
Southwest Power Pool 

HUMAN RESOURCES COMMITTEE MEETING 

July 18 – 19, 2011 
 

Southwest Power Pool Offices 

Little Rock, Arkansas 
 

 
• Summary of Action Items • 

 
1. Approved minutes of the April 25, 2011 meeting. 

2. Approved staff recommendation to the Finance Committee to include in the 2012 budget a 
compensation adjustment pool equal to 2.5% of projected 2011 salaries paid. 

 
• Summary of Follow-Up Items • 

 

3. The Committee requested staff review SPP benefits, including performance compensation and 
retirement plans, at its October 19, 2011 meeting. 

4. SPP staff to investigate any changes Investment Policy Statements limiting investments in non-
domestic securities. 

5. SPP staff to research the validity of the 7% return target utilized in the Investment Policy 
Statements of SPP’s various funds and also used in the calculation of funded status for the 
defined benefit pension plan and post-retirement healthcare plan. 

6. The committee requested staff present a written report from SPP’s external auditors, Thomas & 
Thomas, CPA at the October 19th, 2011 meeting. 
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HUMAN RESOURCES COMMITTEE MEETING 

July 18 and 19, 2011 

Southwest Power Pool Offices 
Little Rock, Arkansas  

 
•  M I N U T E S  •  

 
Agenda Item 1 – Call to Order 
Phyllis Bernard called the meeting to order at 1:05 pm, CDT, on July 18, 2011. The following members 
were in attendance: 
 Ms. Phyllis Bernard, Chair  Director 

Mr. Larry Altenbaumer   Director 
Mr. Mike Palmer   Empire District Electric Company 
Ms. Trudy Harper   Tenaska 
Mr. Noman Williams   Sunflower Electric Power Corporation 
Mr. Darrell Dorsey   Board of Public Utilities, Kansas City, KS 

 
Southwest Power Pool staff in attendance:   
 Mr. Tom Dunn  
 Mr. Nick Brown 
 Ms. Malinda See 
 Mr. Brian Smith 
 Mr. Russell Quattlebaum 
 Mr. Shane Lynn 
 
Guests in attendance: 
 Mr. Jay White    Smith Capital Management 
 Mr. Mark Millsap   Foundation Resource Management  
 Mr. Greg Hartz    Foundation Resource Management 
 Ms. Pattie Weed   Thomas & Thomas LLP 
 Ms. Sherry Chesser   Thomas & Thomas LLP 
 Mr. Tom Kane    Stephens Insurance, Inc. 
 Ms. Jo Anne Edmondson  Stephens Insurance, Inc. 
 Mr. Allyn Bennett   US Bank 
 Mr. Jim LaBelle    US Bank 
 
Agenda Item 2 – Approval of Minutes  
The minutes of the April 25, 2011 meeting were reviewed.  Noman Williams moved the minutes be 
approved.  The motion was seconded by Mike Palmer and approved via unanimous voice vote. 
 
Agenda Item 3 – Investment Policy Manager Report – Retiree Healthcare 
Chair Phyllis Bernard requested the investment policy managers inform the committee “What do we at 
SPP need to know that we don’t already know?” regarding the plan, its investments, and the policy 
managers philosophy. 

i. Retirement Plan:  Allyn Bennett with US Bank discussed the role of US Bank as the trustee 
for the SPP Retirement Plan. Jim LaBelle with US Bank reported on the performance of the 
post-retirement healthcare plan fund assets under his management.  U.S. Bank generated 
returns of 12.69% for the 2010 calendar year and 3.97% annualized since June 30, 2006. 

ii. Investment Policy Statement Review – Retiree Healthcare:  The committee reviewed the 
Investment Policy Statement.  In conducting their review, the committee requested staff to 
make a recommendation to the committee on the percentage of the portfolio that should be 
allowed for foreign investment.  The committee additionally reviewed the stated target return 
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of 7%.  The committee requested staff investigate the investment policy statement 
assumptions regarding the current validity of a 7% rate of return. 

