and experts. 

N
S

TO expenses and investments in property, plant, and equipment vary, 
epending on the size of the RTO and its functions.  Expenses for the six 
TOs FERC oversees totaled $4.8 billion from 2002 to 2006, and property, 
lant, and equipment investments totaled $1.6 billion as of December 2006. 

TOs and FERC rely on stakeholder participation to identify and resolve 
oncerns about RTO expenses and decisions that affect electricity prices, 
uch as decisions about reliability and whether to develop markets for 
lectricity and other services. The stakeholders GAO spoke with in two RTO 
egions value the opportunity for input but have concerns about the resources 
nd information required to participate.  Moreover, although regular review of 
TO budgets could help FERC with its responsibility to ensure RTO rates 

emain just and reasonable or determine if a new rate proceeding is needed, 
ERC’s review of RTO budgets varies. Furthermore, while FERC requires 
TOs to report actual expenses annually, it does not regularly review this 

nformation for accuracy or reasonableness and is at risk of using and 
roviding to the public inaccurate and incomplete information. 

ERC officials, industry participants, and experts lack consensus on whether 
TOs have brought benefits to their regions.  Many agree that RTOs have 

mproved the management of the transmission grid and improved generator 
ccess to it; however, there is no consensus about whether RTO markets 
rovide benefits to consumers or how they have influenced consumer 
lectricity prices. FERC officials believe RTOs have resulted in benefits; 
owever, FERC has not conducted an empirical analysis of RTO performance 
r developed a comprehensive set of publicly available, standardized 
easures to evaluate such performance.  Without such measures, FERC will 

emain unable to demonstrate the extent to which RTOs provide consumers 
nd others with benefits—information that could aid FERC in its evaluation of 
ts decision to encourage the creation of RTOs and help address divisions 
bout which benefits RTOs have provided. 
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ote: FERC regulates California ISO, ISO New England, Midwest ISO, New York ISO, PJM, and 
outhwest Power Pool but does not regulate the Electric Reliability Council of Texas. 
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United States Government Accountability Office

Washington, DC 20548 

  

September 22, 2008 

The Honorable Joseph I. Lieberman 
Chairman 
The Honorable Susan M. Collins 
Ranking Member 
Committee on Homeland Security and  
    Governmental Affairs 
United States Senate 

The efficient and reliable operation of the electricity industry is critical to 
the health of the U.S. economy and well-being of Americans. Residential 
consumers rely on electricity to power their households, and electricity is 
a key input for businesses that produce trillions of dollars in products and 
services. Consumer expenditures for electricity amounted to $343 billion 
in 2007, the most recent year for which annual data were available. After 
declining in the late 1990s, retail electricity prices rose to an average of 
nearly 9 cents per kilowatt hour (KWh) in 2006, an almost 9 percent 
increase from 2005 and the largest annual increase since 1982. Prices 
surpassed 9 cents per KWh in 2007, and a number of experts anticipate 
continued price increases in coming years. These rising prices have 
spurred some to question whether federal policies to introduce 
competition into electricity markets and new entities to facilitate that 
change—referred to in this report as wholesale restructuring—have 
brought improvements or whether they themselves are responsible for 
rising prices. 

For many years, the electricity industry has consisted of regional 
monopolies that were regulated by states—generally through state utility 
commissions—and the federal government—through the Federal Energy 
Regulatory Commission (FERC).1 During the 1990s, efforts were made to 
transform the electricity industry from one characterized by monopoly 
utilities that provided local consumers with electricity at regulated rates to 
one in which companies compete to sell electricity to customers at prices 

                                                                                                                                    
1FERC oversees wholesale electricity sales and interstate transmission of electricity by 
privately owned utilities, among other things. 
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that are determined under more competitive conditions.2 This 
restructuring took place in response to statutory and regulatory changes at 
the federal level and in many states. The overall goal of this broad 
restructuring was to increase competition in wholesale markets—where 
power is bought and sold by utilities and other resellers—and retail 
markets—where power is sold to the ultimate consumer—with the goal of 
giving electricity consumers benefits such as lower prices and access to a 
wider array of retail services. Many stakeholders—organizations and 
individuals with financial and regulatory interest in the electricity industry, 
including consumer advocacy groups, owners of generation and 
transmission resources, and others—are interested in whether 
restructuring has achieved its goals, and how it may have affected prices 
that consumers pay. 

In 1999, as a part of the wholesale restructuring effort, FERC began 
encouraging the voluntary formation of Regional Transmission 
Organizations (RTO)—independent entities to manage regional networks 
of electric transmission lines, called the grid, and give market participants, 
such as owners of power plants and other sellers of electricity, 
nondiscriminatory access to these lines.3 To form an RTO, owners of 
transmission lines voluntarily agree to turn over operational authority––
but not ownership––of their lines to the RTO. FERC encouraged the 
formation of RTOs to, among other things, improve the pricing of 
transmission service and ease the entry of new generators, thus promoting 
efficiency in wholesale electricity markets and ensuring consumers pay 
the lowest possible price for reliable service. As part of its evaluation of 
whether to create RTOs, FERC estimated that RTOs could provide 
significant benefits such as enhanced electric reliability, improved 

                                                                                                                                    
2Consumers often pay a combination of electricity rates and prices. Rates are generally 
approved by regulators and set to recover the cost of providing a service plus a rate of 
return. Transmission and distribution expenses, for example, remain regulated and are 
recovered through rates charged to customers. In contrast, prices for generation are 
market-based—determined based on the interaction of supply and demand. More 
specifically, after wholesale restructuring, prices for many sales of wholesale electricity 
began being determined in organized markets. These prices are passed on to final 
consumers, unless the state regulatory commission in a nonretail choice state finds a 
wholesale purchase imprudent. (Wholesale sales also occur bilaterally, and some utilities 
generate their own power to sell at retail.)  

3In 1996, prior to its RTO policy, FERC called for the creation of Independent System 
Operators (ISO). ISO and RTO characteristics are similar, and in many cases, FERC uses 
the terms interchangeably. However, RTOs are intended to cover a large region and, in 
practice, tend to be multistate. In this report, we will use the term “RTO” to refer to both 
RTOs and ISOs. 
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efficiencies in the management of electricity transmission, and lower 
electricity prices for consumers, among others. FERC estimated the 
benefits of RTOs to be at least $2.4 billion annually, due to cost savings 
from the improved operational efficiency of generators, easier access to 
transmission service, and other factors. 

To date, seven RTOs have developed across the United States, covering 
part or all of 35 states and the District of Columbia and serving over half of 
U.S. demand.4 These RTOs vary in the amount of electricity transmission 
they manage and the size of territory they serve. Their functions generally 
include administering electricity transmission, managing and monitoring 
the competitiveness of wholesale markets for electricity and other 
services, and planning for long-term reliability. 

In parts of the United States with RTOs, wholesale electricity prices are 
related to decisions RTOs make about system reliability, transmission 
planning and how to design markets that establish prices for electricity and 
other services, as well as the operational and investment expenses of RTOs 
that are recovered through FERC-approved rates. The prices consumers 
ultimately pay for electricity are affected by the wholesale price, as well as a 
number of decisions made by regulators about transmission and distribution, 
among other things, and by the price of fuel used to generate electricity. 
FERC has statutory responsibility to ensure that prices in wholesale 
electricity markets—including those administered by RTOs—are “just and 
reasonable” and not “unduly discriminatory or preferential.”5 To do so, it 
reviews and approves RTO market rules and monitors the competitiveness of 
RTO markets. FERC is also responsible for ensuring the rates RTOs charge 
customers to recover expenses—capital expenses, such as software needed 
to administer electricity markets, and operational expenses, such as salaries 
and benefits—are just and reasonable. To do so, FERC conducts formal rate 
proceedings in which it considers information about proposed RTO expenses 
and comments from interested parties, though the proceedings may not occur 
annually. In certain circumstances, it may also consider other sources of 

                                                                                                                                    
4FERC has approved four RTOs: ISO New England, Midwest ISO, PJM Interconnection (in 
the Mid-Atlantic and parts of the Midwestern United States), and Southwest Power Pool. It 
has approved two Independent System Operators: California ISO and New York ISO, 
which, as noted previously, will be referred to as RTOs in this report. The Electric 
Reliability Council of Texas, an Independent System Operator, is primarily regulated by the 
Public Utility Commission of Texas.  

5This authority is granted under Section 205 and 206 of the Federal Power Act, 16 U.S.C. §§ 
824d-824e. 
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information on RTO expenses, including budgets RTOs develop annually that 
contain information on proposed expenses and an annual financial report—
the FERC Form No. 1—that contains information on actual RTO expenses. If 
necessary, such as when facts are in dispute, FERC may hold a trial-type 
evidentiary hearing before an administrative law judge before determining the 
rates for an RTO. Stakeholders also play a role in reviewing RTO expenses 
and decisions that affect electricity prices by providing comments to the 
RTOs and FERC. 

A number of industry participants have voiced concerns about how RTO 
expenses and decisions influence electricity prices and whether RTO costs 
outweigh their benefits. Generally speaking, RTO expenses are small 
compared to wholesale electricity prices. For example, ISO New England’s 
non-inflation-adjusted expenses were 87 cents per megawatt hour (MWh) in 
2006; its average wholesale electricity price was $62.74 per MWh that same 
year. Because of the potential for RTO markets to influence wholesale, and 
ultimately consumer, prices, some of consumers’ most significant concerns 
relate to RTO decisions about developing and operating markets for 
electricity and other services. Experts from industry and the academic 
community have begun to evaluate these issues, as well as the broader effects 
of restructuring. In this context, this report provides information about the 
steps FERC officials and other experts have taken to analyze RTO expenses 
and benefits. Specifically, this report provides information on (1) RTO 
expenses from 2002 to 2006 and key investments in property, plant, and 
equipment; (2) how RTOs and FERC review RTO expenses and decisions that 
may affect electricity prices; and (3) the extent to which there is consensus 
about whether RTOs have provided benefits to consumers. 

To determine the total expenses incurred by RTOs from 2002 to 2006, the 
most current year for which data were available when we began our review, 
and their key investments in property, plant, and equipment, we reviewed 
independent public auditor reports over this period, as well as information 
the RTOs reported on their full-time-equivalent personnel and transmission 
volume.6 We also reviewed 2006 financial information the RTOs submitted to 
FERC. We adjusted all expense amounts for inflation with 2007 as the base 
year. We focused on six RTOs during our study: California ISO, ISO New 
England, Midwest ISO, New York ISO, PJM Interconnection (PJM), and 
Southwest Power Pool. We did not consider the seventh, the Electric 

                                                                                                                                    
6RTO financial statements and independent auditors’ reports are filed on a calendar year 
basis, which does not correspond with the federal fiscal year.  
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Reliability Council of Texas, because it is primarily regulated by the Public 
Utility Commission of Texas, rather than FERC. To determine how FERC and 
RTOs review RTO expenses and decisions, we collected broad information 
from these six RTOs about their analysis of expenses and their decision-
making processes. We also conducted site visits and collected more in-depth 
information for two RTOs—ISO New England and the Midwest ISO. In 
addition, we spoke with FERC officials and reviewed related documentation 
that outlined FERC’s steps to review RTO expenses for reasonableness. While 
we generally considered FERC’s oversight of RTO decisions, we did not 
perform an in-depth analysis of FERC’s review of specific RTO decisions that 
may affect electricity prices. Finally, to understand the extent to which there 
is consensus about whether RTOs have provided benefits to consumers, we 
interviewed FERC officials and reviewed related documentation, including 
FERC’s initial assessment of RTO expected benefits and academic and 
industry studies. We also interviewed several experts in the field of electricity 
restructuring to discuss their opinions on the benefits and costs of RTOs and 
their assessments of the adequacy of FERC’s analysis of RTOs to date. We 
conducted this performance audit from October 2007 to September 2008 in 
accordance with generally accepted government auditing standards. Those 
standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence 
obtained provides a reasonable basis for our findings and conclusions based 
on our audit objectives. A more complete discussion of our scope and 
methodology is provided in appendix I of this report. 

 
RTO expenses and investments in property, plant, and equipment vary 
considerably depending on the size of the RTO and functions it carries out. 
Inflation-adjusted expenses for the six RTOs overseen by FERC totaled 
$4.8 billion from 2002 to 2006—ranging from $227 million for Southwest 
Power Pool, a smaller RTO in terms of 2006 transmission volume and the 
number of functions it performs, to $1.4 billion for PJM, an RTO with many 
diverse functions and the largest transmission volume in 2006. Despite 
having the highest expenses, PJM had the second lowest inflation-adjusted 
expense per MWh, because RTOs with greater electricity transmission 
volume can spread their expenses over this volume, thus lowering the 
amount of RTO-related expenses per MWh. These per MWh inflation-
adjusted expenses have varied for the RTOs from 2002 to 2006, with 
inflation-adjusted expenses for three RTOs rising and three declining. 
RTOs’ Form No. 1 filings to FERC in 2006 provide better visibility of 
transmission and market expenses than in previous years, because FERC 
revised the Form No. 1 that year to require reporting of additional 

Results in Brief 
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information on these categories of expenses. In 2006, about 17 percent of 
all RTO inflation-adjusted expenses were for transmission services, 13 
percent were for market expenses, 39 percent were for administrative and 
general expenses, and 31 percent consisted of other expenses. In addition 
to expenses incurred from 2002 to 2006, the six RTOs also made 
investments in property, plant, and equipment. These investments, when 
adjusted for inflation, totaled $1.6 billion as of December 2006 and 
consisted primarily of software and equipment used to monitor the flow of 
electricity along transmission lines and administer RTO markets. 

RTOs and FERC rely heavily on the participation and views of 
stakeholders when evaluating RTO expenses and decisions that may affect 
electricity prices. Specifically, RTOs seek stakeholder input when making 
decisions that may affect prices, such as developing markets for 
electricity, and evaluating proposed RTO expenses. RTOs have facilitated 
the formation of stakeholder committees and working groups to discuss 
these issues and advise the RTOs’ boards of directors, which makes the 
final decisions. The stakeholders we spoke with in two RTO regions 
valued this opportunity for input, but found that attending stakeholder 
meetings was resource intensive. For example, one RTO told us over 600 
meetings were open to stakeholders in 2007, and some stakeholders noted 
that participating in so many meetings could require substantial 
stakeholder staff and other resources. In addition, stakeholders 
representing consumers expressed concern that the RTOs did not place 
adequate emphasis on how decisions may affect consumer prices. For 
example, some stakeholders expressed concern that RTOs base some of 
their decisions on overly conservative assumptions about reliability that 
may raise consumer prices, such as paying noncompetitive generators that 
these stakeholders did not believe were needed for reliability to remain 
available for electricity production. Moreover, one stakeholder was 
concerned that the costs of operating these generators, which may benefit 
only certain local areas, were unfairly borne by consumers outside those 
local areas. FERC’s reviews of proposed expenses occur when it considers 
whether the rates RTOs charge are just and reasonable, but the frequency 
of this review varies. Furthermore, although RTO budgets offer one tool 
FERC could use to consider whether rates remain just and reasonable 
between rate proceedings, the extent to which FERC reviews proposed 
expense information in RTO budgets varies. Some consumer groups have 
expressed concern over FERC’s lack of more frequent, independent 
analysis of budgets, and without more regular review of this information, 
FERC may be missing an opportunity to improve its oversight of RTO 
rates. Furthermore, while FERC requires RTOs to report their actual 
expenses annually using the FERC Form No. 1, it does not regularly 
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review this actual expense information for accuracy or reasonableness. 
This increases the risk that FERC may inappropriately use and provide to 
the public inaccurate and incomplete RTO financial data, limiting the 
effectiveness of the Form No. 1 as a tool for determining whether RTO 
rates are just and reasonable. In fact, in reviewing the 2006 Form No. 1s, 
we noted a reporting error that overstated certain expenses reported by 
one RTO by millions of dollars that remained on FERC’s Web site for more 
than a year. After being informed of this error, FERC initiated an audit of 
whether one RTO’s expenses were reported accurately on its Form No. 1. 
Similar to the RTOs, FERC also emphasizes the stakeholder process when 
reviewing RTO expenses and decisions that have the potential to affect 
consumer electricity prices. FERC officials explained that RTO decisions 
undergo much scrutiny during the RTO stakeholder process and 
acknowledged that this process is integral to FERC’s process for 
identifying imprudent and unreasonable expenses and its approval of 
other RTO decisions. While the stakeholder process is likely a useful tool 
that FERC can use in making such decisions, more scrutiny of RTO 
budgets and the Form No. 1s could also have a role in supplementing 
FERC’s current oversight of RTO expenses and rates. 

FERC officials, industry participants, and experts lack consensus on 
whether RTOs have brought benefits to their regions that outweigh their 
costs. Many agree that by integrating multiple transmission systems into 
larger service areas, RTOs provide opportunities for certain benefits, such 
as more efficient management of the transmission grid and improved 
generator access to electricity markets, but some believe that these 
benefits could have been achieved without RTOs. Many experts and 
industry participants agree that RTOs are better positioned to more 
frequently use the least costly and most efficient power plants, although 
they do not agree about whether this has translated into prices for 
consumers that are lower than they otherwise would have been. Experts 
and industry participants are divided about whether the markets 
developed and administered by RTOs provide benefits to consumers and 
how they have influenced consumer electricity prices. Specifically, 
advocates and critics of RTOs debate the extent to which RTO markets, 
rising fuel prices, and other factors have contributed to rising costs of 
electricity generation and generally higher prices in RTO regions. 
Assessments developed by RTOs generally find that RTOs benefit their 
regions. FERC officials also believe that RTOs have resulted in net benefits 
to the economy, such as new efficiencies in operating the regional 
transmission grid; however, FERC has not conducted an empirical analysis 
of whether RTOs achieved the benefits expected of them or developed a 
comprehensive set of publicly available, standardized measures to help 

Page 7 GAO-08-987  Electricity Restructuring 

                                                  33 of 137



 

 

 

evaluate such performance. GAO’s Standards for Internal Control identify 
the value to organizations of comparing actual performance to planned or 
expected results; however, according to FERC, neither an empirical 
analysis nor performance measures are necessary parts of FERC oversight 
of RTOs and both would be methodologically challenging to develop.7 
Experts agreed that a onetime empirical analysis of RTO performance 
would be difficult but added that tracking certain measures of RTO 
success—for example, measures relating to transmission and generation 
investment, plant efficiency, and reliability—could encourage better RTO 
performance and potentially identify areas for improvement. Without such 
measures, FERC will remain unable to demonstrate the extent to which 
RTOs have provided consumers and others with benefits—information 
that could aid FERC in its evaluation of the success of its decision to 
encourage the creation of RTOs. Furthermore, information gleaned from 
such measures could help FERC address the divisions among experts and 
industry participants about the benefits of RTOs. 

To improve its oversight of RTOs, we recommend that FERC (1) develop a 
consistent approach for regularly reviewing RTO budgets and (2) routinely 
review and assess the accuracy, completeness, and reasonableness of the 
financial information RTOs report to FERC in their Form No. 1 filings. To 
better understand the extent to which RTOs have provided consumers and 
others with benefits, we are recommending that FERC work with RTOs, 
stakeholders, and experts to develop standardized measures to track the 
performance of RTO operations and markets and report the performance 
results to Congress and the public. FERC reviewed a draft of this report 
and generally agreed with our report and recommendations. 

 
The electricity industry includes four distinct functions: generation, 
transmission, distribution, and system operations. Once electricity is 
generated—whether by burning fossil fuels; through nuclear fission; or by 
harnessing wind, solar, geothermal, or hydro energy—it is sent through 
high-voltage, high-capacity transmission lines to areas where it will be 
used. Once there, electricity is transformed to a lower voltage and sent 
through local distribution wires for end use by industrial plants, 
businesses, and residential customers. Because electric energy is 
generated and consumed almost instantaneously, the operation of an 

Background 

                                                                                                                                    
7GAO, Standards for Internal Control in the Federal Government, GAO/AIMD-00-21.3.1 
(Washington, D.C.: November 1999).  
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electric power system requires that a system operator constantly balance 
the generation and consumption of power. 

Historically, the electric industry developed as a loosely connected 
structure of individual monopoly utility companies, each building and 
operating power plants and transmission and distribution lines to serve 
the exclusive needs of all the consumers in its local area. Because these 
companies were monopolies, they were overseen by regulators who 
balanced different stakeholder interests in order to protect consumers 
from unfair pricing and other undesirable behavior. Retail electricity 
prices were regulated by the states, generally through state public utility 
commissions. States retained regulatory authority over retail sales of 
electricity, construction of transmission lines within their boundaries, and 
intrastate distribution. Generally, states set retail rates based on the 
utility’s cost of production plus a fair rate of return. States also approved 
plans and spending for building new power plants to serve regulated 
customers. In contrast, wholesale electricity pricing and interstate 
transmission were regulated by the federal government, principally FERC. 
Under law, FERC has the obligation to ensure that the rates it oversees are 
“just and reasonable” and not “unduly discriminatory or preferential.”8 To 
meet this responsibility, FERC approved rates for transmission and 
wholesale sales of electricity in interstate commerce based on the utilities’ 
costs of production plus a fair rate of return on the utilities’ investment. 

Since the early 1990s, the federal government has taken a series of steps to 
restructure the wholesale electricity industry, generally focused on 
increasing competition in wholesale markets. Federal restructuring efforts 
have (1) changed how electricity prices are determined, replacing cost-
based regulated rates with market-based pricing in many wholesale 
electricity markets, and (2) allowed new companies to enter electricity 
markets.9 Some of these efforts have focused on allowing nontraditional 

                                                                                                                                    
8This authority is granted under Section 205 and 206 of the Federal Power Act, 16 U.S.C.  
§§ 824d -824e. 

9With the advent of restructuring, companies began to request approval from FERC to 
charge market-based prices. As a result, FERC departed from its historical policy of basing 
rates upon the cost of providing service plus a fair return on invested capital. FERC initially 
began considering proposals for market-based prices on a case-by-case basis. Over the 
years, FERC began granting authority to charge market-based prices to companies that 
could demonstrate these market-based prices were established in a competitive context. 
See FERC Order 697, “Market-Based Rates for Wholesale Sales of Electric Energy, Capacity 
and Ancillary Services by Public Utilities,” June 21, 2007. 
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utilities to buy and sell electricity in wholesale markets, while others have 
focused on allowing nontraditional utilities to build new power plants and 
sell electricity to utilities and others. 

To facilitate formation of these markets and these companies’ efforts to 
buy and sell electricity, FERC initially required that transmission owners 
under its jurisdiction, generally large utilities, allow all other entities to use 
their transmission lines under the same prices, terms, and conditions as 
those they apply to themselves. To do this, FERC required the regulated 
monopoly utilities—which had historically owned the power plants, 
transmission systems, and distribution lines—to separate their generation 
and transmission functions, and encouraged these companies to form 
independent entities, called Independent System Operators (ISO), to 
manage the transmission network.10 In recognition that these initial efforts 
were not sufficient, FERC issued Order 2000 in December 1999 to 
encourage owners of transmission systems to develop more robust 
organizations, called RTOs, to manage the transmission networks and 
perform other functions that FERC believed were important. FERC 
believed RTOs were needed to address impediments to competitive 
wholesale markets: growing stresses on the transmission grid and 
remaining discrimination in the provision of transmission service—
transmission owners operating their grids in a way that favored their own 
interests over those of their competitors. FERC Order 2000 encouraged, 
but did not mandate, that transmission owners join RTOs and allowed 
companies engaged in purchase and sale of electricity in markets to 
continue to own power plants, retail utilities, distribution lines, 
transmission lines, and other assets regulated by FERC or the states. 