 
Agenda Item 4 – SPP HR Strategy/Initiatives 
Brian Smith and Russell Quattlebaum with the SPP Human Resources Department reported on SPP’s 
career development focus and HR process improvements.  The HR Department has created an “HR 
Dashboard” as a reporting system for HR metrics.  This report will be provided to the SPP officers and 
HRC on a quarterly basis.  Key elements tracked include workforce demographics, staffing effectiveness 
and retention, and professional training conducted.  SPP has initiated a career development focus to 
create an environment that supports career development of its employees.  The human resources staff is 
working across departments at SPP to communicate and train employees at all levels of the organization.  
The HR staff is facilitating a new management training program, “EM3” that supports management 
development and links management training and initiatives to corporate strategy.   
  
Agenda Item 5 – SPP Board of Directors Chairman Remarks 
Chairman of the SPP Board of Directors, Jim Eckleberger, spoke to the committee regarding his thoughts 
on staff and career development.  Jim shared his vision for the future of SPP – SPP will need to assist 
employees in developing meaningful career paths.  Employees should be counseled that career 
development is not about what they can’t do – but what they can do.  SPP should strive to grow 
professional development programs that generate excitement on the non-management career path.  
SPP’s challenge is to find ways to keep employees motivated and engaged. 
 
Agenda Item 6 – 2012 Compensation Adjustment Pool 
SPP staff presented a 2012 merit pool recommendation requesting a compensation adjustment pool of 
2.5% of projected 2011 salaries paid to be included in the 2012 budget. SPP has typically recommended 
merit adjustments based on the Consumer Price Index for Urban Workers, (CPI-W index), which was 
4.6% for the current year end of May 2011. Based on a review of ISO/RTO and member projections for 
2012 merit, SPP management recommended a 2.5% compensation adjustment pool for 2012.  Larry 
Altenbaumer moved that the committee approve the recommendation. The motion was seconded by Mike 
Palmer and approved via unanimous voice vote. 
 
Agenda Item 7 – SPP External Audit Report 
Pattie Weed and Sherry Chesser discussed the role of Thomas & Thomas as auditor of SPP’s benefit 
plans.  SPP engages Thomas & Thomas annually to perform as “limited scope audit” of SPP’s 401(k) and 
defined benefit retirement plans, as required by the Department of Labor.  The audit covers internal 
controls, performance of risk assessment procedures, and tests on:  participant data, employee 
contributions, employer matching funds, forfeitures, benefit payments, administrative expenses and fraud 
risk factors.  In addition, the auditors review the SPP 5500 filings for consistency with financial 
statements.  The auditors reported no deficiencies and material weaknesses noted for Southwest Power 
Pool.  The committee requested a completed audit report be presented at the October 19, 2011 HRC 
meeting. 
 
Agenda Item 8 – Employee 401(k) Advisory Group  
Shane Lynn, chair of the SPP Employee 401(k) Advisory Group discussed their efforts with the 
committee. The group meets quarterly and focuses on employee education regarding the 401(k) plan and 
the importance of planning for retirement.  Notable achievements included creation of a 401(k) retirement 
plan video on the importance of saving for retirement, and monthly posting of 401(k) reports of interest to 
the SPP internal web site, The Circuit. 
 
Agenda Item 9 – Investment Policy Manager Reports – Defined Benefit Pension Plan 

(a) Performance Reports:  Mark Millsap and Greg Hartz with Foundation Resource 
Management reported on the performance of the defined benefit pension plan fund assets 
under their management.  Foundation Resource Management generated returns of 11.93% 
for the 2010 calendar year and 7.67% annualized since their engagement in January 2005.  
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The firm continues to adhere to a value investment strategy as they have since engagement.  
There has been no turnover in the individuals directly responsible for management of the 
assets of the plan. 