FERC outlined minimum characteristics that RTOs were to have: 
independence from control by any market participant, sufficient scope to 
maintain reliability and support nondiscriminatory power markets, 
operational authority for transmission facilities under their control, and 
exclusive authority for maintaining the short-term reliability of the grid 
they operate. Appendix II describes these characteristics in more detail. In 
Order 2000, FERC opined that RTOs would achieve the following benefits: 

                                                                                                                                    
10These requirements were outlined in FERC’s Order 888—“Promoting Wholesale 
Competition through Open Access Non-discriminatory Transmission Services by Public 
Utilities”—issued April 1996.  
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• eliminate multiple charges incurred when crossing transmission 
systems owned by different utilities, 

• improve management of electricity congestion––bottlenecks resulting 
from insufficient transmission capacity to accommodate all requests to 
transport power and maintain adequate safety margins for reliability, 

• provide more accurate estimates of transmission system capacity—the 
amount of electric power the transmission system can manage, 

• increase efficiency in planning for transmission and generation 
investments; 

• improve grid reliability, and 
• reduce opportunities for discriminatory transmission practices.11 
 
FERC expected the formation of RTOs to result in significant cost 
reductions, additional efficiencies, and better wholesale market 
performance, ultimately lowering prices for electricity consumers. 
Specifically, it estimated RTOs would bring at least $2.4 billion in annual 
benefits to the industry. Because of their independence, FERC expected 
RTOs to lead to lighter regulation by reducing the need for resolving 
stakeholder disputes through the FERC complaint process and allowing 
FERC to provide additional latitude to RTOs in their transmission pricing 
proposals, among other things. 

FERC’s efforts to encourage the formation of RTOs have been relatively 
successful and RTOs now serve many parts of the country and extend into 
Canada, as figure 1 shows. FERC oversees six RTOs: California ISO, ISO 
New England, Midwest ISO, PJM, New York ISO, and Southwest Power 
Pool.12 The Electric Reliability Council of Texas is primarily regulated by 
the Public Utility Commission of Texas. 

                                                                                                                                    
11Other expected benefits included facilitating the development of environmentally 
preferred generation, increased coordination among state regulatory agencies, reduced 
transaction costs, and the facilitation of the success of state retail competition programs. 
Furthermore, RTOs were expected to more effectively manage “parallel path flows,” a term 
that refers to the fact that electricity flows over all possible transmission lines regardless of 
who owns the lines and what transmission contracts were agreed to. According to FERC, 
because of this engineering reality, many transmission owners found their grids overloaded 
by the actions of others. Since they were unable to determine the responsible party, these 
owners had to curtail their own use of their grids. 

12As noted in the introduction, throughout this report, we use the term “RTO” to refer to 
RTOs and Independent System Operators—entities with similar, though not identical, 
characteristics and purposes. 
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Figure 1: U.S. Regional Transmission Organizations 
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Note: This graphic represents the seven U.S. RTOs. FERC regulates six of these RTOs—California 
ISO, ISO New England, Midwest ISO, New York ISO, PJM, and Southwest Power Pool. It does not 
regulate the seventh, the Electric Reliability Council of Texas. 

 
 

Page 12 GAO-08-987  Electricity Restructuring 

                                                  38 of 137



 

 

 

RTOs operate, but do not own, electricity transmission lines and are 
responsible for ensuring nondiscriminatory access to these lines for all 
market participants.13 As shown in table 1, the six RTOs under FERC’s 
jurisdiction, in general, are responsible for managing transmission in their 
regions—by implementing the rules and transmission pricing outlined in 
their tariffs and performing reliability planning by considering factors such 
as weather conditions and equipment outages that could affect electricity 
supply and demand—as well as operating wholesale markets for 
electricity and other services. 

Table 1: Selected RTO Responsibilities  

Category Responsibility Description 
California 

ISO 

ISO 
New 

England 
Midwest 

ISO 

New 
York 
ISO PJM 

Southwest 
Power 
Pool 

Transmission 
functions  

Service provider Administers the transmission 
tariff and provides transmission 
services. Receives and 
processes transmission 
service requests. Determines 
available capacity.  

Y Y Y Y Y Y 

 Balancing 
authority 

Integrates resource plans 
regionally and maintains in real 
time the balance of electricity 
resources and electricity 
demand. 

Y Y Na Y Y N 

 Reliability 
coordinator 

Ensures the real-time 
operating reliability of the 
transmission system. 

Y Y Y Y Y Y 

 Planner Works with stakeholders to 
develop overall plans for new 
transmission needed to meet 
future projected electricity 
demand. 

Y Y Y Y Y Y 

                                                                                                                                    
13Order 2000 neither required nor prohibited RTO ownership of transmission lines. In 
practice, however, the RTOs developed in the United States do not own transmission lines. 
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Category Responsibility Description 
California 

ISO 

ISO 
New 

England 
Midwest 

ISO 

New 
York 
ISO PJM 

Southwest 
Power 
Pool 

Wholesale 
energy 
market 
functions 

Real-time market 
administrator 

Administers a market where 
electricity is bought and sold at 
prices determined in real-time 
to satisfy the difference 
between projected needs and 
actual demand. Many of these 
markets price electricity 
differently at various locations 
across the region in order to 
reflect the costs associated 
with congestion. 

Y Y Y Y Y Y 

 Day-ahead  
market 
administrator 

Administers a forward market 
where electricity is bought and 
sold for use the following day 
based on projected customer 
needs. 

Nb Y Y Y Y N 

 Ancillary services 
market 
administrator 

Manages services necessary 
to support the reliable 
operation of the transmission 
system and provision of 
electricity at appropriate 
frequency and voltage levels. 

Y Y Na Y Y N 

 Capacity market 
administrator 

Administers a system to 
procure a sufficient portfolio of 
supply and demand resources 
to meet future electricity needs 
and encourage investment. 

N Y N Y Y N 

Legend: Y = yes; N = No. 

Source: GAO analysis of FERC and RTO documentation. 

aThese functions for the Midwest ISO are expected to become effective in December 2008, the 
proposed start date of its ancillary services market. 

bCalifornia ISO’s day-ahead markets are expected to start in 2009. 

 
Decisions an RTO makes when carrying out these responsibilities can 
influence the wholesale price of electricity and ultimately the price 
consumers pay. A number of other factors outside an RTO’s control, such 
as regulator decisions about what transmission and distribution rates to 
approve and whether to implement price caps, also influence the prices 
consumers pay for electricity. Prices are also highly dependent on the cost 
of fuel used to generate electricity. 

Typically, consumer electricity prices are composed of three broad 
components: (1) distribution, which, for four states GAO contacted, 
accounts for about 15 to 30 percent of the final price of electricity; (2) 
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transmission, which accounts for about 5 to 10 percent of the final price; 
and (3) electricity generation or production, which accounts for about 55 
to 65 percent of the final price.14 In RTO regions, distribution rates 
continue to be set by state regulators, and transmission rates continue to 
be set by state and federal regulators. FERC also approves RTO 
procedures for planning transmission infrastructure, as well as the 
recovery of transmission expenses. The electricity generation component 
was previously set by regulators based on the cost of providing electricity 
plus a rate of return. The price of this component is now determined in 
RTO-administered markets—regulated by FERC to ensure they are 
competitive—to the extent that entities choose to buy electricity in these 
markets.15 Some RTOs also administer markets that determine the price of 
other services needed to maintain reliability, such as capacity and 
ancillary services, in lieu of charging a cost-based rate.16 The generation 
portion of consumers’ bills may also include administratively determined 
payments made to generators to maintain reliability—reliability payments, 
as well as a FERC-approved rate to recover RTO expenses. The size of 
these components varies from region to region. In New England, for 
example, on average approximately 47 percent of a typical consumer’s bill 
in 2006 was for electricity, capacity, and ancillary services, the prices of 
which are determined through the markets this RTO administers. A very 
small portion of a typical consumers’ bill, less than 1 percent, was from 
ISO New England’s rate to recover operational and investment expenses. 
Figure 2 provides more information. 

                                                                                                                                    
14These figures are based on recent estimates from four states: Connecticut, Indiana, 
Illinois, and California. Because the source data are from different regions and because 
utilities in these regions may pass through other charges, such as bond repayments, to 
customers, estimates may not total 100 percent. 

15The amount of electricity procured in RTO markets varies across RTO regions. Electricity 
may also be self-supplied by utilities that continue to own generators or procured through 
bilateral contracts, agreements made directly between parties. According to figures 
provided by five of the six RTOs, between 3 and 55 percent of energy transacted in RTO 
regions is through RTO wholesale markets. Most of the remaining 45 to 97 percent is 
transacted through bilateral contracts or is self-supplied. 

16Capacity represents the maximum amount of power that a given system can produce at a 
particular moment. It reflects the ability to produce electricity when needed and is sold 
separately from electric power. Ancillary services are necessary to support the reliable 
operation of the transmission system and provision of electricity at appropriate frequency 
and voltage levels. 
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Figure 2: Components of a Typical Consumer’s Electricity Costs in New England 

 

Distribution costsa

($68.90/MWh)

Transmission costsc

($3.60/MWh) 

Source: GAO analysis of information provided by ISO New England.

Reflect the cost of building the distribution system, as well as 
operating and maintaining it

Reflect the cost of building the transmission system, as well 
as operating and maintaining it

Ancillary service costsb

($1.10/MWh)

Out-of-market payments (reliability payments)b
($5.41/MWh) 

Reflect the costs associated with providing services to 
support the reliable operation of the electric grid

Reflect nonmarket payments to generators that the RTO 
determines are needed for reliability

47%

2%

<1%

Capacity costsb

($1.44/MWh)

Reflect a market-determined price for procuring power 
resources to satisfy the region’s future needs

1%

4%

 

RTO expensesd

($0.82/MWh)

Wholesale energy priceb

($66.32/MWh) 

Reflect the administrative rate charged to ISO New England 
market participants in 2006 to recover operating and 
investment expenses

Reflects a market-determined price for energy (electricity) that 
includes an energy, congestion, and loss component

<1%

45%

aDistribution costs were determined by ISO New England by surveying the Web sites of distribution 
companies in New England. 

bThe wholesale energy price, out-of-market payment, capacity, and ancillary service components 
were calculated by ISO New England according to a FERC-defined methodology and can be found in 
the 2006 Annual Markets Report. 
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cTransmission costs were provided by ISO New England and represent the total revenue requirement 
of transmission-owning utilities in the New England region. This revenue requirement covers the 
transmission owners’ costs of building the transmission system and operating and maintaining it. The 
transmission cost estimate does not include any transmission costs associated with electricity 
imported into the ISO New England region—those costs would be subsumed in the wholesale price of 
electricity as reflected in the energy costs estimates. 

dRTO expenses were provided by ISO New England and reflect the rate charged to market 
participants to recover operating and investment expenses in 2006. 

 
Because RTOs charge for the use of transmission lines, for certain 
wholesale sales of electricity, and to recover their own expenses, they are 
subject to FERC oversight and regulation. In general, FERC regulates 
RTOs as it does other utilities. FERC’s basic rate authority stems from 
Sections 205 and 206 of the Federal Power Act of 1935 and is to ensure 
that wholesale electricity rates are just and reasonable and not unduly 
discriminatory or preferential. Under Section 205, FERC generally has the 
authority to review and approve expenses and, if applicable, a reasonable 
rate of return on investment used to serve customers. For RTOs, which are 
nonprofit entities, rates are generally based on proposed annual expenses 
and are periodically adjusted based on the actual expenses incurred by the 
RTOs. RTOs must also seek FERC approval for decisions to implement 
initiatives such as new markets and changes to existing markets and 
market rules, among other things. Section 206 authority provides for FERC 
review of rates already in effect. FERC may initiate Section 206 
proceedings if it deems an investigation is needed or in response to a 
complaint filed by an outside party.17 FERC has authority to determine if 
these rates are just and reasonable, set new rates, and may, in some cases, 
order refunds. 

Under Section 205 or Section 206, RTOs or other parties, respectively, file 
evidence with FERC to support their proposed rates or rate changes. 
Others can file comments and present any contrary evidence under either 
provision. FERC conducts hearings, which may include proceedings 
before an administrative law judge, and makes final decisions. Parties may 
file appeals, first with FERC and later in federal court. 

 

                                                                                                                                    
1716 U.S.C. § 824e. 
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From 2002 to 2006, RTO expenses totaled $4.8 billion when adjusted for 
inflation and varied considerably depending on the size of the RTO and 
functions it carried out.18 In general, RTOs with greater electricity 
transmission volume benefit from economies of scale by spreading their 
expenses over more units of electricity volume, thereby reducing their 
expenses per MWh. On a per MWh basis, RTO inflation-adjusted expenses 
have varied from 2002 to 2006, with ISO New England, Midwest ISO, and 
New York ISO expenses rising and California ISO, PJM, and Southwest 
Power Pool expenses decreasing. The expenses per MWh we calculated 
for PJM for 2002 and 2003 are significantly higher than the amounts it 
billed its market participants, because we did not retroactively apply 
financial statement reclassifications to data from prior years. Form No. 1 
filings for 2006 made by the RTOs to FERC provide better visibility of 
transmission and market expenses than prior years’ reports did. In 2006, 
about 17 percent of all RTO expenses were for transmission services, 13 
percent were for market expenses, 39 percent were for administrative and 
general expenses, and 31 percent consisted of other expenses. RTOs also 
made major investments in property, plant, and equipment—$1.6 billion 
when adjusted for inflation as of December 2006. 

 
From 2002 to 2006, total inflation-adjusted expenses reported in RTO 
financial statements totaled $4.8 billion, ranging from $227 million for 
Southwest Power Pool, a smaller RTO in terms of 2006 transmission 
volume and the number of functions it performs, to $1.4 billion for PJM, an 
RTO with many diverse functions and the largest 2006 transmission 
volume. As shown in figure 3, the largest category of expenses for RTOs 
over this time period was salaries and benefits, accounting for about $1.6 
billion, or 33 percent of RTOs’ expenses from 2002 to 2006. According to 
RTO officials, due to the highly technical and sophisticated nature of the 
functions RTOs must carry out, RTOs require highly trained staff, such as 
power system engineers, economists, and software engineers. In 2006, all 
RTOs combined employed 2,737 full-time equivalents (FTE) with an 
average salary and related benefits of approximately $134,000.19 Appendix 
III shows the inflation-adjusted expenses, number of full-time equivalents, 
and average salary and expenses per full-time equivalent for each RTO 

RTO Expenses and 
Investments in 
Property, Plant, and 
Equipment Varied 
Considerably 

RTO Expenses Totaled 
$4.8 Billion from 2002 to 
2006 

                                                                                                                                    
18Numbers in this section for expenses, expenses per MWh, rates and investments in 
property, plant, and equipment are inflation adjusted and presented in 2007 dollars. 

19FTEs reflect staffing levels at the end of each year reported. As a result, average salary 
and related benefits per FTE may not reflect RTO staffing changes throughout the year. 
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from 2002 to 2006. Our analysis reflects total annual expenses as reported 
in the RTOs’ audited financial statements. We did not retroactively apply 
financial statement reclassifications to data from prior years. Because PJM 
made retroactive reclassifications that affected its 2002 and 2003 financial 
statements, in 2002 and 2003, the expenses we calculated for PJM are 
significantly higher than the amounts it billed its market participants. 

Figure 3: Total Inflation-Adjusted RTO Expenses, 2002 to 2006 

Source: GAO analysis of RTO independent auditor reports, 2002 to 2006.
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Note: Dollar amounts represent total expenses from 2002 to 2006 and are adjusted for inflation and 
presented in 2007 dollars. Percentages do not add to 100 due to rounding. 
 

 
Larger RTOs Benefit from 
Economies of Scale 

In general, RTOs with greater electricity transmission volume benefit from 
economies of scale––spreading their expenses over more units of 
electricity volume, thus lowering the amount of RTO-related expenses per 
MWh. For example, PJM had the highest total inflation-adjusted expenses 
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among RTOs in 2006—$282 million—but had the second lowest expense 
per MWh—$0.39 per MWh—because it transmitted a greater amount of 
electricity than the other RTOs. In contrast, ISO New England had the 
second lowest expenses in 2006—$118 million—but had the highest 
expense per MWh—$0.89 per MWh—because it transmitted less 
electricity. Figure 4 illustrates total RTO expenses in 2006 per unit of 
electricity transmitted by major category. Appendix IV provides 
transmission data and expense per MWh data by RTO from 2002 to 2006. 

Figure 4: Inflation-Adjusted Expenses per MWh by RTO, 2006 
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Our analysis reflects total annual expenses as reported in the RTOs’ 
annual audited financial statements, divided by the amount of 
transmission volume within the RTO. These calculations may result in 
MWh expenses that differ from what RTOs charge their market 
participants. Furthermore, we did not retroactively apply financial 
statement reclassifications to data from prior years. Because PJM made 
retroactive reclassifications that affected its 2002 and 2003 financial 
statements, in 2002 and 2003, the expenses per MWh we calculated for 
PJM are significantly higher than the amount it billed its market 
participants. For example, in 2002, PJM had expenses of $0.95 per MWh, 
according to our analysis. According to data provided by PJM officials that 
we adjusted for inflation, market participants were billed $0.51 per MWh, 
after refunds and other billing adjustments were taken into account. 
Similarly, in 2003, PJM had expenses of $0.85 per MWh according to our 
analysis, but market participants were billed $0.57 per MWh when 
adjusted for inflation. In addition, RTOs utilize differing billing 
methodologies. As a result, the rates they charge to market participants 
may be different than the total expenses per MWh calculated in our 
analysis. Table 2 shows actual electricity rates per MWh charged to RTO 
market participants, adjusted for inflation, from 2002 to 2006. 

Table 2: Inflation-Adjusted Rates per MWh Charged to RTO Market Participants, 2002–2006 

 2002 2003 2004 2005 2006

California ISO $1.15 $1.17 $1.06  $0.95 $0.79 

ISO New England $0.55 $0.94 $1.01  $0.89 $0.84 

Midwest ISO $0.23 $0.18 $0.25  $0.39 $0.39 

New York ISO $0.77 $0.82 $0.84  $0.84 $0.82 

PJM $0.51 $0.57 $0.49  $0.38 $0.39 

Southwest Power Pool $0.23 $0.21 $0.16  $0.17 $0.16 

Sources: Rates provided by California ISO, ISO New England, Midwest ISO, New York ISO, PJM, and Southwest Power Pool. 

Note: We adjusted these expenses for inflation and present them in 2007 dollars. 
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When looked at annually, inflation-adjusted RTO expenses from 2002 to 2006 
have varied, reflecting new initiatives implemented by the RTOs and other 
changes made by management. Figure 5 illustrates changes in RTO inflation-
adjusted expenses per unit of electricity transmitted over this period. 

Individual RTO Expenses 
Have Varied over Time 

Figure 5: Inflation-Adjusted Expenses per MWh by RTO, 2002-2006 

Dollars of expenses per MWh

Source: GAO analysis of RTO independent auditor reports, 2002 to 2006.
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Note: This chart reflects inflation-adjusted expenses as reported on each RTO’s annual financial 
statement. Amounts are in 2007 dollars. In 2004, PJM changed its method of classifying revenues 
and expenses related to study and interconnection fees for financial reporting purposes. Had 2002 
and 2003 expenses been reported as they were from 2004 to 2006, PJM’s inflation-adjusted 
expenses per MWh would have been $0.52/MWh (instead of $0.95/MWh) in 2002 and $0.59/MWh 
(instead of $0.85/MWh) in 2003. 

 
Several key trends occurred over this period, with the expenses per MWh 
of three RTOs—Midwest ISO, New York ISO, and ISO New England—
rising as they implemented major market and other initiatives. For 
example, during this period, Midwest ISO expanded its role from 
coordinating reliability, administering its tariff, and performing 
transmission system planning to include operating markets for energy and 
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other services. As a result, Midwest ISO’s expenses rose in a number of 
areas. Salaries and benefits increased as the RTO increased its full-time 
equivalents from 265 in 2002 to 643 in 2006, in part, to carry out the RTO’s 
expanded operations. Expenses for consulting, professional, and outside 
services—used, in part, to develop the new markets for electricity and 
other services—and depreciation and amortization expenses—to recover 
the costs of major investments, such as information systems and 
infrastructure related to the electricity market—also increased from 2002 
to 2006.20 Increases in Midwest ISO’s expenses were mitigated by its rising 
transmission load as it took on additional members. 

In contrast, California ISO’s expenses per MWh hour declined significantly 
over this time period, particularly in the areas of depreciation and 
amortization and facilities and maintenance. California ISO officials 
attributed declining expenses to an organizational focus on keeping 
expenses low, including a specific cost containment management initiative 
in 2005, and more economically advantageous contracts in a few key 
areas. Additionally, as noted in the graphic, PJM changed the way it 
reported revenues and expenses. Starting in 2004, PJM offset revenues and 
expenses related to study and interconnection fees. Had 2002 and 2003 
expenses been reported as they were in later years, PJM’s inflation-
adjusted expenses per MWh would have fluctuated over the period and 
ultimately declined from $0.52 per MWh in 2002 to $0.39 per MWh in 2006. 
Finally, Southwest Power Pool’s expenses per MWh declined slightly over 
this time period—from $0.47 per MWh to $0.37 per MWh, as increasing 
overall expenses were mitigated by rising transmission load. 

 
FERC’s Revisions to Its 
Form No. 1 Provide Better 
Visibility of RTO Expenses 
Related to Transmission 
and Markets 

Starting in 2006, FERC required RTOs and other utilities to provide more 
detailed information about market and transmission expenses on their 
Form No. 1 filings to improve the visibility and uniformity of RTO and 
utility financial reporting, and we found that RTO’s 2006 Form No. 1s are 
more transparent than in previous years. FERC officials told us these 
changes would facilitate review by FERC and the public of RTO expenses 
and rates. Form No. 1 filings categorize expenses according to two key 

                                                                                                                                    
20Depreciation and amortization expense allocates the acquisition cost of an asset, less its 
estimated salvage or residual value, over its estimated useful life. This expense reflects the 
use of the asset during specific operating periods to match costs with related revenues in 
measuring income or determining the costs of carrying out program activities.  RTOs often 
use depreciation and amortization expenses to recover the costs of financing an asset, such 
as a computer system or control center. 
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functions RTOs perform—transmission coordination and market 
operation—as well as other categories such as administrative and general 
expenses. In 2006, about 17 percent of all RTO inflation-adjusted expenses 
were for transmission services, 13 percent were for market expenses, 39 
percent were for administrative and general expenses, and 31 percent 
consisted of other expenses.21 Figure 6 provides information reported in 
the Form No. 1 about each of the RTOs’ expenses. Appendix V shows 2006 
RTO inflation-adjusted expenses as reported on the FERC Form No. 1. 

                                                                                                                                    
21Other expenses include taxes, net interest charges, and expenses related to customer 
accounts and service. 
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Figure 6: Inflation-Adjusted Expenses per MWh by RTO as Reported in the 2006 
FERC Form No. 1 
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Note: Dollar amounts are inflation adjusted and presented in 2007 dollars. New York ISO, Southwest 
Power Pool, and PJM expenses reported on FERC Form No. 1 filings do not agree with the expenses 
noted on the independent auditors’ reports due primarily to differences in how certain interest, lease, 
planning, and other revenues were netted against related expense accounts in the FERC Form No. 1 
filings. 

 
Transmission expenses cover the cost of providing reliability services and 
monitoring and operating the transmission systems, among other things. 
Market expenses include the cost of administering markets for electricity 
and other services, monitoring markets for competitiveness, and related 
computer software and hardware maintenance, among other things. 
Administrative and general expenses consist of employee salaries and 
benefits, rent, and outside services, among other things. 
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The six RTOs whose financial statements we reviewed have made 
investments in property, plant, and equipment. Total inflation-adjusted 
investment for all RTOs was $1.6 billion as of December 31, 2006, without 
adjusting for accumulated depreciation.22 Software and equipment was the 
largest category of investment at each of the RTOs, as shown in figure 7, 
and was used by the RTOs to provide various transmission and market 
services across regions. For example, in 2005, ISO New England began 
construction of a replacement control center equipped with computer 
hardware and software to deploy generators, forecast electricity 
requirements, ensure load is not interrupted in the event of a contingency, 
and conduct and monitor electricity transfers with other RTOs. Appendix 
VI shows RTOs’ investments in property, plant, and equipment as of 
December 2006. 

RTOs Have Made 
Investments in Property, 
Plant, and Equipment 

                                                                                                                                    
22Total investment in property, plant, and equipment is not adjusted for depreciation 
because accumulated depreciation was not allocated to specific asset classes in the 
independent auditors’ reports.  
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Figure 7: Inflation-Adjusted Investment in Property, Plant, and Equipment as of 
December 2006 
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RTOs consider stakeholder comments when reviewing RTO expenses and 
other decisions that may affect electricity prices. In the two RTOs we 
visited, stakeholders said they valued the opportunity for discussion with 
the RTOs, but some stakeholders expressed concern that attending 
meetings was resource intensive and that too little emphasis was placed 
on how decisions might affect the prices consumers pay for electricity. 
Furthermore, though RTO budgets offer one tool FERC could use to 
revisit whether rates remain just and reasonable between rate 
proceedings, the extent to which FERC reviews proposed expense 
information in RTO budgets varies. Additionally, although FERC annually 
requires RTOs to report the actual expenses they incurred, FERC staff 
have not regularly reviewed or audited these submissions for accuracy and 

RTOs and FERC Rely 
on Stakeholder Input 
when Evaluating RTO 
Expenses and 
Decisions That May 
Affect Electricity 
Prices 
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do not look at them for reasonableness. Instead, FERC relies heavily on 
stakeholders to raise concerns over proposed expenses and other 
decisions that may affect consumer electricity prices. 

 
RTOs Consider 
Stakeholder Comments 
when Reviewing RTO 
Expenses and Making 
Decisions That Affect 
Electricity Prices 

According to senior RTO officials, RTO boards and staff give much 
consideration to stakeholder comments when reviewing RTO expenses 
and making decisions that affect electricity prices. They told us that while 
RTO decisions are independent—stakeholder input is generally advisory—
stakeholders play an important role in evaluating RTOs’ operations and 
plans. In particular, although RTOs conduct internal reviews of their 
proposed expenses, establish controls for reviewing the prudence of 
expenses, and may perform formal cost-benefit analysis on major 
initiatives, officials told us stakeholder comments are one of the most 
important factors when reviewing expenses and making decisions. In 
general, RTOs solicit comments from stakeholders about their opinions on 
decisions to modify new market rules, changes to governing documents, 
and budgets and expenses, among other things. According to RTO 
officials, in some instances, RTOs are required to secure affirmative 
stakeholder votes on these decisions prior to proceeding. Specific issues 
for discussion may be raised by the RTOs, stakeholders, or in response to 
FERC orders or directives. 

Stakeholders generally provide input to the RTO boards of directors in three 
ways––written communications, oral discussions, and votes––although each 
RTO has a unique process for soliciting this input, as shown in table 3. RTO 
officials told us that these processes were developed after extensive 
negotiations with stakeholders when each RTO was formed. To ensure 
stakeholder input reflects a range of interests, five of the six RTOs we 
reviewed group stakeholders with common interests, such as electric 
distribution companies, transmission owners, and end users. All six of the 
RTOs we reviewed involve state regulators in their decision-making process, 
either formally as a unique stakeholder group or informally as participants 
who attend stakeholder meetings. Though state regulators are not prohibited 
from voting in stakeholder meetings, most have chosen to participate 
formally in the process but not vote.23 Additionally, in several RTO areas, state 
regulators have formed organizations to collectively represent their interests 
and advise the RTO. For instance, state regulators in the Midwest ISO formed 

                                                                                                                                    
23State regulating authorities are a formal stakeholder group in Midwest ISO and vote at the 
primary committee level. 
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the Organization of MISO States to discuss what decisions the RTO should 
make and participate in stakeholder meetings. 

Table 3: RTO Processes for Acquiring Stakeholder Input 

RTO California ISO 
ISO New 
England Midwest ISO  New York ISO PJM 

Southwest Power 
Pool 

Stakeholder 
groups  

Not applicable 

California ISO 
has identified 
sectors, but 
any interested 
party is 
considered a 
stakeholder 
and is able to 
participate in 
meetings. 

Transmission  

Generation  

Suppliers 

End users 

Publicly 
owned entity  

Alternative 
resources 

Vertically integrated 
transmission owner 
and stand-alone 
transmission 
companies 

Independent power 
producer/exempt 
wholesale generator 

Power marketer 

Eligible end use 
customers 

Municipals/ 
cooperatives/ 
transmission 
dependent utilities 

Environmental 
advocates 

State regulatory 
authorities  

Public consumer 
advocate 

Coordinating 
members 

Transmission 
owners 

Generation 
owners 

Other suppliers 

End use 
consumers 

Public power and 
environmental 
stakeholders 

New York Public 
Service 
Commissiona

Transmission 
owners 

Generation 
owners 

Other suppliers 

End use 
customers 

Electric 
distribution 
companies 

Investor owned 
utilities 

Independent power 
producers/marketers 

Large retail customer

Small retail customer

Cooperatives 

Municipals 

Alternative power/ 
public interest 
stakeholders 

State/federal power 
agencies 

Required 
stakeholder 
representation 
on the primary 
committee  

Not applicable Stakeholders 
from each 
stakeholder 
group 

Elected representation 
(Two participants and 
one or two alternates) 
from each stakeholder 
group 

Representation 
from each 
member 

Representation 
from each 
stakeholder 
group 

Representation from 
each member 

Required 
stakeholder 
representation 
on the budget 
subcommittee  

Not applicable 

California ISO 
has a formal 
process for 
stakeholder 
review of the 
budget that is 
open to any 
interested 
stakeholder.  It 
does not have 
a formal 
budget 
subcommittee. 

Open to any 
interested 
stakeholder 

Open to any 
interested 
stakeholder, typically 
includes 
representation from 
each stakeholder 
group 

Open to any 
interested 
stakeholder 

Two members 
elected by each 
of the five 
stakeholder 
groups and two 
members of the 
board 

Two RTO directors, 
two representatives 
of the non-
transmission-owning 
group, and two 
representatives of 
the transmission 
owners 
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RTO California ISO 
ISO New 
England Midwest ISO  New York ISO PJM 

Southwest Power 
Pool 

Process 
through which 
comments are 
shared with the 
board  

Proposals to 
the board 
include a 
matrix of 
stakeholder 
comments on 
the proposal.  

Stakeholders 
can speak 
directly with 
the board 
during board 
meetings,  
which are 
open to the 
public. 

Board 
receives 
information 
on 
stakeholder 
votes on the 
budget and 
other 
decisions. 

Stakeholders 
can submit 
documents 
directly to the 
board. 

Board meets 
with 
stakeholders 
regularly. 

Board receives 
information on 
stakeholder votes on 
the budget and other 
decisions. 

Stakeholders can 
submit documents 
directly to the board. 

Board meets with 
stakeholders regularly.

Stakeholders have the 
opportunity to speak 
directly with the board 
during board 
meetings. 

Board receives 
information on 
stakeholder votes 
on the budget 
and other 
decisions. 

Stakeholders can 
submit 
documents 
directly to the 
board. 

Representatives 
from the liaison 
committee, 
composed of 
representatives 
from each 
stakeholder 
group, meet with 
the board after 
board meetings. 

Board meets with 
stakeholders 
regularly. 

Stakeholders with 
a minority opinion 
can appeal a 
decision with the 
board. 

A record of 
stakeholder votes 
and summary of 
comments is 
provided to the 
board of 
directors. 

At least two 
board members 
attend each 
meeting of PJM’s 
highest 
committee. 

Any PJM 
member can 
provide 
comments to the 
board in writing. 

Board meets with 
a liaison 
committee 
composed of 
representatives 
of each sector at 
least once 
quarterly to 
discuss current 
topics. 

Board holds 
general sessions 
with all PJM 
members for 
panel 
discussions of 
current topics 
twice annually. 

Board receives 
information on 
stakeholder votes on 
the budget and other 
decisions. 

Stakeholders in the 
primary committee 
meet with the board 
and provide 
feedback on behalf 
of stakeholders. 

Stakeholders have 
opportunity to speak 
directly with the 
board during board 
meetings. 

Voting 
requirement to 
approve a 
decision/budget 
at primary 
committee   

Not applicable Two-thirds 
support to 
pass; each 
stakeholder 
group has a 
weighted 
vote 

Simple majority 
support to pass; each 
stakeholder group has 
a weighted vote 

58 percent 
support to pass; 
each stakeholder 
group has a 
weighted vote 

Two-thirds 
support to pass; 
each stakeholder 
group has a 
weighted vote 

66 percent support to 
pass;b votes are 
weighted among two 
groups: transmission 
owners and 
transmission users 

Stakeholder 
input is advisory 
to the RTOs’ 
board 

Yes Yes Yes Yesc Yesd Yese

Source: GAO analysis of data from RTOs. 
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Note: This table describes the RTO process for acquiring stakeholder input on a variety of decisions. 
As required by FERC Order 890, each RTO must also have an open and transparent transmission 
planning process in which, according to RTO officials, stakeholders play a critical role. Each RTO 
uses a different structure to achieve this goal. 

aIn New York ISO, the New York Public Service Commission participates in stakeholder meetings but 
does not vote. 

bIn Southwest Power Pool, the primary committee does not vote on the budget. The finance 
committee votes by simple majority to recommend the budget to the board. 

cIn New York ISO, Section 205 filings with FERC require an affirmative stakeholder vote except in 
exigent circumstances since New York ISO operates under a shared governance agreement. 

dIn PJM, a stakeholder vote is required in order to make changes to its structure and governance. 

eIn Southwest Power Pool, some stakeholder committees that report to the board have been 
delegated certain decision-making authority. 

 
In general, stakeholders participate in the RTO decision-making process 
through a primary committee that reports to the board of directors and a 
range of lower-level committees and working groups that report to the 
primary committee.24 Lower-level committees and working groups tend to 
focus on narrow subjects or specific initiatives such as development of 
specific markets or proposed changes to existing rules, and lower-level 
committees often involve stakeholders with expertise in the specific 
subject matter. The primary committee and lower-level committees and 
working groups hold regular or episodic meetings that stakeholders 
participate in. These meetings are open to participation by any stakeholder 
with an interest in attending. As shown above, stakeholders representing 
many perspectives, from generators to groups representing consumers, 
participate. Because of the numerous, simultaneous matters under 
consideration, there can be many meetings potentially relevant to 
stakeholders. Subjects discussed and analyzed in lower-level committee 
and working group meetings are eventually raised for discussion at the 
primary committee meeting, where a vote is taken about whether to 
recommend a decision be pursued by the board of directors. (See fig. 8 for 
an example of the Midwest ISO’s committee structure. Midwest ISO’s 
primary committee is called the Advisory Committee.) 

                                                                                                                                    
24California ISO is unique among the six RTOs we reviewed in that it does not use a 
committee structure to solicit input from stakeholders. However, California ISO 
stakeholder meetings and board meetings are open to all interested parties. 
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Figure 8: Midwest ISO’s Committee Structure 

Source: Midwest ISO.
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RTO staff may facilitate discussions within the primary committee, as well 
as lower-level committees and working groups, and may also prepare 
analyses to help stakeholders understand how a decision might affect 
them. For example, as agreed to when its RTO status was approved, 
Southwest Power Pool must develop a cost-benefit analysis before making 
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the decision to implement a new market rather than relying on cost-based 
pricing of a service. Other RTO officials told us that although they may 
develop formal cost-benefit analyses for some major decisions, such as 
changes to key market rules, the stakeholder process is a key way in 
which the cost and benefits of a decision are discussed. 

Most RTOs have a specific lower-level committee to review and analyze 
RTO budgets that contain information about proposed expenses. 
According to RTO officials, RTOs and stakeholders discuss and jointly 
determine organizational priorities, which influence the RTO’s preparation 
of a draft budget. Stakeholders serving on the budget committee review 
the budget’s proposed expenses and provide recommendations. 
Discussion of the budget is then taken up by the primary stakeholder 
committee, which then votes whether to recommend to the board that the 
budget be adopted.25 The composition of the subcommittee that initially 
reviews the budget differs among the six RTOs. For example, PJM’s 
budget committee consists of equal representation from each formal 
stakeholder group plus two members of the independent board. ISO New 
England’s budget committee is open to participation by any stakeholder. 

 
Stakeholders Value the 
Opportunity for Discussion 
with RTOs, but Some 
Believe Inadequate 
Emphasis Is Placed on 
Consumer Prices 

Most stakeholders we spoke with in the two RTOs we visited—ISO New 
England and Midwest ISO—valued the opportunity for discussion with 
their respective RTOs and believed that RTOs facilitate an open and 
democratic process that focuses on reaching consensus among 
stakeholders. However, most stakeholders in these two RTOs found the 
process resource intensive, specifically the stakeholder meetings, which 
require staff time and travel costs. RTOs may carry out hundreds of 
stakeholder meetings annually, as shown in table 4. 

 

                                                                                                                                    
25In Southwest Power Pool, the finance committee recommends the budget to the board 
and votes by simple majority. The primary committee does not vote on the budget. 
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Table 4: Estimated Stakeholder Meetings by RTO, Calendar Year 2007 

RTO 
California 

ISO
ISO New 
England

Midwest 
ISO 

New York 
ISO PJM

Southwest 
Power Pool

Number of 
Stakeholder 
Meetings 

57a 184b 611 280 330 202c

Sources: California ISO, ISO New England, Midwest ISO, New York ISO, PJM, and Southwest Power Pool. 

aCalifornia ISO’s estimated number of stakeholder meetings excludes meetings conducted for the 
start-up of the Market Redesign and Technology Update, those hosted by California ISO 
departments, and lower-level committee and working group meetings. 

bISO New England’s estimated number of stakeholder meetings excludes lower-level committee and 
working group meetings related to the regional system plan process. 

cSouthwest Power Pool’s estimated number of stakeholder meetings includes only meetings posted to 
its Web site that require an agenda and minutes. 

 
Stakeholders must prepare for meetings by reviewing documentation and 
preparing comments, and the ability of stakeholders we spoke with to do 
so varied significantly. Individual stakeholders in the two RTO regions we 
visited estimated they devoted a range of time—from less than one-half of 
a full-time equivalent to 5 full-time equivalents—to stakeholder 
involvement annually. In some cases, stakeholders told us they are not 
able to attend all meetings they would like to due to resource constraints. 
For example, stakeholders from ISO New England’s public power sector 
told us they often have to rely on other stakeholders to attend meetings in 
their place, because they lack the resources to participate themselves. 
Many stakeholders told us they believe the level of their participation 
determines their influence on RTO decisions. 

In the two RTOs we visited, many stakeholders representing and serving 
consumers, such as consumer advocates and state commissioners, were 
concerned that RTOs do not place adequate emphasis on assessing the 
implications on consumer electricity prices of decisions, such as whether 
to build new transmission lines, when to create markets for services in lieu 
of charging cost-based rates, and reliability decisions. Several of these 
stakeholders believed that RTOs overemphasize ensuring reliability 
without full consideration as to whether lower-cost options are available. 
For example, some ISO New England stakeholders we spoke to believed 
the RTO was overly conservative when determining whether 
noncompetitive generators were needed for reliability. They believed that, 
as a result, the RTO entered into unnecessary and costly contracts to keep 
these inefficient generators running. They observed that this could lead to 
higher consumer electricity prices, which they did not believe were 
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justified, since they did not agree the generators were needed to ensure 
electricity was delivered reliably. Moreover, one stakeholder we spoke to 
was concerned that the cost of operating these generators, which may 
benefit only certain local areas, were unfairly borne by consumers outside 
those local areas. Officials from ISO New England acknowledged that 
there can be trade-offs between reliability and costs, but said 
transmission-planning efforts and their new capacity market are effective 
in keeping payments for reliability as low as possible. They and other RTO 
officials explained that fulfilling their mission of ensuring reliability and 
efficient markets will minimize consumer prices in the long run. A number 
of stakeholders representing and serving consumers in these two regions 
were concerned, however, that the RTOs do not conduct enough cost-
benefit analyses of how decisions may affect electricity prices. Others felt 
they had inadequate access to data and resources to conduct such 
analyses themselves. Some RTO officials told us that while they always 
consider the costs and benefits of a decision before making it, formal cost-
benefit analysis may not always be practical, because it is difficult to 
estimate the potential impact of a decision on electricity prices, how 
benefits and costs could change over time, the appropriate assumptions to 
be made, and how different stakeholders are affected. They noted that 
individual stakeholders already give much consideration to the costs and 
benefits of a given decision when discussing it during stakeholder 
meetings. 

There was disagreement among stakeholders in ISO New England and 
Midwest ISO about which groups have, and should have, more influence 
with RTOs; however, many stakeholders agreed that participating in 
stakeholder meetings and, in particular, participating in lower-level 
committees and working groups, provided the best opportunity to 
influence RTOs’ proposed expenses and decisions that may affect 
electricity prices. Although most stakeholders we spoke with thought ISO 
New England and Midwest ISO worked hard to solicit comments from all 
stakeholders, many believed that when making decisions, the RTOs 
deferred more to certain stakeholders and that because RTOs were 
created through the voluntary agreement of the transmission owners, the 
RTOs were more likely to defer to their interests than to others’. Other 
stakeholder groups we spoke with in ISO New England and Midwest ISO 
commented that state regulators have a large influence on the RTOs’ 
decisions. A number of state public utility commission officials disagreed 
with this view. In particular, one state regulator stated that because state 
regulators are charged with protecting the public interest, their opinions 
should carry greater weight than those of participants whose interests are 
primarily profit-oriented. 
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The frequency of FERC’s review of proposed RTO expenses varies, with 
reviews of certain expenses not being conducted for years at a time. 
FERC’s review of proposed expenses occurs when it conducts a 
proceeding to evaluate whether the rate an RTO charges customers to 
recover these expenses is just and reasonable and not unduly 
discriminatory or preferential.26 Because of variation in the manner and 
frequency with which rate proceedings are conducted, FERC’s 
consideration of proposed RTO expenses can be infrequent.27 For example, 
in 2001, FERC conditionally approved Midwest ISO’s rate for recovering 
expenses associated with administering its tariff and ensuring reliability. 
Because Midwest ISO has not since asked to change its rate for recovering 
these expenses, FERC has not reviewed these expenses since 2001.28 FERC 
officials explained that more frequent review of proposed RTO expenses is 
not necessary because RTO expenses and decisions undergo much 
scrutiny during the RTO stakeholder process. Moreover, according to 
these officials, stakeholders are in the best position to know whether RTO 
expenses are prudent and reasonable. As a regulator, FERC may initiate a 
new rate proceeding if it believes an RTO’s rates are no longer just and 
reasonable. While, as FERC points out, stakeholder comments and 
complaints are an important piece of FERC’s consideration, more frequent 
review of proposed expenses could also aid FERC in determining whether 
a rate remains just and reasonable. Table 5 shows when each RTO’s rate 
for recovering expenses was last approved. 

The Frequency of FERC’s 
Review of Proposed RTO 
Expenses Varies 

 

 

 

                                                                                                                                    
26In five cases in 2004, FERC’s Office of Enforcement conducted limited reviews of RTO 
budgets and expenses during the course of audits to determine RTO compliance with 
governance policies, practices, and procedures. 

27According to FERC, the rate-setting process involves extensive examination of expenses, 
interventions by customers and other stakeholders, and months of testimony and cross-
examination before an administrative law judge. It can be an expensive and time-
consuming process and may take years to complete. FERC’s rates for RTOs tend to remain 
in place for years. 

28In 2004, FERC did review Midwest ISO’s rate for recovering expenses associated with 
operating its financial transmission rights and energy market. However, it has not reviewed 
Midwest ISO’s tariff administration and reliability expenses since 2001. 
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Table 5: Last FERC Decision to Approve Rates to Recover Expenses 

RTO Date of last FERC approval of rates

California ISO 2005a

ISO New England 2007

Midwest ISO 2001 and 2004b

New York ISO 2004 

PJM 2006

Southwest Power Pool 1999c

Source: GAO analysis of FERC information. 

Note: FERC allows RTOs and other utilities to bill customers using a stated rate or a formula rate. 
With a stated rate, the RTO cannot exceed a fixed rate of x cents per MWh. With a formula rate, 
FERC approves a multipart formula for recovering expenses. Once approved, the formula itself does 
not change, although the expenses inputted into that formula and therefore the rate charged to 
customers may vary. Midwest ISO, New York ISO, California ISO, and Southwest Power Pool use 
formula rates. ISO New England and PJM use stated rates. 

aCalifornia ISO’s rates were approved by FERC in 2005 for the years 2004 through 2006. In 2006 and 
2007 FERC reviewed and accepted changes to the tariff that extended the same rates through 2008. 
California ISO has subsequently filed rate changes to be effective upon implementation of its FERC-
approved Market Redesign and Technology Upgrade program, which is expected to occur in 2009. 
These changes have not yet been approved by FERC. 

bMidwest ISO’s rate for recovering tariff administration and reliability expenses was conditionally 
approved in 2001. Its rate for recovering expenses associated with operating markets for energy and 
other services was approved in 2004. 

cSouthwest Power Pool’s formula rate for its tariff administration charge was last approved in 1999, 
before Southwest Power Pool became an RTO. In 2004, FERC reviewed and accepted revisions to 
Southwest Power Pool’s nonrate terms and conditions. On July 31, 2008, SPP filed a Section 205 
revised tariff request with FERC in order to increase the rate cap for its administration charge. 

 
RTOs annually develop budgets that contain extensive information on 
proposed expenses; however, FERC’s use of RTO budgets as a tool in 
reviewing proposed RTO expenses varies. For example, ISO New England 
agreed with its stakeholders to submit operational and capital budgets to 
FERC for annual approval. Southwest Power Pool submits annual copies 
of its operating and capital budgets for informational purposes, rather than 
for FERC approval. The other RTOs either do not submit budgets or do so 
infrequently, despite the fact that these budgets could provide FERC with 
potentially valuable information about proposed RTO expenses that could 
help it in ensuring the rates RTOs charge customers are just and 
reasonable. For example, FERC could use such information to regularly 
benchmark RTO spending on key categories, such as market oversight or 
capital investments. (Table 6 outlines the frequency with which RTOs 
submit budgets to FERC for review.) FERC officials pointed out that 
FERC staff sometimes attend stakeholder meetings, including discussions 
about the budget, to observe what concerns stakeholders raise. They also 
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noted that RTOs post their budgets on their Web sites annually, allowing 
FERC and the public to view them if so desired. 

Table 6: RTO Budget Submissions to FERC  

Budget submission to FERC 

RTO Operational Capital 

California ISO Not currentlya  Not currentlya

ISO New England Annually submitted to FERC 
for approval 

Annually submitted to FERC for 
approval with quarterly updates 

Midwest ISO No  No 

New York ISO No No 

PJM No No 

Southwest Power Pool Annually but for informational 
purposes 

Annually but for informational 
purposes 

Source: FERC and RTOs. 

aCalifornia ISO last submitted its revenue requirement for approval by FERC for the year 2004. A 
settlement agreement approved by FERC in 2005 provided that the California ISO need not make an 
annual filing unless its revenue requirement exceeded the cap specified in the agreement. The 
settlement agreement expired at the end of 2006. The California ISO filed in 2006 and again in 2007 
to extend the provisions that allow it to defer filing its revenue requirement. 