(b) Performance Reports: Jay White with Smith Capital Management reported on the 
performance of the defined benefit pension plan fund assets under his management.  Smith 
Capital Management generated returns of 16.90% for the 2010 calendar year and 2.61% 
annualized since their engagement in August 2006.  The firm continues to manage the assets 
of the plan with a focus on growth oriented investments.  There has been no turnover in the 
individuals directly responsible for management of the assets of the plan.   

(a) 401(k) Plan Report: Jay White with Smith Capital Management reported on the performance 
of the funds available for investment by plan participants. Jay schedules dates to visit SPP 
offices and is available to meet one-on-one with employees regarding their 401(k) investment 
decisions.  Jay also reviews the performance of funds offered as investment options to SPP 
employees to ensure employees have funds with a variety of risk levels and rewards from 
which to invest.   

iii. Investment Policy Statement Review – Defined Benefit Pension Plan and 401(k):  The 
committee reviewed the Investment Policy Statements, as noted under Agenda Item 3 (ii), the 
committee requested staff investigate the investment policy statement assumptions regarding 
the current validity of a 7% rate of return. 

 
Agenda Item 10 – Benefit Broker Report  
Tom Kane and Jo Anne Edmondson with Stephens Insurance discussed their role as a benefits broker for 
SPP.  Stephens is a member of a benefits broker exchange that manages a competitive bid process for 
employee benefits.  Using this exchange, Stephens was able to negotiate an approximate decrease of 
20% in employee life insurance rates for SPP.   

 
Agenda Item 11 – Future Meetings 
Future meeting dates include: 
 
October 19, 2011 (Wednesday) 
Dallas, TX – DFW airport 
Agenda Items: 

• Review benefit programs 
• Review HR Committee effectiveness 
• Review final SPP audit report 

 
January 17, 2012 (Tuesday)  
Dallas, TX  
Agenda Items: 

• Approve funding for 2011 Performance Compensation Plan 
• Review SPP President 2011 performance and propose 2011 compensation 

 
April 23, 2012 (Monday) 
Oklahoma City, OK 
Agenda Items: 

• Review SPP Benefits Program  
• Review SPP Compensation Plans 
• Review 2010 Performance Compensation Process/payout 
• Review HRC Scope 
 

August 13 & 14, 2012 (Monday & Tuesday) 
HRC Planning Retreat  
Little Rock, Arkansas 
Strategic HR Planning Session 
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• Follow up on SPP Benefit Plans 
• Follow up on Compensation Plans 
• Approve 2013 Meeting schedule and agendas 
• Investment Management Meeting 

 Review Investment Policy Statements 
 Review/evaluate investment manager performance 
 Approve 2013 funding levels for retirement plans 

 
Agenda Item 12 – Other Items 
None noted. 
 
Agenda Item 13 - Adjourn 
Phyllis Bernard adjourned the meeting at 2:40 pm on Tuesday, July 19, 2012. 
 
 
Respectfully Submitted, 
 
 
Thomas P. Dunn 
Secretary 
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Relationship-Based  •  Member-Driven  •  Independence Through Diversity 

Evolutionary vs. Revolutionary  •  Reliability & Economics Inseparable 

Southwest Power Pool, Inc. 
HUMAN RESOURCES COMMITTEE MEETING 

July 18 and 19, 2011 
Southwest Power Pool offices 

Little Rock, Arkansas 
•  A G E N D A  •  

 July 18 - 1:00 pm – 5:00 pm (Central Daylight Time) 
July 19 – 8:00 am – 3:00 pm (Central Daylight Time) 

 
1. Call to order ...................................................................................................................... Phyllis Bernard 

2. Approval of minutes .......................................................................................................... Phyllis Bernard 

3. Investment Policy Manager Reports  

a. Retiree Healthcare ......................................................................................................... US Bank 

i. Performance Review 

ii. Investment Policy Statement Review 

4. SPP Board of Directors Chairman Remarks .................................................................. Jim Eckelberger 