 
Some representatives of stakeholder groups including public utility 
commissions, consumer groups, and the publicly owned sector expressed 
concerns over FERC’s infrequent review of budgets or lack of independent 
analysis of proposed RTO expenses. They expressed concern that FERC 
deferred too much to the stakeholder process within the RTOs, assuming 
stakeholders had adequately resolved all concerns. These stakeholders 
were concerned that without more scrutiny of proposed expenses, FERC 
could not be sure that the RTOs were as cost-effective as possible. We 
found that RTO expenses may change over time, and some—such as 
expenses for outside consultants––may decrease between the times FERC 
reviews the rates. Furthermore, without more consistency in how FERC 
reviews proposed expenses, customers may not fully benefit from 
potential improvements or efficiencies RTOs achieve. For example, for the 
2008 Midwest ISO budget, expenses as approved by the finance 
subcommittee and the board of directors for outside services decreased by 
24.4 percent, while its net operating expense increased by 1.2 percent. The 
total cost of salaries and benefits increased by 10 percent, offsetting some 
of the increased efficiency in the area of outside services. In the 
stakeholder process for the 2007 budget, the finance subcommittee 
expressed concerns about the continued increase in staffing levels and 
how that need was determined. They recommended that Midwest ISO 
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develop financial metrics to evaluate and compare and contrast Midwest 
ISO’s financial results. Since Midwest ISO’s proposed expenses were not 
regularly reviewed by FERC, FERC may have missed an opportunity to 
determine whether Midwest ISO’s salaries were reasonable and ensure 
that Midwest ISO customers benefited from lower outside service 
expenses.29 More broadly, without regular, recurring analysis of RTO 
expenses, such as through review of RTO budgets, it is not clear that 
FERC is as well positioned as it could be to know whether certain 
expenses are reasonable and RTOs are as cost-effective as possible. Such 
knowledge could supplement comments from stakeholders and help 
FERC determine whether rates remain just and reasonable or when a new 
rate case should be initiated. 

 
FERC Does Not Regularly 
Review or Assess Actual 
RTO Expenses 

FERC does not routinely review or assess the accuracy or reasonableness 
of expenses RTOs report annually using the Form No. 1. FERC officials 
told us they use the financial information in the Form No. 1 to carry out 
FERC’s responsibilities and post this information to their Web site for use 
by public utility customers, state commissions, and the public so that they 
can assess the reasonableness of electric rates. However, during the 
course of our work, FERC officials told us they did not routinely audit or 
review the Form No. 1s for accuracy or completeness. When we began our 
work, FERC had not audited any RTO FERC Form No. 1 filings for 
accuracy or completeness, although in 2004 it performed some limited 
review of the Form No. 1s during the course of other audits. In May 2008, 
FERC initiated an audit of Midwest ISO that includes a more in-depth 
examination of its Form No. 1. FERC officials told us it is the RTOs’ 
responsibility to ensure that the FERC Form No. 1 filings are accurate and 
complete and said that it requires public accounting firms to attest that 
they have audited RTOs’ balance sheets, statements of income, retained 
earnings, and cash flows contained in their Form No. 1s in conformity with 
FERC’s Uniform System of Accounts requirements. Auditor opinions 
confirm that CPAs audit the above statements in the Form No. 1 but may 
not audit all supporting schedules. 

Without more regular audits and review of actual expense information for 
accuracy, FERC may be at risk of unknowingly using and providing to the 

                                                                                                                                    
29According to FERC officials, through their attendance at Midwest ISO Advisory 
Committee meetings, they would most likely be aware of these and other stakeholder 
issues. 
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public inaccurate and incomplete RTO financial data, limiting the 
effectiveness of the Form No. 1 as a tool for determining whether rates are 
just and reasonable. For example, during the course of our audit work, we 
noted a significant reporting error on Southwest Power Pool’s 2006 Form 
No. 1 filing. In 2006, Southwest Power Pool reported $88 million in rent 
and $175 million in maintenance of general plant expenses; however, we 
noted actual rent and maintenance of general plant expenses were 
$830,000 and $440,000, respectively. FERC officials said that in 2006 
several RTOs experienced problems using FERC’s software program to 
file their Form No. 1s, due to an unforeseen delay in implementing 
software updates. To correct the errors, a revised schedule was added to 
Southwest Power Pool’s 2006 Form No. 1 filing. However, maintenance of 
general plant expenses was still overstated in the revised schedule by 
approximately $3 million, and the revised schedule was not clearly 
referenced by the original schedule. FERC said the error did not affect 
electricity rates; however, the overstated expense information remained 
posted on FERC’s Web site for over a year, where public utility customers, 
state commissions, the public, and other parties that may be interested in 
reviewing RTOs’ expenses could access it. In August 2008, Southwest 
Power Pool submitted a revised FERC Form No. 1 that corrects the error. 
Furthermore, according to FERC officials, the Office of Enforcement is 
taking steps to incorporate a system of electronic data validation checks 
into the FERC Form No. 1 submission software to help ensure the 
accuracy of the FERC Form No. 1 filings before they are submitted. FERC 
anticipates having the validation checks in place for the 2008 FERC Form 
No. 1 submission year and told us that once the checks are implemented, 
an error like the one identified at Southwest Power Pool can be corrected 
prior to the entity submitting its FERC Form No. 1 filing. Because these 
checks have not yet been implemented, we cannot review their 
effectiveness. We believe that while they will likely help identify and 
correct some reporting errors, they do not constitute the comprehensive 
review of the Form No. 1s for accuracy and completeness that FERC staff 
could perform through audits or other review. 

FERC does not routinely review RTOs’ reported expenses to ensure that 
they are reasonable, noting that Form No. 1 information on expenses is 
made public and interested parties can file a complaint about their 
concerns. FERC officials from the Office of Energy Market Regulation 
observed that the Form No. 1 might sometimes be used to detect 
potentially unreasonable expenses but told us they do not analyze them 
due to limited resources. Moreover, although FERC compared expenses 
across RTOs in 2004 as a means to estimate the potential expense involved 
in creating new RTOs, FERC officials do not regularly compare expenses 
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across RTOs or create expense benchmarks to use as an analytical tool in 
evaluating just and reasonable rates or as a way of determining whether 
efficiencies realized by one RTO could be applied to another.30 FERC and 
RTO officials said that the varied nature of RTO functions would make 
regular comparison of actual RTO expenses challenging and of limited 
value. Several stakeholders we spoke with, including a former RTO 
executive, disagreed, observing that comparisons among RTOs could help 
raise questions about the appropriateness of expenses. Without reviewing 
actual RTO expenses for reasonableness, FERC may not be as well 
positioned as it could be to ensure the rates RTOs charge to recover their 
expenses are just and reasonable and that RTO funds were spent 
according to how FERC and the stakeholders approved them to be. 

 
FERC Relies on 
Stakeholders to Raise 
Concerns over RTO 
Expenses and Decisions 

FERC relies heavily on stakeholders to raise concerns about RTO 
expenses and other decisions with the potential to affect electricity prices. 
FERC officials acknowledged that the process through which RTO 
stakeholders review information on proposed expenses contained in RTO 
budgets is integral to identifying imprudent and unreasonable expenses 
between RTO rate cases. Parties who disagree with RTO expenses can file 
comments when an RTO’s rate for recovering these expenses is being 
evaluated at FERC during rate-setting proceedings. In one instance, in 
November 2005, the Attorneys General of Connecticut and Massachusetts 
submitted comments to FERC about ISO New England’s proposed 2006 
budget, contesting executive salaries that they believed were 
unnecessarily high. FERC found the proposed salary expenses to be just 
and reasonable after reviewing the entire record in the proceeding, 
including all comments and ISO New England’s comments that surveys 
and benchmarks showed the salaries were competitive. However, FERC 
did not perform any independent analysis of ISO New England salaries or 
review the surveys or benchmarks ISO New England cited.31 FERC also did 
not conduct comparisons of salaries across RTOs, although FERC officials 

                                                                                                                                    
30FERC’s 2004 work was presented in “Staff Report on Cost Ranges for the Development 
and Operation of a Day One Regional Transmission Organization.” October 2004. 

31According to an ISO New England representative, nonprofit RTOs must comply with 
Internal Revenue Service standards governing the reasonableness of compensation for 
executives, including base salaries. Executive compensation must fall within a range of 
competitive practices for total compensation paid by similarly situated organizations, both 
taxable and tax-exempt, for functionally comparable positions. To ensure compliance with 
these procedures, ISO New England has engaged a nationally recognized, independent 
consulting firm to evaluate compensation offered by similarly situated entities. 
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said that had this information been introduced into the record, it would 
have considered it. As with stakeholder review of proposed expenses, 
FERC officials told us the Form No. 1 is a tool to provide stakeholders 
with ready access to data needed to assess the prudence of actual RTO 
expenses, and that its information is key to stakeholders knowing when a 
new rate case may be needed. 

FERC also explained that stakeholders can file a complaint that rates are 
not just and reasonable at any time. 32 However, several stakeholders told 
us that because FERC places the burden of proof on the complaining 
party, it is difficult and resource intensive to file a complaint. These 
stakeholders told us that they typically lack the staff and resources to file 
a complaint and said that it is difficult to obtain the data and conduct the 
analysis necessary to support it. For example, one state regulator noted 
that the data needed to show that expenses are not just and reasonable is 
typically proprietary and that such complaints are difficult to win, since 
the burden of proof is high. FERC officials confirmed that they have heard 
over the years that it can be challenging to make complaints and win. They 
said consumer groups sometimes felt they were at a disadvantage 
compared to transmission owners and generators because they have fewer 
resources, including staffing and funding, to file and support complaints. 
FERC officials also noted that if an evidentiary hearing was deemed 
necessary, their staff might provide some analytical assistance. 

As in its reviews of expenses, FERC also places much emphasis on the 
stakeholder process when reviewing RTO decisions with the potential to 
affect electricity prices, and FERC offers stakeholders the opportunity to 
provide additional evidence for its consideration prior to making a final 
decision. For example, in 2006, FERC conducted a proceeding related to a 
proposed PJM decision to develop a capacity market—a market designed 
to attract new generation and other resources to ensure PJM can meet 
future electricity needs. PJM’s proposal resulted from years of work and 
numerous stakeholder meetings. Additionally, PJM and numerous parties 
submitted thousands of pages of comments in support and against the 
proposed decision, which FERC evaluated. FERC issued a final order on 
this proceeding in December 2006. In May 2008, numerous stakeholders, 

                                                                                                                                    
32Rate-setting proceedings at FERC involving proposed rates are generally conducted under 
authority granted in Section 205 of the Federal Power Act and are commonly referred to as 
Section 205 hearings. The authority of FERC to receive complaints that existing rates are 
not just and reasonable is generally under Section 206 of the Federal Power Act and are 
commonly referred to as Section 206 complaints. 
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including public utility commissions and consumer advocacy groups, filed 
a complaint with FERC alleging the initial model PJM used for establishing 
the price of capacity produced excessively high prices and did not deliver 
commensurate benefits. Complainants are asking for rate relief, which 
they estimate to be about $12 billion. The Maryland Office of the People’s 
Counsel calculates that excess charges to Maryland residential customers 
will average $570 over 3 years. FERC evaluated the merits of this 
complaint and supporting documents. On September 18, 2008, it dismissed 
the complaint but granted a request for a technical conference to 
determine if further action would better achieve this market’s goals. 

 
Experts, industry participants, and FERC lack consensus about whether 
RTOs have provided net benefits to consumers. Many key experts and 
industry participants agree that RTOs can provide certain benefits, such as 
more efficient management of the transmission grid and improved access 
by independent generators. However, there is some disagreement about 
whether RTOs’ access to additional lower-cost generating resources has 
led to electricity prices for consumers that are lower than they otherwise 
would have been. Furthermore, experts and industry participants are 
divided on the benefits of RTO markets and their effect on consumer 
electricity prices. Some critics of RTO markets believe that RTO markets 
have not fully achieved anticipated benefits and contribute to higher 
consumer electricity prices, while proponents believe RTO markets have 
kept prices lower than they otherwise would have been. Some RTOs have 
developed assessments to demonstrate the benefits they have provided to 
their regions. FERC officials share the view that RTOs have resulted in 
benefits to the economy, such as new efficiencies in operating the regional 
transmission grid, but FERC has not conducted an empirical analysis to 
measure whether these benefits were realized or developed a 
comprehensive set of publicly available, standardized measures that can 
be used to evaluate RTO performance. 

 
Many industry participants and experts agree that RTOs provide 
opportunities for more efficient management of the transmission grid and 
can improve access by independent generators. They believe that because 
RTOs integrate multiple transmission systems into a larger service area, 
they have broader knowledge of the grid’s transmission capacity and 
wider perspective on events that can affect reliability, allowing them to 
more efficiently manage the grid. For example, Midwest ISO now centrally 
controls operation of a vast transmission network spanning 15 states that 
was once overseen by 24 different system operators who had to work 

Experts, Industry 
Participants, and 
FERC Lack 
Consensus on the 
Benefits of RTOs 

Many Agree That RTOs 
Can Improve Management 
of the Transmission Grid 
and Access 
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together to address any reliability problems such as the unexpected loss of 
a key transmission line or power plant. Some also believe that because 
RTOs integrate multiple transmission systems into a larger service area, 
they keep electricity buyers and sellers from paying multiple fees for each 
transmission network they use—previously a disincentive to trade power 
across multiple utilities’ transmission systems. In addition to the benefits 
of centralized management of the transmission grid, many experts and 
industry participants believe RTOs have improved independent generators’ 
access by reducing discrimination. They note that because RTOs operate 
the grid independently and do not own generation or transmission 
resources themselves, they have no incentive to discriminate when 
providing transmission access. According to a representative of 
independent developers of new generation we spoke to, this improved 
access has allowed new generators to more easily connect to and use the 
transmission system. A representative of buyers of power, on the other 
hand, told us this improved access has allowed buyers of power 
opportunities to purchase electricity from new suppliers, although this 
representative questioned whether the prices they receive for that 
electricity are better. Despite much agreement that RTOs have provided 
opportunities for more efficient management of the transmission grid and 
improved access, some industry participants we spoke with believed RTOs 
were not the only way to provide these benefits. They question whether 
similar benefits could be achieved using other mechanisms, such as power 
pools—groups of utilities that have entered into agreements to coordinate 
electricity supply, like those that have existed along the East Coast for 
more than 30 years. 

 
Many Agree That RTOs 
Provide Opportunities to 
Lower Costs of Producing 
Electricity, but Some 
Question whether This 
Improves Consumer Prices 

Many experts and industry participants agree that RTOs are better 
positioned than individual utilities to make use of lower-cost generators 
more frequently, although they do not agree whether this has resulted in 
electricity prices for consumers that are lower than they otherwise would 
have been.33 By overseeing a region formerly run by many individual 
utilities, RTOs have more generators at their disposal than the individual 
utilities did. Because RTOs generally use the generators with the lowest 
bid first—according to some, the least costly and most fuel efficient—they 
may be able to more efficiently meet requirements for electricity reserves, 
lower the cost of producing electricity, and use fuel more efficiently. 

                                                                                                                                    
33Lowering the cost of electricity production can result in lower electricity prices, higher 
profits for generators and others that sell electric power, or a combination of both effects. 
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However, some industry participants we spoke with questioned whether 
this has kept electricity prices for consumers lower than they otherwise 
would have been.  They noted that generator bids may not always reflect 
their costs of production and that in some cases, lower costs of production 
have led to higher profits for generators rather than lower consumer 
prices. 

 
Experts and Industry 
Participants Are Divided 
on the Benefits of RTO 
Markets and Their Effect 
on Consumer Electricity 
Prices, Generator 
Efficiency, and 
Infrastructure  
Investment 

Experts and industry participants are divided on whether RTO efforts to 
create and oversee markets have lowered electricity prices and led to 
other benefits, such as improved generator efficiency and more investment 
in electricity infrastructure. Studies of restructuring draw differing 
conclusions. 

Experts and Industry Participants Are Divided on RTOs’ Influence on 

Electricity Prices 

Experts and industry participants debate how RTO markets have 
influenced the prices consumers pay for electricity. Critics of RTO 
markets believe these markets have not fully achieved anticipated benefits 
and have contributed to the higher prices for electricity seen by 
consumers, because markets are expensive to establish and operate, and 
as currently designed, produce higher wholesale prices than would 
otherwise occur. RTO markets use multiple types of generators—coal, 
nuclear, natural gas, and others—in satisfying consumer demand, and the 
different costs of fuels for these generators, among other factors, 
contribute to different costs of electricity production. RTO markets select 
the smallest amount of generating resources needed each day to provide 
reliable service. To do so, these markets generally rank and accept 
generator bids in the market in order of lowest to highest and pay 
generators, regardless of their costs of production or fuel, the price bid by 
the last generating unit needed to satisfy demand. Critics believe this 
pricing approach reduces the benefits for consumers of using varied types 
of generators, because low-cost generators, like nuclear and coal plants, 
receive the same price as higher-cost generators, like natural gas plants, 
when higher cost generators are needed to satisfy demand. Supporters of 
RTOs believe this pricing approach, by rewarding low-cost generators, 
promotes efficiency and provides an incentive for new low-cost generators 
to enter the market, leading to lower prices in the long run than otherwise 
would have been the case. They note that price transparency in RTO 
markets is valuable and can signal profit-making opportunities for 
potential new entrants. They believe that this, coupled with improved 
access to the grid, can encourage market entry by, among others, 
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developers of renewable energy sources, such as wind power. Proponents 
of RTO markets observe that price transparency may also encourage 
demand response—consumers lowering electricity usage in response to 
price signals—which can lead to lower, less volatile prices. RTO officials 
explained that while RTO markets establish wholesale prices for 
electricity traded in them, a number of other factors also influence the 
price consumers ultimately pay. Furthermore, much electricity is supplied 
from sources outside RTO markets, for example, when utilities use their 
own generators to self-supply or when two parties directly negotiate a 
transaction with each other. However, critics believe that the pricing 
approach used by RTO markets has led to higher prices for directly 
negotiated contracts as well, because low-cost generators recognize that 
they can often receive the price bid by higher-cost generators in the RTO 
marketplace. 

A state-by-state analysis of electricity prices reveals differences between 
RTO and non-RTO regions that have likely led to concerns about the 
impact of RTO markets on electricity prices. We considered retail 
electricity prices in four regions of the country: (1) original RTO states—
states that joined an RTO in 1999 or earlier and were historically in a 
power pool, (2) new RTO states—states in an RTO region after 1999, (3) 
non-RTO states—states outside RTO regions, and (4) California.34 As 
shown in figure 9, 11 of the 17 states with above-average retail electricity 
prices are in the original RTO group. California also had above average 
prices in 2007. 

                                                                                                                                    
34See appendix I for a more complete description of our methodology. Our analysis was 
based on state-level data that we obtained from the Energy Information Administration on 
electric power retail sales and electric revenues. We divided the states into four geographic 
groups. Over the time period analyzed, California’s electricity industry went through 
turbulent changes that would unduly influence any grouping in which it would otherwise 
fall; therefore, we included California in a category by itself. We did not include Texas in 
our analysis, because its market is largely unregulated by FERC. A listing of states in each 
category is in appendix I. 
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Figure 9: Retail Electricity Prices by State, 2007 

Average electricity price, cents per KWh

Average U.S. electricity price, 9.14 cents per KWh

Source: GAO analysis of Energy Information Administration data on estimated 2007 retail electricity prices.
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Note: Information for California is presented separately from the three primary groups in the legend. 
We also present information on Texas in this graph for purposes of comparison, although the 
wholesale market in most of Texas is not regulated by FERC. 

 
To further understand the basis for these disagreements, we analyzed 
retail electricity prices for industrial customers, because we believe that 
trends in industrial prices more closely reflect trends in wholesale prices, 
which RTOs are most capable of influencing. However, this relationship is 
not perfect, because, as noted earlier in the report, many other factors 
influence retail prices. Furthermore, numerous wholesale transactions 
occur outside RTO markets. 

As shown in figure 10, inflation-adjusted electricity prices for industrial 
consumers have been consistently higher in the original RTO states than in 
the new and non-RTO states over the entire period. Prices in the original 
RTO states fell from 1990 to 1999 but have since risen close to prior 

Page 47 GAO-08-987  Electricity Restructuring 

                                                  73 of 137



 

 

 

levels.35 However, in recent years, the rate of price increases in the original 
RTO states has generally been higher than in the non-RTO states. It is 
important to note that this price analysis does not isolate the impact of 
RTOs on prices. It is not possible to draw conclusions about what impact 
the establishment of RTOs has had on electricity prices without properly 
accounting for and isolating the impacts of other factors, such as the cost 
of fuels used to generate electricity, changes in the fuel mix, and changes 
in consumer demand.36

                                                                                                                                    
35We found similar relationships by examining indexes of prices, relative to the national 
average, which are reflected in appendix VII. 

36Various studies have used economic techniques to isolate the impacts of restructuring 
and RTOs from other factors that influence electricity prices. These studies reach different 
conclusions, as shown in appendix VIII. 
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Figure 10: Change in Inflation-Adjusted Retail Electricity Prices for Industrial 
Consumers, 1990-2006 

Source: GAO analysis of Energy Information Administration data. 
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Experts generally agree that fuel prices play a large role in determining 
electricity prices. However, they disagree about the magnitude of their 
influence. Prices for fuels commonly used to generate electricity—such as 
coal and natural gas—have increased in recent years, with prices of 
natural gas rising more dramatically than those for coal over this period. 
Figure 11 illustrates how average prices of fuels used in the electricity 
sector have changed from 1996 through 2006. Compounding this overall 
trend, the original RTO region tends to rely more heavily on natural gas 
than the non-RTO region. 
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Figure 11: Inflation-Adjusted Prices of Coal and Natural Gas Used to Generate 
Electricity, 1996-2006 

Source: GAO analysis of Energy Information Administration data. 
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Proponents of RTOs acknowledge that consumer electricity prices have 
increased in RTO regions, but they believe that higher fuel prices, greater 
demand for electricity, increasing costs for infrastructure needed after 
years of underinvestment, the high costs of complying with environmental 
regulations, and regulatory decisions made by states about transmission 
and distribution rates are the principal reasons for rising electricity prices 
across the country and in RTO regions. They believe RTO markets have 
kept prices to consumers lower than they otherwise would have been. 
Critics of RTO markets disagree, observing that problems with RTO 
markets have exacerbated the effect of other factors, such as higher fuel 
prices, on electricity prices. 

Experts and Industry Participants Disagree on RTOs’ Influence on 

Generator Plant Efficiency 

Experts and industry participants are also divided about the ways in which 
RTO markets may influence how efficiently existing plants are used. Some 
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believe prices established competitively in RTO markets have given 
generators an incentive to improve the maintenance and operation of their 
facilities and operate them a greater percentage of the time, thereby 
improving efficiency and lowering the overall cost of generating 
electricity. By operating plants more efficiently, generators can better 
compete against rival bidders, resulting in either greater profits for 
themselves, lower prices to consumers, or both. Some studies conclude 
that nuclear plants in RTO and restructured regions have increased their 
capacity factors—the electricity generated by a plant as a percentage of 
that plant’s maximum capacity to generate electricity. As seen in figure 12, 
our analysis illustrates that nuclear plant capacity factors show more 
pronounced improvement in recent years in the original RTO states and 
new RTO states than in the non-RTO group. We did not attempt to account 
for other potential causes for this improvement, such as technological or 
institutional factors that may have improved efficiencies prior to the 
advent of restructuring and RTO markets or determine whether aggregate 
trends were the result of widespread efficiency improvements or a few 
improved generating units. While many agree that the results of capacity 
factor analysis would inform discussions of the benefits of RTO markets, 
they do not agree on how to isolate the influence of these markets and 
restructuring on capacity factors or determine whether improvements 
preceded restructuring changes or resulted from them. 
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Figure 12: Change in Nuclear Plant Capacity Factors, 1996-2006 

Source: GAO analysis of Energy Information Administration data.
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Note: Capacity factors represent the electricity generated by a plant as a percentage of that plant’s 
maximum capacity to generate electricity. 

 
Some experts and industry participants believe improved generator 
efficiency at existing plants benefits consumers because it reduces the 
need to construct new generating plants and allows less expensive 
generating options, such as previously constructed nuclear plants, to 
satisfy a greater portion of electricity demand. Others question the role of 
RTO markets and restructuring in improving nuclear plant generator 
efficiency and whether efficiencies have resulted in lower prices for 
consumers than would have otherwise occurred. 

Experts and Industry Participants Disagree about RTO Influence on 

Infrastructure Investment 

There is also disagreement about whether RTOs have led to other regional 
benefits, such as increased construction of transmission and generation 
infrastructure. For example, some industry participants and experts 
believe a practice a number of RTOs employ of pricing electricity 
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differently at various locations in a region to reflect the costs associated 
with transmission congestion provides valuable signals by indicating 
where additional generation or transmission is needed.37 Some critics, 
however, charge that this method of pricing electricity has not produced 
the expected investment in transmission and generation in the locations 
where it is needed. Furthermore, they believe this practice, combined with 
what they characterize as limited competition in RTO markets, allows 
generators to keep their bids high and earn excess profits. 

Studies of Restructuring and RTOs Draw Differing Conclusions 

In order to weigh in on these issues, a number of academics and private 
consulting firms have conducted studies about the benefits of 
restructuring and RTOs and their effect on electricity prices, although 
their studies have drawn differing conclusions. Some of these studies seek 
to isolate the effect of restructuring and RTO membership from other 
factors, such as fuel prices, to determine whether restructuring and RTOs 
themselves have influenced prices and led to other benefits. We identify 
and describe in appendix VIII a selection of 13 studies that are 
representative of these varied conclusions. Several of the studies conclude 
that the formation of RTOs resulted in greater efficiencies in the electricity 
industry, significantly benefited local economies, and, in some cases, kept 
electricity prices lower than they otherwise would have been. Others 
conclude that RTO market design and operations have not kept prices to 
consumers lower, but rather have led to higher consumer prices and 
higher generator profits. 

 
RTO-Developed 
Assessments of 
Performance Find Benefits 

As a way of addressing concerns about whether they have provided 
benefits, some RTOs have quantified the benefits they believe they have 
provided to their regions. ISO New England, for example, developed 
measures related to wholesale electricity prices, power production costs, 
emissions, and other areas to quantify the value it has provided to New 
England. According to ISO New England, average wholesale electricity 
prices in its region, when adjusted for rising fuel costs, have declined from 

                                                                                                                                    
37Transmission congestion refers to instances in which a transmission line has insufficient 
capacity to transfer the electricity needed to satisfy demand in a particular area. An area 
that does not have sufficient transmission capacity may have to rely on local power plants 
whose production costs may be higher than those for electricity supplies from other 
locations. Inability to import lower-cost supplies may cause electricity prices in the 
transmission-constrained area to be higher than would be the case without congestion.  
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$45.95 per MWh in 2000 to $42.64 per MWh in 2006. ISO New England 
reports that over this same period, non-fuel-adjusted prices rose from 
$45.95 per MWh to $62.74 per MWh. Midwest ISO also recently developed 
an initiative to quantify its performance. According to its analysis, Midwest 
ISO has improved electric service reliability and is more efficiently using 
generation resources, a fact that, along with other factors, has contributed 
to between $555 million and $850 million in annual net benefits. Midwest 
ISO is currently soliciting comments from stakeholders on its analysis. We 
did not analyze or validate either of these efforts. 

 
FERC Believes RTOs Have 
Produced Benefits but Has 
Not Conducted a Study or 
Developed a 
Comprehensive Set of 
Publicly Available 
Measures for Tracking 
RTO Performance 

FERC officials believe that RTOs have resulted in benefits to the economy, 
such as new efficiencies in operating the regional transmission grid; 
however, it has not conducted an empirical analysis or developed a 
comprehensive set of performance measures to analyze these benefits. 
FERC officials told us they consider RTO benefits when they review 
proposals to create RTOs and approve RTO decisions, such as new 
markets for electricity and other services. FERC also recently initiated a 
proceeding to consider specific reforms to RTO markets—for example, 
considering how to strengthen market monitoring and increase 
opportunities for long-term power contracts.38 FERC believes RTOs have 
produced numerous benefits, including the following: 

• improving the efficiency of the regional transmission grid, including 
resolving operating problems such as transmission congestion; 
providing more efficient transmission pricing policies; and minimizing 
market power; 

• improving transmission reliability by facilitating more accurate 
calculations of regional transmission capacity; 

• improving access to the grid by reducing opportunities for 
discriminatory transmission practices; 

• improving competition in regional power markets by facilitating the 
entry of new independent generators; 

• facilitating stakeholder consensus solutions to regional problems; 
• enhancing transparency and oversight regarding how prices are 

determined and how access to the grid is granted; and 
• providing a process of regional transmission planning, thus resulting in 

more efficient planning and use of resources across a region, as well as 
an opportunity for input by a broad range of stakeholders. 

                                                                                                                                    
38FERC, Wholesale Competition in Regions with Organized Electric Markets, Docket RM07-
19-000 and AD07-7-000, February 22, 2008. 
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However, FERC has not conducted an empirical analysis to measure 
whether RTOs have achieved these expected benefits or how RTOs or 
restructuring efforts more generally have affected consumer electricity 
prices, costs of production, or infrastructure investment. FERC believes 
data exist to support its conclusion that RTOs have provided benefits—for 
example, data illustrating changes in generating capacity in RTO regions 
and data about the number of transmission interruptions used by system 
operators to address congestion. However, FERC has not used these or 
other available data to analyze whether RTOs have produced benefits. 
Furthermore, FERC has not reexamined its prospective estimate of the 
benefits RTOs were expected to produce—estimated in 1999 at $2.4 billion 
annually in cost savings—to determine whether these expected benefits 
are actually being realized or how actual outcomes have differed from 
original estimates. Some of the projections used to develop this estimate 
were too conservative, indicating that the estimate is not as reliable as it 
could be.39 Rather than incorporating a range of assumptions about future 
fuel prices to account for uncertainty, the model used one set of fuel price 
projections that turned out to be lower than what actually occurred. For 
example, the model’s projections assumed the average price of natural gas 
delivered to electric generation plants in the United States would rise to 
$3.25 per million British thermal units (Btu) by 2005.40 In fact, the actual 
price rose much faster, reaching $8.50 per million Btu in 2005. Similarly, 
the model assumed that U.S. electric generation capacity using natural gas 
and oil as fuel would increase from about 230,000 megawatts in 1997 to 
about 284,000 megawatts in 2005, but in fact, U.S. electric generation 
capacity rose to about 440,000 megawatts. FERC officials acknowledge 
that some of the study’s assumptions were low but maintain that RTOs 
have provided benefits. 

Although FERC collects a wide range of data from the RTOs, it has not 
developed a report or other assessment with comprehensive, standardized 
measures that Congress and the public could use to identify and track 
RTO performance. FERC has taken a step in this direction by developing a 
nonpublic document that provides some standardized measures of RTO 
market performance, and these measures are also addressed in public 

                                                                                                                                    
39FERC’s estimate was based on a model developed by ICF Inc. 

40We adjusted FERC’s estimate of natural gas prices and the actual prices to 2007 dollars to 
facilitate comparison. 
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reports issued by the RTOs.41 However, FERC officials explained that these 
measures were not intended to be used to assess RTO benefits or evaluate 
the performance of individual RTOs. Moreover, they are not 
comprehensive, since they do not address the extent to which RTOs have 
achieved the full range of expected benefits—such as improved reliability, 
more efficient planning for generation and transmission investments, or 
prices for consumers that are as low as possible—and do not compare 
performance between RTO and non-RTO regions. FERC also includes 
some statistics about RTOs on its Web site and in its annual report on the 
electricity industry, but these data are of limited scope and do not contain 
measures of operational and market performance.42 The RTOs themselves 
publish large volumes of data about market and operational performance 
in publicly available annual reports and other documents available on their 
Web sites; however, the large amount of information and, in some cases, 
its lack of standardization, make it difficult for the public or Congress to 
easily compare and interpret it. Moreover, FERC has not synthesized these 
data in a way that allows Congress and the public to draw conclusions 
about the benefits of RTOs and their effectiveness or discern whether 
RTOs and organized markets are in their best interest. 

According to FERC officials, quantitative analyses of whether benefits 
were achieved and identification of performance measures are not a 
necessary part of its oversight of RTOs. Rather, FERC officials believe 
FERC’s continual review of RTO performance—through its evaluation of 
RTO decisions, proceedings about RTO market reforms, and market 
monitoring—is sufficient to ensure RTOs continue to benefit consumers as 
expected. Furthermore, FERC officials cited methodological challenges to 
performing an empirical analysis of whether benefits were achieved and 
developing performance measures, which it believes would limit their 
value. FERC officials also explained that RTO participation is voluntary, 
and that participants are able to assess for themselves the benefits of RTO 
membership and join or depart based on their own determination. 

Experts from the electricity industry and the academic community we 
spoke with acknowledged that empirical analysis and measures of RTO 
performance would be methodologically challenging to conduct. In 

                                                                                                                                    
41These include, among other things, data on load, prices, outage rates, net revenue, 
imports and exports, and generation by fuel type. 

42FERC annually produces the “State of the Markets Report,” which contains broad 
information on the electricity and natural gas industries. 
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particular, these experts noted that there are difficulties in isolating the 
influence of RTOs on prices, efficiency, and investment from other factors, 
such as fuel prices. However, these experts observed that tracking 
performance measures across RTOs would encourage better performance 
and could identify potential areas for improvement. Some added that, in 
certain cases, the same measures could be developed for non-RTO regions 
to provide points of comparison. These experts suggested measuring and 
providing standardized information to the public on market 
competitiveness, transmission and generation investment, plant efficiency, 
reliability, and changes in prices in RTO regions, among other things. 
Some industry groups have also called for the development of common 
measures of RTO performance, such as measures to track the difference 
between generator costs and prices charged in RTO markets, changes in 
congestion costs over time, and RTO costs of acquiring capital for major 
investments. Another industry group commissioned an independent study 
to identify and begin tracking standardized measures of RTO performance. 

GAO’s Standards for Internal Control identify the value to organizations of 
comparing actual performance to planned or expected results. More 
specifically, past GAO work recognizes that federal agencies can use 
performance information to identify problems in existing programs, 
develop corrective actions, and identify more effective approaches to 
program implementation, among other things.43 By developing standard 
performance measures that draw upon its own internal analysis or work 
being conducted by RTOs, industry experts, market monitors, and others, 
FERC could, over time, develop a more thorough empirical understanding 
of RTO performance and whether and to what extent RTOs have provided 
benefits to the industry and to consumers. This could help FERC in 
evaluating the success of the decision to encourage the creation of RTOs 
and understand whether RTOs have led to the benefits expected of them. 
Measures may also help FERC determine whether to encourage the 
creation of additional RTOs or identify areas where its RTO policy and 
RTOs themselves could be improved. Moreover, if available to Congress 
and the public, measures could allow FERC to weigh in on the 
disagreements among experts and industry participants about the benefits 
RTOs provide. 

 

                                                                                                                                    
43GAO, Managing for Results: Enhancing Agency Use of Performance Information for 

Management Decision Making, GAO-05-927 (Washington D.C.: Sept. 9, 2005). 
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It has been over 10 years since major federal electricity restructuring was 
introduced and some of the first RTOs were developed to facilitate it, yet 
there is little agreement about whether restructuring and RTOs have been 
good for consumers, how they have affected electricity prices, and 
whether they have produced the benefits FERC envisioned. Compounding 
this, rising electricity prices and diverse regional interests complicate an 
unbiased discussion of the merits of RTOs and restructuring. Although 
there are challenges to answering questions about the benefits of RTOs, a 
more structured and formalized approach to RTO oversight would be 
beneficial.  

Conclusions 

FERC’s initial approach to allow a diverse range of RTO types, governance 
structures, and rate recovery mechanisms provided a means for regions to 
quickly build upon existing institutions like power pools and past 
participant experience working together. However, much has changed 
since the first RTOs came into existence, and it has become clear that 
FERC’s efforts to regulate RTOs as it does utilities may no longer be 
sufficient. Furthermore, the specific characteristics of RTOs devised by 
FERC and its expectation that these entities would lead to lighter 
regulation by FERC give RTOs a unique position in the electricity industry. 
Some RTO functions, such as operating the transmission grid, typically fell 
within the purview of utilities. Others, including market monitoring and 
balancing different stakeholder interests, were more traditionally 
performed by regulators. As a result of this unique set of responsibilities, 
RTOs face much public scrutiny—something RTOs have implicitly 
embraced in part through their varied stakeholder processes—and may 
require different oversight by FERC. Although stakeholders told us they 
value the stakeholder process at each of the RTOs, the concerns they 
raised about its resource intensiveness and the challenges involved in 
analyzing RTO decisions highlight the importance of FERC involvement 
and oversight. In this regard, without more regular, consistent review of 
RTO expenses and budgets, FERC may be missing an opportunity to better 
ensure the cost-effectiveness of RTOs and that their rates remain just and 
reasonable, even between rate proceedings. Furthermore, FERC’s lack of 
regular review of RTO financial reports, filed annually in the Form No. 1, 
limits its ability to ensure RTO expenses are accurately and completely 
reported and reassure Congress, industry participants, stakeholders, and 
the public that the billions of dollars in expenses RTOs have incurred in 
recent years were reasonable and spent in accordance with budgets 
previously approved. 

Finally, while FERC believes RTOs have produced numerous benefits, the 
fact that it has not developed a comprehensive set of publicly available 
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standardized measures to track RTO performance contributes to 
uncertainty about what those benefits have been and their magnitude. We 
acknowledge that FERC’s review of RTO decisions that affect electricity 
prices and consideration of stakeholder comments and complaints 
sometimes results in new rules designed to improve the ability of RTOs to 
deliver benefits to their regions. However, in the absence of measures for 
evaluating the success of the decision to encourage the creation of RTOs, 
FERC may be missing opportunities to facilitate improvements in RTO 
operations and markets and is not as strongly positioned as it could be to 
evaluate the success of its decision to encourage the creation of RTOs and 
determine whether to encourage further RTO development. 

 
To help ensure that FERC, industry participants, and the public have 
adequate information to inform their assessment of whether rates to 
recover RTO expenses are just and reasonable, we recommend the 
Chairman of FERC take the following two actions: 

• develop a consistent approach for regularly reviewing expense 
information contained in RTO budgets and 

• routinely review and assess the accuracy, completeness, and 
reasonableness of the financial information RTOs report to FERC in 
their Form No. 1 filings. 

 
To provide a foundation for FERC to evaluate the effectiveness of its 
decision to encourage the creation of RTOs and help Congress, industry 
stakeholders, and the public understand RTO performance and net 
benefits, we recommend the Chairman of FERC take the following two 
actions: 

• work with RTOs, stakeholders, and other experts to develop 
standardized measures that track the performance of RTO operations 
and markets and 

• report the performance results to Congress and the public annually, 
while also providing interpretation of (1) what the measures and 
reported performance communicate about the benefits of RTOs and, 
where appropriate, (2) changes that need to be made to address any 
performance concerns. 

 
 
We provided FERC a draft of this report for review and comment. In a 
letter dated August 28, 2008, we received written comments from the 
Chairman of FERC. These comments are reprinted in appendix IX. We also 

Recommendations for 
Executive Action 

Agency Comments 
and Our Evaluation 
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received technical comments, which we incorporated into the report as 
appropriate. 

In his letter, the Chairman generally agreed with our report and its 
recommendations. We commend FERC for its interest in addressing the 
concerns we raised. The Chairman also provided comments in response to 
each of the recommendations and outlined plans to address them. 
Specifically: 

• Regarding our first recommendation, that FERC develop a consistent 
approach for regularly reviewing expense information contained in RTO 
budgets, FERC agreed to increase its efforts to review RTO budgets and 
the reasonableness of RTO costs, and the Chairman has directed FERC 
staff to evaluate possible approaches for doing so. 
 

• Regarding our second recommendation, that FERC perform additional 
review of the financial information in Form No. 1 filings, FERC indicated 
that, in addition to the one audit it has already begun, it plans to perform 
periodic audits of the financial information in Form No. 1 filings in the 
future. 
 

• Regarding our third and fourth recommendations, that FERC work with 
RTOs, stakeholders, and other experts to develop standardized measures 
that track the performance of RTO operations and markets and report on 
those measures to Congress and the public, the Chairman noted that 
FERC is considering appropriate procedures for developing such 
measures and how best to report them. Regarding reporting, the Chairman 
observed that RTO “State of the Market” annual reports may be a vehicle 
for providing data and additional information to the public on RTO 
performance. While we agree that these annual reports of data on RTOs 
could be helpful for providing the public with additional performance 
information, we urge the Commission to consider what role it can play in 
helping Congress, industry stakeholders, and the public interpret and 
evaluate data and other information from RTOs in order to draw 
conclusions about RTO performance and value. It is clear that electricity 
markets and RTO operations are complex. FERC’s expertise and 
independence make it well positioned to help Congress and others assess 
RTO performance and net benefits, and its oversight authority gives it the 
ability to use this information to encourage continued improvement. The 
Chairman also expressed uncertainty about whether annual evaluation of 
results and recommendations for change was feasible or cost-effective. We 
recognize that FERC must balance numerous responsibilities and that the 
extent of its evaluation of RTO performance may vary from year to year. 
However, we believe significant value could be realized from (1) providing 
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Congress and others with a consistent, annual source of data for tracking 
the performance of RTOs and (2) ongoing analysis of performance 
information and consideration of how it could aid FERC in carrying out its 
RTO responsibilities. 
 
Finally, along with its general agreement with our recommendations, 
FERC provided two clarifying comments. 

• The first clarifies FERC’s role in approving RTO procedures for planning 
transmission infrastructure, and we incorporated this comment into our 
report. 
 

• In the second, FERC commented on a statement in our draft report’s 
conclusions that RTOs are in a position of greater public trust than 
utilities. FERC observes that all utilities have a position of public trust and 
that a number of utilities are responsible for administering transmission 
systems that are as large as or larger than those of some RTOs. We agree 
that all utilities carry out important activities in the public interest that 
necessitate vigilant regulatory oversight and acknowledge that a number 
of large utilities exist. However, we also recognize that FERC had a 
number of unique expectations for RTOs that it did not have for utilities, 
believing the creation of RTOs could lead to lighter regulation by FERC. 
For example, FERC expected RTOs to assist it in its oversight of the 
electricity industry through, among other things, their market monitoring 
activities and the stakeholder process in which market development and 
other issues are discussed and potentially resolved without resorting to 
FERC’s complaint process. It is for these reasons that we believe FERC 
should take certain regulatory steps specific to RTOs like those we 
recommend in our report—for example, evaluating RTOs using 
performance measures—in order to improve RTOs and educate the public 
on their performance. However, in response to FERC’s comments, we 
revised the report’s conclusions to emphasize the unique role of RTOs and 
avoid relative comparisons of trust between RTOs and utilities. 
 
 
As agreed with your offices, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 30 days from the 
report date. At that time, we will send copies of this report to interested 
congressional committees; the Chairman of FERC; and other interested 
parties. We will also make copies available to others upon request. In 
addition, the report will be available at no charge on the GAO Web Site at 
http://www.gao.gov. 
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If you or your offices have any questions about this report, please contact 
me at (202) 512-3841 or gaffiganm@gao.gov. Contact points for our Offices 
of Congressional Relations and Public Affairs may be found on the last 
page of this report. GAO staff who made major contributions to this report 
are listed in appendix X. 

 

 

 

Mark Gaffigan 
Director, Natural Resources and 
Environment 
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At the request of the Chairman and Ranking Member of the Senate 
Committee on Homeland Security and Governmental Affairs, we reviewed 
(1) Regional Transmission Organizations’ (RTO) key expenses and 
investments in property, plant, and equipment; (2) how RTOs and the 
Federal Energy Regulatory Commission (FERC) review RTO expenses and 
decisions that may affect electricity prices; and (3) the extent to which 
there is consensus about what benefits RTOs have provided. Our review 
focused on the six RTOs in FERC’s jurisdiction—California Independent 
System Operator (ISO), ISO New England, Midwest ISO, New York ISO, 
PJM Interconnection (PJM), and Southwest Power Pool. 

To determine the total expenses incurred by RTOs from 2002 to 2006, the 
most recent data available when we began our review, and their key 
investments in property, plant, and equipment, we reviewed independent 
public auditor reports over this period, as well as full-time-equivalent 
personnel and transmission volume as reported to us by the RTOs. We 
summarized RTO expense, personnel, and transmission volume and 
property, plant, and equipment balances by RTO, and calculated average 
salary and related benefits per full-time equivalent and total expenses per 
megawatt hour (MWh) from 2002 through 2006 for each RTO. Our analysis 
reflects total annual expenses as reported in the RTOs’ annual audited 
financial statements. We did not retroactively apply financial statement 
reclassifications to data from prior years. In addition, RTOs utilized 
differing billing methodologies, and consequently, the rates they charged 
to market participants may be different from the total expenses per MWh 
calculated in our analysis. 

To illustrate the total amount of investments in property, plant, and 
equipment as of December 31, 2006, we used total property, plant, and 
equipment in our analysis without reducing those amounts by 
accumulated depreciation. We also reviewed 2006 RTO FERC Form No. 1 
filings, the most current available at the time of our audit, to determine the 
amount of RTO expenses attributable to transmission expenses and 
regional market expenses, as well as administrative and general expenses. 
Independent public auditor reports did not aggregate expenses by these 
categories. We adjusted all expense amounts for inflation utilizing 2007 as 
the base year. 

To determine how FERC and RTOs review RTO expenses and decisions 
and discuss other aspects of RTO costs and benefits, we collected general 
information, interviewed representatives from the six RTOs, and spoke to 
the ISO/RTO Council about how FERC and the RTOs review proposed 
budget expenses and consider how RTO decisions affect electricity prices. 
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For two RTOs—ISO New England and Midwest ISO—we collected more 
in-depth information and interviewed stakeholders from each of the major 
stakeholder sectors. We selected these two RTOs because they are 
multistate and perform a breadth of functions and services, but also reflect 
geographical and historical differences. For example, ISO New England 
evolved from a power pool; Midwest ISO did not. We interviewed state 
agency officials from these RTO areas, including state regulatory agencies 
(such as the Connecticut Department of Public Utility Control, Illinois 
Commerce Commission, Indiana Utility Regulatory Commission, Maine 
Public Utilities Commission, and Massachusetts Department of Public 
Utilities), state consumer agencies (such as the Connecticut Office of 
Consumer Counsel and Maine Office of the Public Advocate), and state 
regulatory associations (such as the Organization of MISO States, National 
Association of Regulatory Utility Commissioners, and the New England 
Conference of Public Utility Commissioners). We also interviewed 
representatives from each of these RTOs’ stakeholder groups to 
understand how FERC and RTOs review RTO decisions and expenses. We 
interviewed officials from the North American Electric Reliability 
Corporation to understand their interaction with RTOs. We spoke with 
officials from FERC’s Office of Enforcement and Office of Energy Market 
Regulation and reviewed related documentation that outlined FERC’s 
steps to review RTO expenses for reasonableness and accuracy. We 
reviewed selected FERC rate proceedings to better understand the type of 
information provided to FERC about proposed RTO expenses and the 
analysis it performs. We also considered FERC’s process for reviewing 
actual expenses as reported in FERC Form No. 1 filings and reviewed 
FERC audits of RTOs conducted in 2004 which focused primarily on 
governance. While we generally reviewed FERC’s oversight of RTOs, we 
did not perform an in-depth analysis of FERC’s review of specific RTO 
decisions. 