5. SPP HR Strategy / Initiatives 

a. Employee and Organization Development ............................. Brian Smith/Russell Quattlebaum 

b. Performance Compensation Plan Review ............................................................................... All 

c. Staff Report .............................................................................................................. Malinda See 

i. On-site Wellness Program 

ii. Pre-employment Checks 

iii. Random Drug Screenings 

6. 2012 Merit Pool Budget ........................................................................................................... Tom Dunn 
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7. SPP External Audit Report ................................................................................ Thomas & Thomas CPA 

8. 401(k) Employee Advisory Group Report .............................................................................. Shane Lynn 

9. Investment Manager Reports 

a. Defined Benefit Pension Plan (Value Manager) ................. Foundation Resource Management 

i. Performance Review 

b. Defined Benefit Pension Plan (Growth Manager) ........................... Smith Capital Management 

i. Performance Review 

ii. Investment Policy Statement Review 

c. 401(k) Plan……………………………………………………......……..Smith Capital Management 

i. Performance 

ii. Participant Education 

iii. Investment Policy Statement Review 

10. Benefit Broker Beport ........................................................................................................ Stephens, Inc. 

11. Future Meetings and Agendas  ............................................................................................................ All 

12. Other Items ........................................................................................................................................... All 

13. Adjourn ............................................................................................................................. Phyllis Bernard 

 



Southwest Power Pool 

HUMAN RESOURCES COMMITTEE MEETING 

April 25, 2011 
 

Doubletree Hotel Downtown 

Tulsa, Oklahoma 
 

• Summary of Action Items • 
 

1. Approved minutes of the January 18, 2011 meeting. 

2. Added “organizational development” and “professional development” under Scope of Activities in 
the Human Resources Committee Organization Group Scope Statement. 

 
• Summary of Follow-Up Items • 

 
1. The committee requested staff review the Southwest Power Pool Performance Compensation 

Plan and place that objective on the committee agenda for the July 2011 meeting. 

2. The committee requested staff verify specific pre-employment checks conducted by the third 
party background screening process. 

3. The committee requested staff investigate the feasibility of conducting random drug screenings at 
SPP. 
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Southwest Power Pool 

HUMAN RESOURCES COMMITTEE MEETING 

April 25, 2011 

Doubletree Hotel Downtown 
Tulsa, Oklahoma 

 
•  M I N U T E S  •  

 
Agenda Item 1 – Call to Order 
Phyllis Bernard called the meeting to order at 10:10 am, CDT, on April 25, 2011. The following members 
were in attendance: 
 Ms. Phyllis Bernard, Chair  Director 

Mr. Larry Altenbaumer   Director 
Mr. Darrell Dorsey   Board of Public Utilities, Kansas City, KS 
Mr. Mike Palmer   Empire District Electric Company 
Mr. Noman Williams   Sunflower Electric Power Corporation 
Ms. Trudy Harper   Tenaska  
 

Southwest Power Pool staff in attendance:   
 Mr. Tom Dunn  
 Ms. Malinda See 
 Mr. Nick Brown 
 
Agenda Item 2 – Approval of Minutes  
The minutes of the January 18, 2011 meeting were reviewed.  Darrell Dorsey moved the minutes be 
approved as written.  The motion was seconded by Larry Altenbaumer and approved via unanimous 
voice vote.   
 
Agenda Item 3 – Self-Funded Medical Plan Update 
Malinda See presented a report on the first year of operation for the self-funded medical insurance plan.  
This plan was effective January 1, 2010.  The transition to this plan was transparent to employees, as the 
third party administrator for the plan was also the insurer for the fully insured plan.  This allowed 
employees to utilize the same provider network.  After the first fourteen months of operation, SPP and the 
participants have conservatively realized approximately $1 million in savings.  
 