Finally, to address the extent to which there is consensus about what 
benefits RTOs have provided, we interviewed FERC officials and reviewed 
related documentation, including FERC’s 1999 prospective assessment of 
RTO expected benefits. We interviewed several experts in the field of 
electricity restructuring to discuss their opinions on the benefits and costs 
of RTOs and their assessment of the adequacy of FERC’s analysis of RTOs 
to date. These included experts from the Analysis Group, Cornell 
University, Northeastern University, Penn State University, the University 
of California Berkeley, and Vermont Law School. We chose experts 
affiliated with academic institutions and research firms with extensive 
knowledge of electricity restructuring and RTOs. We selected experts with 
a balanced range of views about the economic benefits of RTOs. We also 
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interviewed a number of industry participants, including representatives 
from electricity industry associations and consumer organizations, such as 
the American Public Power Association, Compete Coalition, Consumer 
Federation of America, Electric Power Supply Association, Edison 
Electric Institute, Electricity Consumers Resource Council, Industrial 
Energy Consumers of America, National Rural Electric Cooperative 
Association, and Public Citizen to more fully understand where there was 
agreement and disagreement about the costs and benefits of RTOs. We 
reviewed reports and analyses from these and other industry participants 
that discussed the costs and benefits of RTOs. 

We also reviewed expert studies on the economic effects of restructuring 
and competition in the electricity industry and electricity consumers. In 
deciding which studies to include in our summary table, we selected some 
studies that were sponsored by both advocates and critics of the existing 
RTOs, as well as studies that are more academic in nature. Some of these 
studies specifically addressed the impact of RTOs on electricity costs and 
prices, while others addressed the impacts of restructuring and 
competition more generally, without specifically isolating the impact of 
RTOs. We conducted basic analyses of data on electricity prices, intensity 
of the use of generation resources (capacity factors), and type of 
generation resources (by fuel use). For the analysis of prices and capacity 
factors, we divided states into four categories: (1) original RTO states—
states joining an RTO in 1999 or earlier and historically in a power pool, 
(2) new RTO states—states joining an RTO region after 1999, (3) non-RTO 
states—states outside RTO regions, and (4) California. The original RTO 
states category included Connecticut, Delaware, Massachusetts, Maryland, 
Maine, New Hampshire, New Jersey, New York, Pennsylvania, Rhode 
Island, Vermont, and the District of Columbia.  The new RTO states 
category included Iowa, Illinois, Indiana, Kansas, Michigan, Minnesota, 
Missouri, North Dakota, Ohio, Oklahoma, Virginia, Wisconsin and West 
Virginia.  The non-RTO states category included Alaska, Alabama, 
Arkansas, Arizona, Colorado, Florida, Georgia, Hawaii, Idaho, Kentucky, 
Louisiana, Mississippi, Montana, North Carolina, Nebraska, New Mexico, 
Nevada, Oregon, South Carolina, South Dakota, Tennessee, Utah, 
Washington and Wyoming.  We placed California in a separate category 
because its electricity industry went through a turbulent restructuring 
process during part of the time period that we analyzed. We did not 
include Texas in our analysis, because most of the state constitutes a 
separate grid from the two other main grids in the United States and is 
largely unregulated by FERC. For the other three groupings, states that 
were partially in an RTO region were considered part of the region if 
electricity for most major cities was provided by a utility that participated 
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in an RTO. Our analysis was based on electricity data obtained from the 
Energy Information Administration. For the price analysis, we used 
electric power retail sales and electric revenues data. We developed 
average price estimates by aggregating state-level data, dividing revenues 
by sales, and adjusting for inflation using the gross domestic product price 
index. We focus on the prices in the industrial sector because the retail 
portion of its electricity prices is typically smaller than the retail portion of 
residential and commercial electric prices. RTOs operate wholesale 
markets and do not determine the retail portion of electric prices. We also 
conducted a specific analysis of relative industrial electricity prices.  A 
description of that analysis and our methodology is presented in Appendix 
VII.  For the analysis of the intensity of the use of generation resources, we 
calculated capacity factors from Energy Information Administration state-
level data on electric power generation capacity and actual generation. We 
also interviewed representatives from the Energy Information 
Administration to understand the type of data that agency collects related 
to estimating the benefits and costs RTOs. 

We conducted this performance audit from October 2007 to September 
2008 in accordance with generally accepted government auditing 
standards. Those standards require that we plan and perform the audit to 
obtain sufficient, appropriate evidence to provide a reasonable basis for 
our findings and conclusions based on our audit objectives. We believe 
that the evidence obtained provides a reasonable basis for our findings 
and conclusions based on our audit objectives. We provided a draft of this 
report to FERC for its review. FERC’s comments are reprinted in 
Appendix IX. 

 

 

Page 66 GAO-08-987  Electricity Restructuring 

                                                  92 of 137



 

Appendix II: RTO Characteristics and 

Functions Required by FERC Order 2000 

 

Page 67 GAO-08-987  Electricity Restructuring 

Appendix II: RTO Characteristics and 
Functions Required by FERC Order 2000 

 

RTO characteristics Description 

Independence RTOs must be independent of control by any market participant and have the authority to 
propose rates, terms, and conditions of transmission services provided over the facilities they 
operate. An RTO’s employees must not have financial interest in any market participant. 

Scope and regional configuration RTOs must serve an appropriate region of sufficient scope to maintain reliability, support 
efficient and nondiscriminatory power markets, and carry out their other functions. 

Operational authority RTOs must have operational authority for all transmission facilities under their control. 

Short-term reliability RTOs must have exclusive authority for maintaining the short-term reliability of the grid they 
operate. 

RTO functions Description 

Tariff administration and design RTOs must administer their own transmission tariff—an agreement that outlines the terms and 
conditions of transmission service—and employ a transmission pricing system that promotes 
efficient use and expansion of transmission and generation facilities. 

Congestion management RTOs must ensure the development and operation of market mechanisms to manage 
transmission congestion.  These mechanisms should accommodate broad participation by all 
market participants and provide transmission customers with efficient price signals. 

Parallel path flow RTOs must develop and implement procedures to address engineering and reliability problems 
caused by parallel path flows—a term that refers to electricity flowing over all possible 
transmission lines regardless of who owns the lines and what transmission contracts were 
agreed to.  According to FERC, prior to RTOs many transmission owners found their grids 
overloaded by the actions of others because of this engineering reality.  Since they were unable 
to determine the responsible party, these owners had to curtail their own use of their grid. 

Ancillary services RTOs must serve as the provider of last resort for ancillary services—services to maintain the 
reliable operation of the transmission system—and have the authority to decide the minimum 
required amounts of each ancillary service.  RTOs must also ensure that transmission 
customers have access to a real-time balancing market. 

OASIS and capacity  RTOs must be the single administrator for the Open Access Same Time Information System 
(OASIS) site—an Internet-based electronic communication and reservation system through 
which transmission providers provide information about the availability and price of transmission 
and ancillary services and customers procure those services. Furthermore, RTOs must 
independently calculate total and available transmission capacity—measures of the amount of 
electric power that the transmission system is capable of transferring from one point in the grid 
to another. 

Market monitoring RTOs must provide for objective monitoring of markets administered to identify market design 
flaws, market power abuses, and opportunities for efficiency improvements. 

Planning and expansion RTOs must be responsible for planning and directing necessary transmission expansions, 
additions, and upgrades that will enable it to provide efficient, reliable, and nondiscriminatory 
service. In doing so, they must coordinate such efforts with appropriate state authorities and 
must encourage market-driven operating and investment actions for preventing and relieving 
congestion. 

Interregional coordination RTOs must ensure the integration of reliability practices across regions. 

Source: FERC Order 2000 and GAO analysis.  
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(Dollars in thousands)  

California ISO 2002 2003 2004 2005 2006 Total

Expenses  

Salaries and related benefits $76,427 $80,949 $84,451 $81,600 $75,393 $398,820

Interest expense (income) 13,716 5,542 5,133 211 223 24,825

Consulting, professional, and other outside services  20,286 21,954 22,427 22,163 17,425 104,255

Facility/maintenance 67,234 67,365 41,373 40,311 33,178 249,461

Other  11,020 27,748 9,709 8,864 9,227 66,568

Depreciation and amortization  52,471 26,178 17,198 19,026 17,123 131,996

Regulatory dues/assessments 0 0 0 0 0 0

Total expenses $241,154 $229,737 $180,291 $172,174 $152,569 $975,925

Full-time equivalents (FTE) 572 591 576 484 506

Salaries and related benefits per FTE $134 $137 $147 $169 $149

ISO New England   

Expenses  

Salaries and related benefits $39,345 $46,581 $50,632 $53,956 $55,499 $246,013

Interest expense (income) 911 3,448 2,800 2,603 3,110 12,872

Consulting, professional, and other outside services  13,570 13,992 18,349 18,428 15,051 79,390

Facility/maintenance 9,918 9,771 8,505 7,116 7,334 42,644

Other  5,515 6,078 8,945 8,447 10,893 39,877

Regulatory dues/assessments 0 0 0 0 1,465 1,465

Depreciation and amortization  4,104 35,886 38,515 41,219 24,653 144,377

Total expenses $73,362 $115,757 $127,745 $131,768 $118,005 $566,638

FTEs 345 373 401 413 401

Salaries and related benefits per FTE $114 $125 $126 $131 $138

Midwest ISO  

Expenses  

Salaries and related benefits $29,160 $39,899 $58,497 $75,344 $80,727 $283,628

Interest expense (income) 10,690 12,646 17,710 19,435 14,149 74,629

Consulting, professional, and other outside services  10,234 26,374 50,237 53,298 29,698 169,841

Facility/maintenance 9,635 16,601 23,156 27,761 31,612 108,764

Other  18,573 -44,851 -30,112 424 4,411 -51,556

Regulatory dues/assessments 0 20,343 21,646 34,769 32,748 109,506

Depreciation and amortization  16,536 22,477 26,474 72,011 81,731 219,229

Total expenses $94,828 $93,489 $167,607 $283,041 $275,075 $914,040

FTEs 265 373 517 590 643

Salaries and related benefits per FTE $110 $107 $113 $128 $126

Appendix III: RTO Inflation-Adjusted 
Expenses and Full-time Equivalents from 
2002 to 2006, by RTO 

                                                  94 of 137



 

Appendix III: RTO Inflation-Adjusted 

Expenses and Full-time Equivalents from 

2002 to 2006, by RTO 

 

New York ISO 2002 2003 2004 2005 2006 Total

Expenses  

Salaries and related benefits $33,158 $36,824 $41,258 $48,391 $48,351 $207,982

Interest expense (income) 2,559 1,489 2,652 3,337 3,863 13,901

Consulting, professional, and other outside services  23,621 28,086 29,519 27,882 25,563 134,671

Facility/maintenance 16,931 15,451 22,092 23,424 25,713 103,611

Other  19,505 20,371 19,789 5,761 5,708 71,135

Regulatory dues/assessments 8,740 10,526 7,455 11,209 9,733 47,663

Depreciation and amortization  9,671 19,761 26,651 37,974 32,892 126,949

Total expenses $114,185 $132,508 $149,416 $157,979 $151,824 $705,912

FTEs 316 345 393 383 391

Salaries and related benefits per FTE $105 $107 $105 $126 $124

PJM  

Expenses  

Salaries and related benefits $54,412 $62,037 $65,913 $78,024 $80,971 $341,358

Interest expense (income) 12,046 10,092 7,777 9,802 18,502 58,218

Consulting, professional, and other outside services  28,045 25,962 32,709 41,147 38,914 166,778

Facility/maintenance 20,742 23,208 22,830 20,413 16,223 103,415

Other  154,422 103,037 23,775 37,243 45,951 364,428

Regulatory dues/assessments 11,256 12,409 25,713 29,689 33,358 112,425

Depreciation and amortization  30,735 54,512 56,553 67,902 47,648 257,351

Total expenses $311,657 $291,257 $235,271 $284,220 $281,568 $1,403,973

FTEs 484 531 562 578 551

Salaries and related benefits per FTE $112 $117 $117 $135 $147

Southwest Power Pool  

Expenses  

Salaries and related benefits $12,616 $13,503 $15,852 $19,638 $26,233 $87,842

Interest expense (income) 2,414 2,138 1,003 454 -571 5,438

Consulting, professional, and other outside services  11,764 5,215 8,181 10,750 14,100 50,012

Facility/maintenance 3,323 3,687 4,215 4,802 7,221 23,247

Other  1,877 1,435 3,488 4,131 4,609 15,540

Regulatory dues/assessments 930 701 757 8,712 10,661 21,760

Depreciation and amortization  5,028 4,956 5,839 3,041 3,825 22,689

Total expenses $37,953 $31,635 $39,335 $51,528 $66,078 $226,529

FTEs 110 116 131 169 245

Salaries and related benefits per FTE $115 $116 $121 $116 $107
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Total salaries and related benefits for RTOs $245,119 $279,794 $316,603 $356,953 $367,175 $1,565,644

Total FTEs 2,092 2,329 2,580 2,617  2,737 

Total salaries and related benefits per FTE $117 $120 $123 $136 $134

Source: GAO analysis of independent auditors’ reports. FTE information provided by RTOs. 

Note: Dollar amounts are inflation-adjusted and presented in 2007 dollars. Additionally, the sum of 
component data in this appendix may not equal the totals due to rounding. In 2004, PJM changed its 
method of classifying revenues and expenses related to study and interconnection fees for financial 
reporting purposes. The expenses we calculated for PJM for 2002 and 2003 are significantly higher 
than the amounts it billed market participants, because we did not retroactively apply financial 
statement reclassifications to data from prior years. 
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Appendix IV: Megawatt hour Load Served by 
RTO from 2002 through 2006 

 

California ISO 2002 2003 2004 2005 2006 Total

Load served in megawatt hours 
(MWh) 

220,888,474 220,572,396 229,981,261 234,978,833 240,171,616 1,146,592,580

Total expenses (Dollars in 
thousands) 

 $241,154  $229,737  $180,291  $172,174   $152,569  $975,925 

Total expenses per MWh (Dollars)  $1.09  $1.04  $0.78  $0.73   $0.64  $0.85 

ISO New England  

Load served (MWh) 128,029,400 130,777,700 132,520,500 136,355,200 132,091,800 659,774,600

Total expenses (Dollars in 
thousands) 

 $73,362  $115,757  $127,745  $131,768   $118,005  $566,638 

Total expenses per MWh (Dollars)  $0.57  $0.89  $0.96  $0.97   $0.89  $0.86 

Midwest ISO  

Load served (MWh) 365,911,866 460,340,014 628,868,057 691,478,733 668,033,817 2,814,632,487

Total expenses (Dollars in 
thousands) 

$94,828 $93,489 $167,607 $283,041 $275,075 $914,040

Total expenses per MWh (Dollars)  $0.26  $0.20  $0.27  $0.41   $0.41  $0.32 

New York ISO  

Load served (MWh) 160,500,000 159,800,000 163,700,000 173,800,000 170,300,000 828,100,000

Total expenses (Dollars in 
thousands) 

 $114,185  $132,508  $149,416  $157,979   $151,824  $705,912 

Total expenses per MWh (Dollars)  $0.71  $0.83  $0.91  $0.91   $0.89  $0.85 

PJM  

Load served (MWh) 329,462,687 343,709,652 472,688,685 727,989,643 729,139,288 2,602,989,955

Total expenses (Dollars in 
thousands) 

 $311,657  $291,257  $235,271  $284,220   $281,568  $1,403,973 

Total expenses per MWh (Dollars)  $0.95  $0.85  $0.50  $0.39   $0.39  $0.54 

Southwest Power Pool  

Load served (MWh) 80,520,302 86,135,886 92,601,921 125,478,287 179,096,451 563,832,847

Total expenses (Dollars in 
thousands) 

 $37,953  $31,635  $39,335  $51,528   $66,078  $226,529 

Total expenses per MWh (Dollars)  $0.47  $0.37  $0.42  $0.41   $0.37  $0.40 

All RTOs  

Load served (MWh) 1,285,312,729 1,401,335,648 1,720,360,424 2,090,080,696 2,118,832,972 8,615,922,469

Total expenses (Dollars in 
thousands) 

 $873,140  $894,382  $899,664  $1,080,711   $1,045,120  $4,793,017 

Total expenses per MWh (Dollars)  $0.68  $0.64  $0.52  $0.52   $0.49  $0.56 

Source: GAO analysis of data supplied by RTOs. 
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Note: Dollar amounts are inflation-adjusted and presented in 2007 dollars. Additionally, the sum of 
component data in this appendix may not equal the totals due to rounding. In 2004, PJM changed its 
method of classifying revenues and expenses related to study and interconnection fees for financial 
reporting purposes. The expenses per MWh we calculated for PJM for 2002 and 2003 are 
significantly higher than the amounts it billed its members because we did not retroactively apply 
financial statement reclassifications to data from prior years. Had 2002 and 2003 expenses been 
reported as they were from 2004 to 2006, PJM’s inflation-adjusted expenses per MWh would have 
been $0.52/MWh (instead of $0.95/MWh) in 2002 and $0.59/MWh (instead of $0.85/MWh) in 2003. In 
addition, RTOs utilize differing billing methodologies. As a result, the rates it charges market 
participants may be different from the total expenses per MWh calculated in our analysis. 
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(Dollars in thousands) 

California ISO 

Expenses 

Administrative and general expenses $73,220 48%

Other expenses 28,005 18%

Transmission expenses 33,678 22%

Regional market expenses 17,667 12%

Total $152,570 100%

ISO New England 

Expenses  

Administrative and general expenses $46,682 40%

Other expenses 34,927 30%

Transmission expenses 19,845 17%

Regional market expenses 16,550 14%

Total $118,005 100%

Midwest ISO 

Expenses 

Administrative and general expenses $68,891 25%

Other expenses 97,626 35%

Transmission expenses 53,877 20%

Regional market expenses 54,681 20%

Total $275,076 100%

New York ISO 

Expenses 

Administrative and general expenses $61,145 42%

Other expenses 47,114 32%

Transmission expenses 17,891 12%

Regional market expenses 20,610 14%

Total $146,760 100%

PJM 

Expenses 

Administrative and general expenses $108,979 39%

Other expenses 104,916 37%

Transmission expenses 45,609 16%

Regional market expenses 22,037 8%

Total $281,541 100%
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Southwest Power Pool 

Expenses 

Administrative and general expenses $46,234 76%

Other expenses 6,428 11%

Transmission expenses 3,769 6%

Regional market expenses 4,587 8%

Total $61,018 100%

Total 2006 expenses reported to FERC 

Expenses 

Administrative and general expenses $405,152 39%

Other expenses 319,017 31%

Transmission expenses 174,669 17%

Regional market expenses 136,132 13%

Total $1,034,970 100%

Source: GAO analysis of FERC Form No. 1 filings. 

Note: Dollar amounts are inflation-adjusted and presented in 2007 dollars. Additionally, percentages 
in this appendix may not add to 100 due to rounding, and the sum of component data may not equal 
the totals due to rounding. New York ISO, Southwest Power Pool, and PJM expenses reported on 
FERC Form No. 1 filings do not agree with the expenses noted on the independent auditors’ reports 
due primarily to differences in how certain interest, lease, planning, and other revenues were netted 
against related expense accounts in the FERC Form No. 1 filings. 
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Appendix VI: Investment in Property, Plant, 
and Equipment for RTOs as of December 31, 
2006 

 

(Dollars in thousands) 

California ISO 

Property and equipment at cost  

Software and equipment $234,735 59%

Construction, work, and projects in process 131,400 33%

Buildings and leasehold improvements 13,763 3%

Land 9,630 2%

Furniture and fixtures 9,685 2%

Property and equipment, gross $399,213 100%

ISO New England 

Property and equipment at cost  

Software and equipment $174,295 75%

Construction, work, and projects in process 24,118 10%

Buildings and leasehold improvements 33,078 14%

Land 0 0

Furniture and fixtures 2,055 1%

Property and equipment, gross $233,546 100%

Midwest ISO 

Property and equipment at cost  

Software and equipment $325,846 89%

Construction, work, and projects in process 0 0

Buildings and leasehold improvements 33,857 9%

Land 2,216 1%

Furniture and fixtures 3,330 1%

Property and equipment, gross $365,248 100%

New York ISO 

Property and equipment at cost  

Software and equipment $154,053 79%

Construction, work, and projects in process 12,112 6%

Buildings and leasehold improvements 24,054 12%

Land 2,098 1%

Furniture and fixtures 2,998 2%

Property and equipment, gross $195,314 100%
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PJM 

Property and equipment at cost  

Software and equipment $285,328 88%

Construction, work, and projects in process 18,705 6%

Buildings and leasehold improvements 17,454 5%

Land 982 0

Furniture and fixtures 788 0

Property and equipment, gross $323,256 100%

Southwest Power Pool 

Property and equipment at cost  

Software and equipment $59,654 85%

Construction, work, and projects in process 6,303 9%

Buildings and leasehold improvements 513 1%

Land 337 0

Furniture and fixtures 3,246 5%

Property and equipment, gross $70,054 100%

Total 2006 property, plant, and equipment for RTOs 

Property and equipment at cost  

Software and equipment $1,233,910 78%

Construction, work, and projects in process 192,638 12%

Buildings and leasehold improvements 122,718 8%

Land 15,262 1%

Furniture and fixtures 22,102 1%

Property and equipment, gross $1,586,631 100%

Source: GAO analysis of independent auditors’ reports. 

Note: Dollar amounts are inflation-adjusted and presented in 2007 dollars. Additionally, percentages 
in this appendix may not add to 100 due to rounding, and the sum of component data may not equal 
the totals due to rounding. 
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Appendix VII: Indexed Electricity Prices, 
1990-2007 

As part of our effort to examine trends in state-level prices for industrial 
customers, we created indexes of prices at the state level.1 The indexes 
reflect the average of electricity prices paid by industrial customers, 
divided by the comparable national average price. As such, a state with an 
index greater than 1.0 would indicate that the state price was greater than 
the national average and vice versa. Such an approach focuses attention 
on how prices compare to the national average and how the different 
states’ standing relative to the national average changes over time. This 
approach also avoids the necessity of deciding which deflator is most 
appropriate for adjusting nominal electricity prices for inflation. 

To examine the trends in these indexes for the different regions of the 
country according to their RTO affiliations, we created weighted average 
indexes consistent with our RTO classifications described in appendix I. 
We chose to include Texas in this analysis for purposes of comparison. We 
obtained a weighted average by multiplying each state’s index for a given 
year by the share of its retail sales of electricity to industrial customers 
relative to its group’s total, and then summing up the resulting multiples 
for all the states in a given group. The results of this effort are reasonably 
consistent with the results of the basic price analysis reflected in figure 10 
of the report. This analysis provides additional insights into price trends 
over the period of analysis. For example, it shows that from about 1997 
through 2002, the original and new RTO states witnessed relative price 
decreases compared to the non-RTO group. Further, it appears that from 
2002 through the most recent data in 2007, the original RTO states also 
witnessed relative price increases that effectively erased the decline in 
prices from 1997 through 2002. In this analysis, these prices (original RTO 
states) in 2007 are higher, in a relative sense, than they were prior to 
restructuring in 1997. Industrial prices in Texas, generally not overseen by 
FERC, have witnessed notable relative price increases since the 
introduction of restructuring. It is important to note that this analysis 
provides a look at price trends and does not provide any indication of 
RTOs causing these trends or even influencing them. Notably, both the 
original RTO states and Texas are highly reliant on natural gas, the prices 
of which have increased dramatically in recent years. 

                                                                                                                                    
1Data collected by the Energy Information Administration reflect average revenue per 
kilowatt-hour of electricity sold to customers and represent a proxy for prices.
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Figure 13: Comparison of Relative Electricity Prices for Industrial Customers, 1990-2007 

Index of prices

Source: GAO analysis of Energy Information Administration data.
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Study and date Author and affiliation 
Assessment of net 
benefits 

Primary measure of 
net benefits/major 
data elements 

Study conclusion and GAO 
comment 

A Cost-Benefit 
Assessment of 
Wholesale Electricity 
Restructuring and 
Competition in New 
England (2006) 

M. Barmack, E. Kahn, 
and S. Tierney, 
Analysis Group 

Restructuring and 
competition in New 
England resulted in 
relatively small savings 
in the capital and 
operating costs of 
wholesale electricity. No 
specific analysis of the 
impact of wholesale cost 
savings on consumer 
prices. 

Capital and operating 
costs of electricity 
generation 

Sponsored by an electricity-
generating company. Estimated 
that restructuring and 
competition resulted in an 
expected 2 percent savings in 
wholesale electricity costs for 
New England from 2002 to 
2018. Net benefits estimate 
based on comparing model 
simulations of capital and 
operating costs of the 
restructured electric industry in 
New England with simulations of 
investments and operating costs 
in a “counterfactual” case with 
more traditional regulation and 
without industry restructuring. 
Attributed very significant 
benefits to greater nuclear plant 
efficiency from restructuring and 
competition. 

Electricity Prices and 
Costs under 
Regulation and 
Restructuring (2008) 

 

S. Blumsack, L. Lave, 
and J. Apt, Carnegie 
Mellon Electricity 
Industry Center 

Restructuring has been 
beneficial to companies 
that restructured, but the 
evidence regarding the 
impact of RTOs on 
consumers is far less 
clear. 

A measure of the gap 
between prices and 
firm-level costs of 
generating electricity  

Constructed an economic and 
statistical model to study the 
impact of various elements of 
retail and wholesale 
restructuring on the price-cost 
markup of electricity-generating 
companies. Asserted that 
restructuring was beneficial to 
companies that restructured, 
based on the conclusion that 2 
to 3 cents per kilowatt-hour of 
the difference between prices 
and costs was explained by 
restructuring rather than 
increases in fuel prices.a 
Concluded that of the various 
restructuring elements, RTO 
membership had little overall 
impact on the price-cost 
markup.b
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Appendix VIII: Summary of Expert Studies 

Analyzing the Benefits of Restructuring and 

Regional Transmission Organizations 

 

Study and date Author and affiliation 
Assessment of net 
benefits 

Primary measure of 
net benefits/major 
data elements 

Study conclusion and GAO 
comment 

Measuring and 
Explaining Electricity 
Price Changes in 
Restructured States 
(2006) 

M. Fagan, Mossavar-
Rahmani Center for 
Business and 
Government, Harvard 
University 

The study finds no 
evidence that RTO 
formation or industry 
restructuring explains 
price differences among 
regions of the country. 

Industrial electricity 
prices 

Compared actual average retail 
industrial electricity prices with 
model-predicted prices in states 
classified as restructured and 
nonrestructured in 2001-2003. 
Concluded that prices were 
lower than predicted in two-
thirds of restructured states and 
in about one-quarter of 
nonrestructured states. 
Concluded also that regulatory 
reform at neither the retail nor 
wholesale levels (RTO 
participation) was a significant 
driver of the difference in price 
trends. 

Putting Competitive 
Power Markets to the 
Test (2005) 

Global Energy 
Decisions 

Consumers in the 
Eastern Interconnect 
region (entire United 
States except 11 
Western states and 
Texas) benefited from 
large savings in the cost 
of utility wholesale 
purchases of electric 
power. 

Operating costs of 
producing electric power 

Commissioned by private 
energy companies. Concluded 
that wholesale competition in 
the electricity industry in the 
Eastern Interconnect region 
resulted in large net economic 
benefits and that RTOs 
contributed significantly to the 
realization of these benefits. 
Used a computer model to 
simulate wholesale electricity 
production costs for 1999-2003 
under two scenarios: simulating 
(1) actual restructuring events 
over 1999-2003 and (2) the 
absence of procompetitive 
FERC reform over the same 
period. Concluded that 
procompetitive reforms resulted 
in about $15 billion net savings. 
Savings largely driven by 
dramatically improved 
efficiencies of power plants. 
Also specifically estimated large 
net economic benefits from 
expansion of the PJM 
Interconnect in 2004, supporting 
the conclusion that RTO 
formation and operations played 
an important role in realizing the 
benefits of competition. 
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Analyzing the Benefits of Restructuring and 

Regional Transmission Organizations 

 

Study and date Author and affiliation 
Assessment of net 
benefits 

Primary measure of 
net benefits/major 
data elements 

Study conclusion and GAO 
comment 

Analysis of the Impact 
of Coordinated 
Electricity Markets on 
Consumer Electricity 
Charges (2007) 

S. Harvey, B. 
McConihe, and S. 
Pope, LECG 

Average retail prices are 
slightly lower per 
megawatt hour for PJM 
and New York ISO 
residential consumers 
than if coordinated 
markets had not been 
implemented. 

Average residential 
prices for selected 
states that are members 
of RTOs and states that 
are not members of 
RTOs in 1990-2004 

Commissioned by PJM. Used 
several statistical economic 
models to isolate the impact of 
electricity restructuring from 
several other variables that 
affect electricity prices. All 
model specifications indicated 
somewhat lower prices 
associated with restructuring. 
Concluded that while current 
RTO markets are imperfect, 
they have provided material 
benefits to consumers. 

LMP Electricity 
Markets: Market 
Operations, Market 
Power, and Value for 
Consumers (2006) 

E. Hausman and 
others, Synapse 
Energy Economics 

LMP markets in RTOs 
have not delivered 
benefits to consumers in 
ISO New England and 
PJM; resource owners 
have reaped windfall 
profits. 

Wholesale electricity 
prices; bidding behavior 
data, measures of 
investment in generation 
capacity, market 
concentration, price-cost 
markup, demand 
response, congestion 
costs 

Commissioned by the American 
Public Power Association. 
Concluded that location-based 
pricing of RTO markets like PJM 
and ISO New England 
represented the best approach 
available for operating large, 
interconnected power pools 
efficiently and reliably. Also 
concluded that the benefits of 
this form of pricing have been 
limited because markets are 
based on bids rather than costs 
and lack perfect competition. 
Further, this pricing mechanism 
in the PJM and ISO New 
England markets resulted in 
windfall profits for resource 
owners without benefits to 
consumers. Found no evidence 
of this form of pricing improving 
the pattern of investments in the 
industry. 
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Analyzing the Benefits of Restructuring and 

Regional Transmission Organizations 

 

Study and date Author and affiliation 
Assessment of net 
benefits 

Primary measure of 
net benefits/major 
data elements 

Study conclusion and GAO 
comment 

ISO New England: 
Delivering Value to the 
Region (2007) 

ISO New England Large savings in 
wholesale electricity 
costs in New England 
and in ratepayers’ bills, 
and other benefits 
including service 
reliability, lower 
emissions, and greater 
demand response. 

Electric system costs, 
cost of electric power 
generation capacity, 
new investment in 
generation and 
transmission, demand 
response participation, 
others 

Summarized unpublished ISO 
New England analyses that 
estimated RTO benefits in 
different aspects of electricity 
service in New England. 
Estimated average annual 
wholesale market savings of 
about $850 million from 2000 to 
2006, equivalent to an 
approximate net monthly 
savings of $4 for the average 
New England ratepayer. 
Quantified other RTO benefits, 
such as lower emissions of 
certain pollutants. Concluded 
that ISO New England had a 
significant role in enhancing the 
reliability and efficiency of the 
region’s electricity industry and 
can help achieve the region’s 
environmental goals by enabling 
the interconnection of low-
carbon-emitting resources, 
benefit the region’s electricity 
consumers, improve planning, 
and more. 

Markets for Power in 
the United States: An 
Interim Assessment 
(2006) 

P. Joskow, MIT Lower prices for 
residential and industrial 
consumers. 

Average industrial and 
residential prices 

Constructed an economic and 
statistical model to study the 
effects of retail and wholesale 
competition on electricity prices 
for residential and industrial 
consumers, using the share of 
electricity generated by 
unregulated generators in a 
state as a proxy measure for the 
effect of wholesale 
restructuring.c Concluded that 
greater activity in a state’s 
wholesale electricity market is 
associated with lower prices for 
residential and industrial 
consumers, supporting the 
study’s view that RTOs 
improved industry performance. 
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Regional Transmission Organizations 

 

Study and date Author and affiliation 
Assessment of net 
benefits 

Primary measure of 
net benefits/major 
data elements 

Study conclusion and GAO 
comment 

Restructuring the U.S. 
Electric Power Sector: 
A Review of Recent 
Studies (2006) 

J. Kwoka Found no reliable or 
convincing evidence that 
consumers are better off 
as a result of 
restructuring the U.S. 
electric power industry. 

No data analysis 
conducted (review of 
other studies) 

Commissioned by the American 
Public Power Association, 
reviewed 12 studies on the 
economic impact of restructuring 
in the U.S. electricity industry. 
Identified serious weaknesses in 
all 12, concluding that the 
methodologies consistently fell 
short of the standards for good 
economic research. Most also 
failed to fully address the effects 
of restructuring. 

Midwest ISO Value 
Proposition (2007) 

Midwest ISO Large net economic 
benefits in the Midwest 
ISO region in various 
aspects of electricity 
services; no specific 
analysis of how benefits 
affect consumer prices. 

Size, duration, cost, and 
probability of electricity 
outages; measures of 
the use of electricity 
generation capacity and 
of the cost of reserve 
generation capacity; 
RTO administrative and 
operating costs; etc. 

Summarized Midwest ISO and 
consulting firm studies that used 
different approaches to 
estimating the economic impact 
of Midwest ISO operations in 
several areas. Concluded that 
$555 million to $850 million in 
annual net economic benefits for 
the region resulted from more 
efficient use of the industry’s 
resources (generation and 
transmission assets), more 
reliable service, and improved 
planning and investment 
patterns. Pointed to unquantified 
benefits related to greater price 
transparency, regulatory 
compliance, and improved 
opportunities for demand 
response and renewable 
resources. 
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Regional Transmission Organizations 

 

Study and date Author and affiliation 
Assessment of net 
benefits 

Primary measure of 
net benefits/major 
data elements 

Study conclusion and GAO 
comment 

The Regional 
Transmission 
Organization Report 
Card: Wholesale 
Electricity Markets and 
RTO Performance 
Evaluation, 2nd ed. 
(2007) 

M. J. Morey and 
others, Christensen 
Associates Energy 
Consulting 

No conclusions on 
whether RTOs yielded 
net economic benefits or 
whether retail 
consumers were 
benefiting from RTOs. 

Numerous metrics 
related to prices, costs 
(including RTO 
administrative and 
operating costs), market 
power, plant efficiencies 
and availability, 
reliability of service, and 
investments in 
generation and 
transmission 

Prepared for the National Rural 
Electric Cooperative Association 
and intended to provide insight 
into RTO performance in various 
areas. Stated that many industry 
stakeholders were concerned 
that no single reference 
document was available for 
RTO statistics to objectively 
analyze RTO and RTO market 
performance. Consolidated data 
from different sources to make 
performance comparisons 
across RTOs. Mentioned areas 
of strength of individual RTOs 
and expressed concern, 
particularly about market power, 
demand response, and 
investments. 

2006 Performance 
Review of Electric 
Power Markets (2006) 

K. Rose, Institute of 
Public Utilities, 
Michigan State 
University, and K. 
Meeusen, Ohio State 
University 

 

Restructuring electricity 
markets at least so far 
has resulted in no 
discernible benefits to 
consumers of electricity. 

Retail prices of 
electricity 

Commissioned by the Virginia 
State Corporation Commission. 
Addressed retail and wholesale 
restructuring. Recognized that 
RTOs’ “marginal cost” pricing is 
needed for an efficient market 
under competitive conditions, 
but expressed concern that RTO 
markets were not sufficiently 
competitive because consumers 
had very limited ability to 
respond to high prices by 
reducing demand and because 
of evidence of market power on 
the supply side.  

Estimating the Benefits 
of Restructuring 
Electricity Markets: An 
Application to the PJM 
Region (2003) 

R. J. Sutherland  Restructuring and 
competition resulted in 
significant reductions in 
the prices consumers 
pay for electricity.  

Residential, commercial, 
and industrial prices  

Used a comparison of prices for 
1997 and 2002, assuming that 
prices were lower in 2002 due to 
a large extent to restructuring. 
Estimated that PJM electricity 
consumers saved about $3.2 
billion in 2002 from 
restructuring, equivalent to 
about 15 percent of their 
electricity bills that year.  

Source: GAO. 

Note: Studies are listed alphabetically by author. 

aFor comparison, the 2007 average retail price of electricity was about 9 cents per kilowatt-hour (see 
fig. 9). 
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bBlumsack, Lave, and Apt, Electricity Prices (2008), p. 24: “Overall, simply joining an RTO has had 
little effect on price-cost markups, although the combination of RTO membership and retail 
competition appears to dampen the increase in price-cost margins.” 

cAlthough the article did not explicitly model the effect of RTO membership, the proxy measure for 
restructuring in the analysis was related to RTO membership. The share of electricity generated by 
unregulated generators is likely to be much higher in states that were members of RTOs than in 
states that were not members of RTOs.  
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constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
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Congress make informed oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 
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is through GAO’s Web site (www.gao.gov). Each weekday, GAO posts 
newly released reports, testimony, and correspondence on its Web site. To 
have GAO e-mail you a list of newly posted products every afternoon, go 
to www.gao.gov and select “E-mail Updates.” 
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A check or money order should be made out to the Superintendent of 
Documents. GAO also accepts VISA and Mastercard. Orders for 100 or 
more copies mailed to a single address are discounted 25 percent. Orders 
should be sent to: 
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441 G Street NW, Room LM 
Washington, DC 20548 
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TDD:  (202) 512-2537 
Fax:  (202) 512-6061 
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Automated answering system: (800) 424-5454 or (202) 512-7470 
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U.S. Government Accountability Office, 441 G Street NW, Room 7125 
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Background 
SPP approved its most recent Strategic Plan in October 2006. The Strategic Planning Committee 
(SPC) held a retreat May 12-14, 2008. Included in the planning retreat were members of the 
committee, SPP executive staff, and facilitator Pete Hoelscher. 
 
Strategic Planning Committee 
The SPC is comprised of a diverse group of representatives from the SPP membership and the 
Board of Directors: 
 
 
Richard Spring, Chair 
VP, Transmission 
Kansas City Power & Light 

Ricky Bittle 
Vice President 
Arkansas Electric Cooperative Corporation 

Mike Wise 
Manager, Operations 
Golden Spread Electric Cooperative 

Tim Woolley 
Sr. Manager, RTO Policy 
Xcel Energy 

Rob Janssen 
President 
Redbud Energy 

Mike Palmer 
VP, Commercial Operations 
The Empire District Electric Company 

Mel Perkins 
VP, Transmission 
OG+E Electric Services 

Les Evans 
VP, Power Supply 
Kansas Electric Power Cooperative 

Jim Eckelberger 
Chairman, SPP Board of Directors 

Harry Skilton 
Vice Chair, SPP Board of Directors 

Joshua Martin 
SPP Board of Directors 
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Strategic Planning Process 
In revising the Strategic Plan the SPC considered three basic questions: Where are we, with 
respect to what is happening regionally and nationally? Where do we want to go? How do we get 
there? The group sought to modify SPP’s strategic goals for moving forward, while retaining its 
uniqueness in the industry and continuing to provide benefit to its members. 
 
Where are we? 
This data-gathering phase produced an understanding of SPP’s relative position in the industry 
and the environment in which SPP operates. The group assessed changes since the plan was 
approved in October 2006, changes expected to occur during the planning period horizon, and an 
executive staff-developed strawman proposal of potential plan modifications. This phase also 
included a review of the state and federal regulatory environments to which SPP members are 
subject. 
 
Where do we want to go? 
The SPC recommends modifications to the plan focusing on the following components:  
 
1. Communication and Education 
2. Membership Development/Expansion/Contract Services 
3. Transmission Expansion 
4. Future Market Development/Design 
5. Reliability Compliance – Regional Entity 
 
How do we get there? 
The SPC recommends that SPP organizational groups further investigate certain issues and make 
appropriate recommendations to the Board of Directors and Regional State Committee.
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SPP’s Value Propositions 
To provide guidance during the planning process, the SPC reviewed SPP’s values – the 
principles that have driven its history and frame its future. These principles are very familiar to 
SPP members, and they distinguish this organization from other regional organizations. 
 
Relationship-Based 
SPP dates to 1941 when 11 utilities across seven states pooled their generation resources to serve 
a critical defense plant in central Arkansas. After the war, the organization continued to exist. It 
grew to a peak membership of 78 entities without any legal recognition, until it incorporated in 
December of 1993. Until 1998, the membership agreement consisted of a single paragraph 
obligating members to abide by the organization’s bylaws. As in the past, relationships, rather 
than contracts, continue to keep this diverse organization together. 
 
Member-Driven 
SPP’s organizational structure of broad-based committees, working groups, and ad hoc task 
forces is the true source of SPP’s product. More than 360 people are involved in efforts driven by 
these groups. These groups’ rosters match the organization’s diverse membership, requiring 
representatives from across the footprint and recognizing the various member types and sizes. 
These principles promote member ownership in the organization’s products, reduce interventions 
in regulatory proceedings, and continue to keep SPP’s staff size the smallest in the industry. 
 
Independence Through Diversity 
Since its inception, SPP’s membership has been one of the most diverse of any regional 
organization in the industry. With membership comprised of investor-owned utilities, 
independent power producers and independent transmission companies, municipal systems, 
generation and transmission cooperatives, state authorities, wholesale generators, and power 
marketers, any and all opinions are heard loudly and clearly in organizational group meetings.  
 
As a member-driven organization, meaningful stakeholder involvement drives SPP’s efforts and 
effectively balances diverse opinions. Since 2004, this independence has been further enhanced 
with governance residing in an independent Board of Directors. When SPP was recognized as a 
Regional Transmission Organization (RTO), the SPP Regional State Committee (RSC) was 
formed, adding an important formal layer of diversity. 
 
Reliability & Economic/Equity Issues Inseparable 
In 1968, SPP took on the responsibility of serving as a regional reliability council under what 
became the North American Electric Reliability Corporation (NERC). The Federal Energy 
Regulatory Commission (FERC) approved SPP as an RTO in 2004 and a Regional Entity (RE) 
in 2007. As an RTO, SPP provides transmission planning, tariff administration, reliability 
coordination, and wholesale market services to our members in an efficient and cost-effective 
manner. As an RE, SPP enforces reliability standards for our members and other users, owners, 
and operators of the bulk electric system in the SPP region. 
 
SPP members have long maintained that electric reliability issues cannot be debated in the 
absence of economic/equity issues. History has shown that attempts to separate reliability and 
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economic/equity issues result in the same people meeting in different venues with confusion over 
which organization should attempt to resolve problems. A single organization providing both 
RTO and RE services results in greater cost-effectiveness and organizational efficiency for SPP’s 
members. 
 
Evolution, Not Revolution 
SPP was initially created for a much different purpose than that which it currently serves. 
Reliability remains the organization’s preeminent focus. However, a deliberate evolutionary 
process has guided the growth in services delivered by the organization, resulting in a carefully 
staged maturation. 
 
The Industry Today 
The SPC discussed the current environment of the electric utility industry to identify key drivers 
that may impact SPP and its members. This section highlights some of the topics discussed: 
 
The electric power system continues to be characterized as vital, while strides are being made to 
calm turbulence, remove uncertainty, and minimize risk and costs by establishing and stabilizing 
market rules. Industry participants are realizing that an aging utility infrastructure is impacting 
system reliability, and that the transmission component of the infrastructure must be upgraded to 
provide for economic growth and reliability. Many utilities are in a ‘back to the basics’ mode, 
focusing on reliability and cost/performance improvement, resulting in improved financial 
performance by many. Strides are being made toward increasing regulatory certainty, investing 
in infrastructure, and researching new, efficient, and affordable ways to “keep the lights on.”  
 
The industry is experiencing significant cancellations and rejections of new coal-fired base load 
generation, exacerbating diminishing capacity margins. Given the growing interest in Renewable 
Portfolio Standards (RPS), carbon-trading programs (or taxes), and demand response initiatives, 
renewable generation technologies such as wind will only become more important going 
forward. In the SPP footprint in 2007, wind generation was responsible for approximately 2.6% 
of the generation in the Energy Imbalance Service market footprint. SPP has over 30,000 
megawatts (nominal or nameplate) of wind generation in the generation interconnection queue, 
so the potential for wind growth in SPP is large. 
 
New high-voltage transmission expansion will be needed to bring wind energy to consumers. 
Cost uncertainty is a particular concern. The cost of construction labor and materials has been 
extremely volatile world-wide, causing it to be increasingly difficult to accurately forecast the 
cost of new investment.   
 
The Energy Policy Act of 2005 had significant implications for the industry. The act authorized 
FERC to certify an Electric Reliability Organization (ERO). In 2006, FERC certified NERC as 
the nation’s ERO and made it responsible for establishing and enforcing mandatory reliability 
standards for the bulk power system. This was a shift from voluntary compliance standards in 
place since NERC’s founding, and a major step in the transition to a strong reliability 
environment. 
 
The needs of the industry, particularly for transmission infrastructure enhancements and 
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expansion, are capital intensive. While capital markets can meet those needs today from a 
financial perspective, there are still numerous regulatory, political, and implementation hurdles 
that must be overcome so this infrastructure can be moved from the drawing board to in-service 
operation. 
 
The implementation of SPP’s Energy Imbalance Service market has been successful. The first 
year of operation realized net trade benefits (production cost savings) of over $100 million. 
There is evidence that the market is resolving the majority of congestion in the market footprint. 
SPP has started preliminary efforts to potentially develop Ancillary Services and Day-Ahead 
markets.  
 
SPP Today 
SPP manages reliability coordination, wholesale markets, and transmission services on behalf of 
its members, using members’ transmission systems. SPP’s 50 members serve approximately 4.5 
million customers across a 255,000 square mile region spanning eight states. 
 
SPP’s footprint includes 16 control areas responsible for matching electricity supply and demand 
within their regions. The 2007 peak electric demand in SPP’s reliability footprint was 43,346 
coincidental megawatts, approximately 0.7% higher than in 2006. 
 
Electric energy usage increased between 2006 and 2007. In 2007, it was 207.3 million MWh, an 
increase of 1.6% over 2006. Customers within the five largest control areas in SPP (American 
Electric Power West, Oklahoma Gas and Electric, Westar Energy, Inc., Southwestern Public 
Service Company, and Kansas City Power and Light) account for 73% of SPP’s total electric 
energy usage. 
 
SPP’s 2007 capacity resources totaled 50,392 megawatts, resulting in a significant resource 
margin (generation capacity in excess of peak demand) of 14,074 MW or 33%, presuming all 
generating capacity would be deliverable when peak electricity demand occurs. Of the total 
generating capacity in SPP, 42% is natural gas-fired; 85% of capacity in SPP is either coal- or 
natural gas-fired. 
 
Prior to 2005, SPP saw limited regional transmission expansion in its footprint, despite the fact 
that certain areas were constrained. Since then, SPP completed its third annual SPP Transmission 
Expansion Plan (STEP). In 2005, $152 million was spent on the transmission system, and 
another $27.8 million in projects were completed in 2006. In 2007, 70 transmission projects 
totaling $179 million were completed, while approximately $417 million is planned for 2008.  
This is a substantial amount of investment in the transmission system. 
 