SPP funds covered claims as incurred, and pays a monthly administration fee and stop-loss insurance 
policy fee to the third party administrator for the plan.  The costs for the plan (claims and administrative 
expenses) are funded 80% by SPP and 20% by insured participants.  For the first fourteen months of 
operation, SPP paid $2,633,355 in medical and pharmacy claims and $625,155 in administration and 
insurance fees.  During this same period, SPP collected $813,873 in employee premiums.  A 
conservative estimate of the cost of a fully insured plan during this same period is $4,340,000.  
  
Agenda Item 4 – 2010 Performance Compensation Process Review 
Tom Dunn presented a review of the SPP management allocation process for the awarding of employee 
performance compensation. SPP management allocates performance compensation funds to individual 
staff members based on each employee’s performance during the preceding fiscal year.  SPP has 
assigned performance compensation targets for each job classification.  Every SPP manager meets with 
either Nick Brown or Carl Monroe and discusses the performance of employees reporting to them.  
Ultimately, each manager recommends a rating for the employee’s performance on a scale of -5 to +10.  
The rating is then utilized to determine the percentage of target funding to allocate to the employee. 
 
A defining principle addressed by the funding process is to ensure the high performers are rewarded at a 
very high level and the low performers are not rewarded.  For the 2010 fiscal year, SPP recognized two 
employees as performing at the highest level which resulted in them being awarded performance 
compensation at 300% of target.  This sort of award has been found to be very motivating and provides 
significant monetary recognition to high performing individuals.  Conversely, three employees were 
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ranked at the lowest level of performance and received no performance compensation.  The majority of 
SPP’s employees were rated between +4 and +6 which resulted in allocations between 135% and 155% 
of their target funding level. SPP has taken a team approach to performance compensation awards, 
stressing to employees that SPP succeeds or fails as a team. 
 
Agenda Item 5 – HRC Scope Review 
The committee conducted their annual review of the Organization Group Scope Statement.  This 
statement outlines the duties, responsibilities and structure of the committee.  The committee agreed to 
add “organizational development” and “professional development” under the “SCOPE OF ACTIVITIES” 
section in the document.  This revised statement includes the additional services that SPP’s human 
resources department is providing to employees.  
 
Agenda Item 6 – SPP Fraud Prevention Report 
Southwest Power Pool (“SPP”) administers and funds benefit plans for its employees providing for 
medical insurance coverage and retirement benefits.  SPP complies with federal regulations requiring an 
annual audit of these plans by an independent firm which includes auditing the processes and procedures 
governing the plans as well as reviewing activities designed to limit possible fraud within the plans.    
Malinda See discussed fraud risk and mitigation procedures in place at SPP with the committee. 
 
SPP utilizes multiple fraud prevention and detection measures.  These measures are reviewed by SPP’s 
Internal Audit department and independent auditors for proper documentation, appropriateness, and 
thoroughness.  : 

• Form 5500 (401(k)) 
• 401(k) Enrollment 
• Payroll (to ensure benefits are properly deducted) 
• Benefit Billing Reconciliation 
• Pre-employment and post-employment background checks 
• Ongoing compliance and workplace ethics training for all employees 

 
SPP requires employees to provide proof of eligibility at enrollment (i.e. marriage certificates, birth 
certificates), prior to final confirmation.  SPP also performs background checks on employees at initial 
hiring and every 7 years thereafter. 
 
The committee requested staff verify specific pre-employment checks conducted by the third party 
background screening process and investigate the feasibility of conducting random drug screenings at 
SPP.  

Agenda Item 7 – Human Resources Report 
Malinda See presented an update on initiatives underway in the Human Resources Department.   

Benefit Plans:  Southwest Power Pool has the following employee benefit plans in place: 

• Medical Insurance                  
• Dental Insurance           
• Life Insurance 
• Vision Insurance  
• Reimbursement Accounts for Medical, Dependent and Healthcare     
• 401(k) Savings Plan 
• Defined Benefit Retirement Plan 
• Employee Assistance Program 

 
SPP is considering the addition of on-site medical services in the new corporate campus.  Research is 
being conducted on this option.  Additional information will be presented to the Committee at the July 
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planning meeting. The committee asked staff to specifically look into the health issues confronting shift 
workers in the development of health and wellness programs. 

 
Compensation Structure:  Southwest Power Pool implemented a new compensation structure on 
January 1, 2011.  This updated structure was the result of the 2010 Compensation Survey.  The following 
financial impacts were realized as part of the implementation: 

• $190,000 in base salary adjustments for employees whose base salary was below the new 
minimum. 

• $152,000 in base salary adjustments for top performers whose base salary was in the bottom 
third of their new range. 
 

HR Metrics:  Southwest Power Pool Human Resources staff has developed a “HR Dashboard”.  This 
report documents corporate HR metrics that impact organizational effectiveness.  This report will be 
presented quarterly to the SPP officers.  Components of the report will also be reported to the SPP 
management staff and the SPP Board of Directors. 
  
ISO/RTO HR meeting:  The Director, Corporate Services hosted a roundtable meeting of the ISO/RTO 
Human Resources representatives on April 11 & 12, 2011.  Representatives from NYISO, NEISO, MISO, 
AESO and IESO participated in the meeting.   Items discussed included engineering recruitment, human 
resources strategy, objectives and metrics, compensation and benefits, social media in the workplace, 
and the SPP employee on-boarding program.  The SPP employee on-boarding program was presented 
to the group.  Participants agreed that this program is a “best practice” among the ISO group, and asked 
to speak with the SPP HR employees regarding the development and implementation of the program. 
 
New Employee On-boarding Program:  Southwest Power Pool implemented a revised new employee 
on-boarding program in 2010.  This is a process to help new employees quickly reach maximum 
effectiveness by learning and adapting to the SPP culture.   
 
Agenda Item 8 – Other Items 

No other items were noted. 

Agenda Item 9 - Future Meetings 

The committee reviewed the schedule of meetings for 2011.   
Future meeting dates are: 

 July 18 and 19, 2011 – Little Rock, Arkansas (Planning Retreat) – Monday & Tuesday 
o Strategic HR Planning Session 
o Follow up on SPP Benefit Plans 
o Follow up on Compensation Plans 
o Approve 2012 Meeting schedule and agendas 
o Approve Merit funding for 2012, for inclusion in the 2012 SPP budget. 
o Investment Manager Meeting 

 Review Investment Policy Statements 
 Review/evaluate investment manager performance 

 October 24, 2011 – Santa Fe, New Mexico - Monday 
o Review training and development programs 
o Review committee effectiveness 
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Agenda Item 10 - Adjourn 
Phyllis Bernard adjourned the meeting at 12:50 pm. 
 
Respectfully Submitted, 
 
 
 
 
Thomas P. Dunn 
Secretary 



Please refer to important information provided on the Disclosures page in the Appendix section

Outlook: The Global Economy

Source: FactSet; data through March, 2011

Source: FactSet; data through March, 2011

• News regarding the global economy seems to be dominated by a trio of crises: 
1. Japan earthquake/tsunami/nuclear reactor incident and resultant effects
2. Political and social upheaval in North Africa and the Middle East
3. Fiscal and monetary crisis facing some European countries

– It is our opinion that global economic growth can withstand these crises at    
current levels, but significant deterioration in the events may slightly alter our      
trajectory.

• Inflation is likely on the minds of many investors as significant food price 
inflation has driven monetary tightening through much of the emerging market 
countries.

– We believe these emerging countries are already experiencing tight markets for 
labor and manufacturing capacity, which may be working to spark stronger 
inflationary pressures.

– Monetary tightening is likely to continue, but the slow down to economic 
expansion may be very modest as the natural rate of growth is still quite high in 
emerging market countries.