The STEP includes projects from four sources: projects identified by SPP as needed for 
reliability; economic projects with voluntary sponsors; projects or upgrades needed as a result of 
the transmission service aggregate study process and the generation interconnection request 
process; and transmission owner or other stakeholder projects planned apart from the STEP. Cost 
estimates and descriptions are provided for all STEP projects. 
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In 2005, the Board of Directors approved a strategic plan that included six primary areas of 
focus: 

 
1. Markets development 
 
2. Transmission expansion 
 
3. Administrative processes 
 
4. Retention and addition of participants 
 
5. Enhanced regional planning 
 
6. Long-range planning 

 
SPP has made significant progress toward these goals. The Energy Imbalance Service market 
was implemented in February 2007, and cost/benefit analyses are underway for the next phases 
of market development. 
 
The 2006 Strategic Plan was developed in response to the organization’s desire to engage in a 
longer-term planning horizon and to refocus some of the topic areas.  The longer-term 
perspective yielded some additional focus areas including:  
 

 
1. Communication and Education – an effort of SPP and its members with federal/state 
regulatory and legislative constituencies. 
 
2. Center of Excellence – an effort to leverage collective knowledge, expertise and 
provision of leadership and shared services to members. 
 
3. Contract Services – provision of service on contract basis to increase revenue, further 
membership in SPP and enhance the quality of existing services; and,  
 
4. SPP Regional Entity – an effort to organize as a Regional Entity under the Electric 
Reliability Organization (ERO) to perform the delegated responsibilities related to the 
compliance, enforcement and development of mandatory reliability standards.   

 
The recent effort to assess the Organization’s progress on the 2006 Strategic Initiatives has 
overtaken the ’06 Plan and this 2008 version represents an enhanced and updated strategic plan.  
This 2008 Strategic Plan reflects a 5-10 year planning horizon and there are no distinctions in 
terms of priority ranking as was the case in the 2006 Plan.   

                                                  124 of 137



The Outlook for SPP 
This section highlights some of the major issues facing SPP and its members. These issues can 
impact the business plans, effectiveness, and efficiency of SPP and its stakeholders in providing 
reliable and cost-effective services to their respective customers. 
 
Regulatory and Legislative Drivers 
As a public utility, SPP is subject to the jurisdiction of FERC and the limited jurisdiction of some 
states’ retail regulatory commissions. State and federal regulators and legislators have significant 
impact on SPP’s business. There is a high degree of turnover in these constituencies, as some 
commissioners serve by appointment and others by election. Terms will continue to expire for a 
number of commissioners who have authority over SPP and its members. Also, these 
commissions regulate much more than the electric utility industry, including such complex 
industries as gas, water, telecommunications, and transportation. High turnover, steep learning 
curves, and numerous and diverse demands create a formidable challenge to developing and 
maintaining an adequate level of understanding of SPP and its values. This is particularly 
significant as members are under increased scrutiny and pressure to justify investments in the 
transmission system. SPP will focus on continually communicating and educating to these 
audiences the intricacies of strategic issues facing SPP and its members.  
 
The region has experienced significant uncertainty associated with the cancellations of base-load 
generation, especially coal-fired generation. These cancellations ripple through to SPP’s 
transmission plans and create further uncertainty from a transmission expansion perspective. 
These base-load generation uncertainties potentially exacerbate the integration of wind 
generation in SPP’s footprint. Wind energy is intermittent and to maintain electric reliability, 
wind energy needs to be supplemented with traditional energy sources.     
 
Other external issues creating uncertainties include the potential for RPS and carbon legislation. 
RPS will require utilities to obtain minimum percentages of their power from renewable energy 
sources by a certain date. It is anticipated that states with an RPS or an imposed national RPS, 
but insufficient renewable energy to meet such standards would possibly be interested in 
importing wind energy from sources within SPP’s footprint. Uncertainty also exists regarding 
carbon legislation, which would impact generating resources in and around SPP’s footprint and 
may negatively impact generation resource capacity margins.    
 
Human Resources 
The number of qualified technical employees electing a career in the utility sector is waning and 
causing a human resources shortage. This issue is not isolated to SPP’s region, and is impacting 
both SPP and its members. SPP spends significant time and resources training engineers. This 
training provides valuable experience to employees, enabling them to be a commodity in the 
marketplace for engineering talent. Escalating salary and benefits pressure will be exacted on 
SPP to retain this type of talent.  
 
Mandatory Reliability Standards 
The Energy Policy Act of 2005 requires both SPP and its members to comply with new 
mandatory reliability standards. These reliability standards became effective in 2007, and are 
applicable to all users, owners and operators of the bulk-power system. Under a delegation 
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agreement conditionally approved by FERC, the SPP RE is charged with developing regional 
standards and ensuring compliance and enforcement with FERC-approved reliability standards 
for over 120 registered entities (users, owners and operators of the bulk power system) in the 
SPP footprint.  
 
Expansion of SPP Services and Cost Containment 
Implementing mandates from stakeholders and regulators will put upward pressures on SPP’s 
costs and administrative fees to its members, primarily due to investments in infrastructure. 
There are a number of entities in and outside the region that are interested in retaining SPP to 
provide certain services, but are not interested in full SPP membership; this offsets some of that 
upward pressure. However, providing these services must be balanced with maintaining a high 
level of support to SPP’s members. 
 
Transmission Expansion 
SPP’s members are under increased scrutiny and face significant hurdles in the approval of new 
transmission infrastructure and cost recovery processes. The approval and implementation of 
new infrastructure is complicated and requires significant time and resources, which only adds to 
the delay in getting additional facilities built. 
 
With the assistance of the RSC, SPP has made significant headway since 2006 on transmission 
expansion cost allocation and funding. First, a “base-plan” funding mechanism (which allocates 
costs for reliability upgrades identified in the STEP) was developed and approved by FERC.  
The next step in the evolution of cost recovery for transmission upgrades includes a “balanced 
portfolio” funding mechanism for “economic” transmission investment. This methodology is a 
result of an intense collaborative effort among SPP staff, the RSC, and stakeholders. This 
mechanism has been filed at FERC for approval.  
 
While significant headway has been achieved regarding cost allocation, a large remaining hurdle 
is to develop funding mechanisms for implementing a robust Extra High Voltage (EHV) 
transmission backbone in the SPP footprint, capable of accommodating expected increases in 
wind generation. The SPP region has huge wind energy potential. In Kansas, Oklahoma, New 
Mexico, and the Texas panhandle, there is enough high-capacity wind to potentially add over 
40,000 megawatts to the electric grid. By comparison, our record demand for electricity set in 
2007 was just over 43,000 megawatts. SPP has 1,800 megawatts of wind in service, with 
approximately 30,000 megawatts proposed and under study. To connect large volumes of new 
wind energy to the electric grid, more transmission must be constructed to carry the energy to 
where the demand is. SPP is studying how a “transmission superhighway” of EHV lines would 
enable us to connect tens of thousands of renewable megawatts into the electric grid. 
 
Any new generation, fossil fuel or renewable, has to go through the generation interconnection 
process to be added to the transmission grid. First, the generator completes an interconnection 
request. SPP then completes three studies: load flow (feasibility), impact (stability) and facility. 
Finally, a service interconnection agreement is completed. This process can take more than a 
year, creating uncertainty. Adding to this uncertainty are operational issues surrounding wind 
generation, including the capacity contributions that can be reliably counted upon from wind 
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resources. Due to the intermittent nature of wind, capacity and energy needed from other 
generating resources is needed to support voltage. 
 
A number of policy and technical issues will need to be resolved for SPP to achieve its goal of 
establishing the optimal transmission grid. SPP’s current policies do not easily permit non-
transmission owners from investing in expansion of the transmission system. Ensuring cost 
recovery (i.e. state regulatory approval of cost recovery), better enabling third-party project 
sponsorship, and enhanced benefit determination and quantification are keys to optimizing the 
SPP transmission grid, particularly when proposed projects impact multiple jurisdictions.   
Creating efficient and effective seams agreements, which determine how neighboring 
transmission providers interact at their borders from both an economic and operational 
perspective, will be a critical step in the implementation of any major EHV developments for 
interregional projects. 
 
 
SPP Markets 
As noted above, SPP is studying the cost and benefits of implementing Ancillary Services and 
Day-Ahead markets. SPP will work closely with its members, the Board of Directors, the RSC, 
and FERC to address any concerns before implementation of new markets.  Assuming cost-
benefit studies demonstrate benefits for SPP’s members, SPP will conduct market trials to test 
market software. During these trials SPP will be able to correct problems encountered before the 
implementation of new markets.   
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The Strategic Plan 
 
COMMUNICATION AND EDUCATION 
In an effort to further enhance credibility and align its mission with its members’ goals, SPP will 
continue its systematic program to communicate with and educate the region’s federal/state 
regulatory and legislative constituencies. This will allow SPP to better assist its members in 
advancing projects in the region. When appropriate, execution of this initiative will be 
coordinated with the Regional State Committee. SPP is also planning to increase communication 
with the general public and the media.  
 
The following steps should be taken: 
1. In early 2008 the Communications Department developed and implemented a plan for 

Communication and Education outreach focused on seven audiences: regulators, legislators, 
the general public, other organizations, SPP members and customers, the Central Arkansas 
community, and the media. The Communications Department has begun and will continue 
facilitating quarterly meetings with SPP’s executives to plan outreach to these audiences. 
 
Outreach that occurred during the first three quarters of 2008: 
Regulatory: 

 SPP officers and executives planned and made visits to regulators in New Mexico, 
Mississippi, Missouri, Louisiana, and Kansas. 

 The SPP CEO met with FERC commissioners and attended a FERC technical 
conference. 

Legislative: 
 SPP officers met with Congressman Mike Ross (Arkansas) and communicated with 

Senator Blanche Lincoln’s office (Arkansas). 
 The SPP CEO presented at a national clean coal policy conference. 

General Public: 
 The Chair of the SPP Board of Directors wrote an editorial about the need for 

national leadership on energy issues, and worked with the Communications 
Department to publish it in the Kansas City Star and The Electricity Journal. 

 The Communications Department mailed information about SPP to Arkansas’ largest 
civic organizations offering to provide speakers, and asked several members in other 
states if SPP could provide speakers to civic organizations in which they participate. 

 The Communications Department mailed information about SPP to Arkansas’ largest 
civic organizations offering to provide speakers, and asked several members in other 
states if SPP could provide speakers to civic organizations in which they participate. 

 The Communications Department arranged a control room tour and interview for the 
Fayetteville, Arkansas ABC affiliate. 

 The Communications Department created new fact sheets on topics of interest and 
posted them to SPP.org. 

Other Organizations: 
 The Communications Department compiled a list of organizations that have an 

interest in SPP, and mailed the 2007 annual report to the groups. These organizations 
were also added to the SPP news release list. 
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SPP Members and Customers:  
  Officers arranged formal and informal meetings to give SPP Board members the 

opportunity to visit with representatives of SPP member organizations. 
 The Communications Department developed a contact list of our members’ 

communications staff and mailed them the 2007 annual report, fact sheets, and an 
introductory letter. 

 The Communications Department planned an online meeting to give regional 
communicators an opportunity to learn more about SPP and discuss issues of joint 
concern. 

Central Arkansas Community:  
 SPP agreed to sponsor the 2009 Girls of Promise program, which works to keep 

Arkansas middle-school girls interested in math and science careers. 
 The Communications Department worked with a team of staff volunteers to develop 

plans for a transmission exhibit at the Museum of Discovery in Little Rock. 
Media: 

 The Communications Department broadened SPP’s news release list to include more 
regional, national, and industry publications. 

 The Communications Department issued four news releases and 14 SPP.org 
homepage news stories. 
 

2. SPP will continue to be proactive in assisting its members with issues that impact the 
region’s transmission system or markets. 
Outreach planned for 2009: 

 SPP officers will continue planning and making visits to regulators, legislators, and 
SPP members.  

 The Communications Department will: 
 Work with a vendor to create an educational video about SPP. 
 Participate in the 2009 Girls of Promise program. 
 Work with the Museum of Discovery to launch the new transmission exhibit. 
 Create, post, and distribute new SPP fact sheets. 
 Issue news releases and post news to SPP.org. 
 Look for opportunities to publish editorials. 
 Continue building relationships with SPP members’ communications staff. 

 
Assigned to: SPP Officers and SPP Corporate Communication Staff 
 
MEMBERSHIP DEVELOPMENT/EXPANSION  
SPP will continue to pursue expansion of its membership and geographic footprint to further 
leverage its capabilities and lower costs.  SPP will continue to offer services on a contract basis, 
pursuant to Board-approved assessment criteria, in order to increase revenues, further 
membership in SPP, and enhance the quality of existing services. 
 
The following steps should be taken: 
 
1. The Board of Directors will receive a quarterly report from the President on Membership 
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status, pending opportunities for Membership expansion and/or the provision of Contract 
Services.  
 
2. Existing Members will be engaged in the recruitment of new members. 
 
3. SPP staff will continue to evaluate contract service opportunities as they arise to ensure that 
such offerings fit within SPP’s Mission and Value Statements and provide benefits to the 
existing SPP Members (in terms of reduced administrative fees). 
 
4. SPP will continue to provide contract service offerings to non-SPP Members that leverage 
SPP’s existing infrastructure. 
 
Assigned to: SPP Officers 
 
TRANSMISSION EXPANSION 
SPP will consolidate all of its Transmission expansion efforts into one overarching title.   
 
The following steps should be taken: 
 
SPP staff working with the Regional State Committee should develop and implement 
methodologies to deal with the following subcategories of transmission expansion: 
 

1. Inter-regional transmission expansion matters such as: Seams Agreements, EHV policies 
and build-out considerations, and wind energy exports; 
• This EHV effort is being conducted in parallel with efforts to reach conclusive seams 

agreements, including transmission cost allocation, with neighboring regions. 
2. Intra-regional transmission expansion matters such as: continuous improvement in 

current tools and processes like the Aggregate Study process, the Generator 
interconnection queuing process and the STEP, as well as policy issues associated with 
transmission ownership and construction 
• There are three issues that negatively impact the length of time required to reach a 

timely conclusion to a transmission service request:  
1. customers are using the process to screen a wide variety of resource and 

transmission options in an effort to determine the optional choice, 
2. customers withdrawal of transmission service requests due to the 

customers decision not to proceed with proposed generation, 
3. impacts that transmission service requests have on non-SPP parties which 

take time to resolve. 
• To address these concerns an Aggregate Study Improvement Task Force (ASITF) 

was formed by the Markets and Operations Policy Committee (MOPC) on June 18, 
2007. The efforts of the ASITF resulted in policy recommendations approved by 
SPP’s Board of Directors (BOD) that are presently being converted to Tariff language 
by the RTWG. The effort should be complete and submitted to the MOPC and BOD 
by the January 2009 meeting cycle. Assuming approval by SPP and a successful 
review at FERC, implementation of the new policy could begin in 2009. In the 
interim, stakeholders have approved a short-term plan that was filed at FERC on 
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August 8, 2008 that would allow the pairing of sequential open windows of the 
prescribed transmission service request process through January 2010 to expedite the 
backlog of pending transmission service requests. 

 
• To assist with the resource screening process, beginning in September 2008; one 

customer is participating in a beta-screening project with the support of SPP staff. 
Assuming the beta screening process achieves the expected results, SPP staff plans to 
have a posted customer driven screening process in place by the end of 2008. The 
posted process will include modeling and other tools intended to provide customers 
greater flexibility in the self screening of projects.  Ultimately, SPP must find a 
mechanism to more closely link the Aggregate Study and Generator Interconnection 
processes and fit those results into our long range plans.; and, 

3. Transmission expansion cost allocation matters dealing with such issues as: the allocation 
of costs for an EHV system, introduction and implementation of renewable technologies 
and the associated transmission system impacts, and transmission expansion cost-
beneficiary calculation improvements.    
• The initial Balanced Portfolio, if approved by FERC, is expected to include as a part 

of the annual STEP process, reviewed by the RSC and endorsed by the Board of 
Directors in January 2009. 

 
• Having just completed the filing of the Balanced Portfolio in August 2008, SPP and 

specifically the Regional State Committee (RSC) initiated efforts to address an 
Economic Evaluation for the EHV Overlay. The CAWG initially reviewed a proposal 
to carry out this EHV initiative in August 2008 in anticipation of presenting the scope 
of the effort to the RSC in October 2008. It is expected that the Study will consider a 
number of scenarios i.e.; types and locations of the generating resources, potential for 
varying RPS standards, differing environmental scenarios. The RSC effort will 
continue well into 2009. 

 
• This EHV effort is being conducted in parallel with efforts to reach conclusive seams 

agreements, including transmission cost allocation, with neighboring regions. At the 
same time, SPP’s tariff mandates at a minimum that once every five years the method 
of determining project beneficiaries is to be reviewed and that review process is 
included in the RSC’s Work Plan. This review will address the megawatt-mile 
method currently utilized as well as other available options. In addition the RSC’s 
Concepts Paper on Economic Upgrades considered the potential for expanding the 
benefits of transmission beyond production cost modeling. Expanded benefits that 
need to be considered include, at a minimum, reduced reliability margins (capacity 
margins requirements), improved efficiencies in delivery in terms of capacity and 
energy losses, the ability to manage fuel supply disruptions/natural disasters, etc., 
notwithstanding the benefits of a more robust transmission system to facilitate timely 
and flexible generation and demand response decisions.  It is expected that these EHV 
and transmission cost allocation efforts will continue throughout 2009 

 
Assigned to: SPP staff; RSC and RSC Cost Allocation Working Group; Regional Tariff Working 
Group 
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MARKET DEVELOPMENT AND DESIGN 
SPP will evaluate future market development offerings for the region including the requisite 
cost/benefit studies. A strategic decision including consultation with the SPP RSC will then be 
made concerning further market services (external generation, demand response and energy 
efficiency, ancillary services markets and day-ahead markets) development in the region.  
 
As part of Market Development and Design efforts SPP will develop and implement 
Consolidated Balancing Authority (CBA) services for its members preceding the provision of 
future market services.   
 
The following steps should be taken: 
 
1. Develop cost/benefit analyses and recommendation for future market offerings to be presented 
to the RSC and Board of Directors including next steps, estimated costs and timelines for 
development and implementations. 
 
2. The RSC and Board will approve the next steps; i.e. strawman approach, cost/benefit analysis 
and approach. 
 
3. The current expected schedule follows: 

Present Cost Benefit Study                                                      October 2008 
MWG begin Business Requirement detail specifications       November 2008 – November 2009 
BOD Approval of Cost Benefit Study                                     April 2009 
Completion of Requirements (MWG, ORWG)                       December 2009 
Vendor Development                                                               December 2009 - December 2010 
System Testing                                                                         January 2011 - July 2011 
Market Trials                                                                           August 2011 - January 2012 
Implementation                                                                        March 2012 

 
 
Assigned to: SPP Staff, MWG, ORWG 
 
Reliability Compliance – SPP RE 
SPP will continue to support its model of functional separation in order to continue providing 
reliability and transmission service value to its members in an efficient and cost effective 
manner.  The SPP RE will continue to perform the delegated responsibilities of compliance and 
enforcement with strong functional separation from the non-statutory responsibilities of the SPP 
RTO.    
 
Assigned to: SPP RE Trustees 
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From: Michael Desselle  
Sent: Friday, October 03, 2008 9:46 AM 
To: Perkins, Mel; Woolley, Timothy; SPP SPC (Members Only); Officers; Ross, 
Richard C. (AEP) 
Cc: Cheryl Robertson; Crissup, Phil; Langthorn, Jake 
Subject: Re: New draft of the Strategic Plan 
 
Mel and Tim, 
   Les drafted this section of the Strategic Plan in response to the 
requests of the SPC to provide greater specificity. You’ll note that just 
ahead of the phrase in question there is a reference to “state regulatory 
approval of cost recovery” that we knew was important to the TO’s. I asked 
Les about the phrase in question and he responded that he was seeking to 
include the topic relating to third-party sponsorship in reaction to FERC’s 
July 11th Compliance Order and the efforts to address FERC’s concerns in the 
TOCTF that you and a cross section of members are working on. As you know, 
Les serves as staff secretary to the TOCTF and was reflecting an item of 
relevant interest.  
 
I will call the SPC’s attention to your suggestion when we review this draft 
on October 16th and we will certainly remove or edit this reference if that 
is the desire of the group. 
 
Sent from wireless device 
 
Michael Desselle 
mdesselle@spp.org 
501-256-9953 
 
----- Original Message ----- 
From: Perkins Jr, Mel <perkinmh@oge.com> 
To: Woolley, Timothy; Michael Desselle; SPP SPC (Members Only); Officers; 
Ross, Richard C. (AEP) 
Cc: Cheryl Robertson; Crissup, Phil; Langthorn, Jake 
Sent: Thu Oct 02 13:49:15 2008 
Subject: RE: New draft of the Strategic Plan 
 
I agree with Tim. Appears to be preferential treatment toward 3rd party 
ownership. 
 
________________________________ 
 
From: Woolley, Timothy B [mailto:timothy.b.woolley@xcelenergy.com]  
Sent: Thursday, October 02, 2008 1:11 PM 
To: Michael Desselle; SPP SPC (Members Only); Officers; Ross, Richard C. 
(AEP) 
Cc: Cheryl Robertson 
Subject: RE: New draft of the Strategic Plan 
 
Michael, 
    Thanks for all your work in capturing the discussions and getting this 
document put together.  I only have one comment/concern.  Otherwise, this 
looks good.   
  
My concern is with the statement in the Transmission Expansion Section: 
A number of policy and technical issues will need to be resolved for SPP to 
achieve its goal of establishing the optimal transmission grid. SPP’s 
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current policies do not easily permit non-transmission owners from investing 
in expansion of the transmission system. Ensuring cost recovery (i.e. state 
regulatory approval of cost recovery), better enabling third-party project 
sponsorship, and enhanced benefit determination and quantification are keys 
to optimizing the SPP transmission grid, particularly when proposed projects 
impact multiple jurisdictions.   Creating efficient and effective seams 
agreements, which determine how neighboring transmission providers interact 
at their borders from both an economic and operational perspective, will be 
a critical step in the implementation of any major EHV developments for 
interregional projects. 
I am speaking just for myself but I invite the other Transmission owners to 
look at this.  While we need to be sensitive to not granting any 
preferential treatment to the TOs by trying to limit any third-party 
sponsors, I want us to be careful not to set up any preferential treatment 
the other way by paving the way for unfettered third-party investment by way 
of a statement in a strategic plan.  I am not completely sure what the 
proposed language means but I just want us to be careful to keep the playing 
field level and that we follow our current tariff provisions unless or until 
they are changed. 
  
Thanks, 
  
Tim Woolley 
Regional Transmission Policy 
Xcel Energy 
303-571-7227 
 
_______________________________ 
 
From: Michael Desselle  
Sent: Wednesday, September 24, 2008 1:08 PM 
To: SPP SPC (Members Only); Officers; Ross, Richard C. (AEP) 
Cc: Cheryl Robertson 
Subject: New draft of the Strategic Plan 
 
  
Attached is the latest draft of the Strategic plan.  This version expands 
the plan elements to include steps, timing, responsibility, etc.  It also 
captures some of the routine editorial comments that I noted from the last 
SPC Meeting.  This version is only going out to this group at this time.  
When the Committee is satisfied with the content, it can then be circulated 
to the MOPC/RSC/ and others for further comment.   
 
Please send me your comments/edits/suggestions. 
 
Regards, 
 
Michael Desselle 
VP-Process Integrity 
Southwest Power Pool 
Office    501-614-3206 
Cell       501-256-9953 
mdesselle@spp.org 
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