• In developed market countries, the price spikes in food and energy have been 
met with concern, but slack in labor, housing and manufacturing capacity 
mean little pressure on inflation, excluding food and energy.

– Monetary authorities will likely continue to maintain relatively loose policies to aid 
in the transition from stimulus-led recovery to sustainable economic expansion.

• In the U.S., it appears employment is the key indicator to watch for this 
transition as the consumer still dominates economic activity. Potential risks to 
the consumer include spikes in food and energy prices, as well as any 
unanticipated, significant government spending austerity.

– We expect employment to improve modestly this year, providing for acceptable 
U.S. economic growth.
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Outlook: Equity Markets

Source: Strategas Research Partners

Source: Strategas Research Partners

• We are comfortable with 2011 earnings estimates for the S&P 500 falling into the 
$95-$97 range at this time. We do not believe that commodity prices, at current 
levels, represent a material risk to earnings estimates for most companies.

– The sectors of Energy and Materials may have upward bias to 2011 earnings 
estimates, assuming commodity prices remain elevated and the U.S. dollar remains 
under pressure.

• We view the end of the QE2 program (second round of quantitative easing), slated 
to end this summer, as the most visible risk to domestic equity investors at this 
time.

– As the first quarter has demonstrated, geopolitical events, natural disasters and other 
unforecastable events have equity market impact. If military actions escalate from 
current levels, we would view this as a negative for the equity environment.

• We believe that additional corporate-led capital spending and ramping M&A 
(mergers and acquisitions) activity will be key market drivers in the quarters 
ahead.

• The P/E (price-to-earnings) multiple applied to domestic equities on a cyclical 
basis has upside bias, in our opinion. Persistent and improving investor 
confidence in the sustainability of the global expansion is an important driver of 
this market metric.

• We see the equity markets in the European Union (EU) drifting higher as we move 
through the year. Credible structural sovereign wealth backstops may provide 
investors some legitimate sense of comfort and valuations remain low.

– We expect both the Canadian and Brazilian markets to remain strong as both 
geographies are meaningful commodity exporters.

– Many global central banks are currently raising interest rates to combat inflation, and 
many more are likely to act before year end. We view these actions as equity market 
headwinds.
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Outlook: Fixed Income Markets

Source: U.S. Federal Reserve

Source: Bloomberg

• Overall, the biggest single impact to the domestic bond markets could be the 
political will to cut the growing pile of debt at the Federal level. We believe 
Federal debt levels and trends are unsustainable and without real and 
significant spending and entitlement cuts, interest rates could take a sudden 
move higher. 

• Treasury rates may continue to have a slight upward bias during 2Q 2011 for a 
number of reasons, including:

– Stronger economic growth and higher inflation rates could make short-term 
Treasuries look especially overvalued as the Federal Reserve Bank may be 
pressured to raise the Fed Funds rate earlier than anticipated.

– Domestic budgets are expected to remain too large, potentially forcing interest 
rates higher to attract investors.

– Rising commodity prices will likely force inflation rates higher; one caveat is if oil 
prices increase significantly from current levels, it will likely have a slowing impact 
on the domestic economy.

• With economic growth more firmly in place, we still favor investment grade and 
high yield corporate bonds over Treasuries.

• While the municipal bond market continues to be under pressure, we see 
clouds starting to part as state Governors around the U.S. enact further 
spending cuts to balance budgets and endorse public employee pension 
reform.

– We view current tax-free yields as attractive due to fundamental improvements 
such as:
> State revenues have increased eight consecutive quarters, while expenses 

continue to decline, thus allowing states to not only balance budgets but 
also replenish reserve funds if another economic downturn were to occur.

> We anticipate a significant decline in new municipal bond issuance 
throughout 2011 and well into 2012, eventually creating a potential shortage 
of quality municipal bond offerings or supply. More bonds are anticipated to 
mature in 2011 than new issues will be offered.
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Outlook: Real Estate Markets

Sources: NCREIF, FactSet, ISI Group, Federal Reserve

Source: NCREIF Property Index; data ended 4Q 2010

• The commercial real estate market appears to be healing from the severe 
downturn in 2008 and 2009. We believe property market fundamentals are weak 
but improving. Vacancies appear to be peaking and fourth quarter 2010 average 
Net Operating Income (NOI) growth has turned positive. It appears property types 
with short lease durations (apartments, hotels, self-storage) have seen more 
improvement than those with longer leases (retail, office, industrial).

– As appropriate, we recommend clients be overweight on short-lease duration 
property types. Apartments may be particularly attractive as there is currently 
insufficient supply for all the previous homeowners who are becoming renters.

• The commercial mortgage market also appears to be healing as life insurers are 
active in trophy-type properties and activity in the CMBS (commercial mortgage-
backed securities) market is increasing. Market participants expect $40 billion of 
issuance for 2011. However, the largest lenders (commercial banks) are still 
relatively absent from the market which may create opportunities for those with 
capital. 

• We believe the public REIT (Real Estate Investment Trust) market is priced for 
perfection. In our opinion, for REITs to outperform from here, the economy must 
get better and employment must increase.

– The REIT market looks pricey using various metrics. Going forward, it appears 
REITs will have difficulty beating broader equity market indices. In addition, we 
believe the current valuation gap between private core equity and public REITs will 
close, resulting in outperformance for private real estate.

• It appears residential real estate prices may double-dip going forward with further 
price declines of 4%-15%. This would likely create additional losses for those 
holding significant mortgage risk (banks and Fannie/Freddie).

Chart Details: REITs: Real Estate Investment Trusts; U.S. Treasuries: 10-year Treasury Bonds; 
Corporate Bonds: Merrill Lynch 7-10 year Index; NCREIF: National Council of Real Estate Investment 
Fiduciaries



Please refer to important information provided on the Disclosures page in the Appendix section

Outlook: Commodities Markets

Source: U.S. Department of Agriculture (USDA); data represents end-
year inventories as percent of consumption; USDA projections for 2011

Source: Energy Information Administration

• We believe three primary factors will likely be placing upward pressure on 
commodity prices over the remainder of the year:

1. Higher risk premiums due to ongoing conflict in North Africa and the Middle 
East

2. Relatively robust global economic growth
3. Relatively tight global supplies for many commodities

• The struggle for regime change in many countries in North Africa and the 
Middle East may threaten the key region for global oil supplies and the 
primary source of reserve supplies.

– Investors are likely to continue to maintain higher energy prices as they seek to 
potentially hedge risks from further contagion of the political strife in the region.

• We believe the U.S. economy is migrating from stimulus-led recovery to 
healthy economic expansion via improving employment. An end to monetary 
tightening and the resulting resumption of robust economic growth will likely 
force prices higher as economies compete for relatively tight global supplies.

– The U.S. is the largest consumer of oil and an increase in economic activity will 
likely place upward pressure on prices. In addition, the battle against inflation in 
the emerging market countries may be nearing a close.

• Global supplies for most commodities are tight relative to global demand and 
relative to historic norms. This tightness may be due to natural disasters such 
as droughts or floods, or lack of sufficient investment.

– It appears further constraint of global supply, or a significant increase in 
demand, would likely lead to higher prices.

– We broadly recommend diverse exposure, with a preference for strategies that 
emphasize active management and potentially offer some principal protection.



Sector 12 Months 36 Months 60 Months 6 Months 12 Months 36 Months 60 Months

Total - Gross of Fees 13.16% 0.92% 3.75% 4.47% 24.45% 4.40% 4.40%
Total - Net of Fees 12.69% 0.53% 3.36% 4.20% 23.87% 3.96% 3.97%
Lipper Balanced Index 11.91% 0.63% 3.92% 4.66% 20.31% 4.41% 4.40%
Composite Index* 10.68% -1.02% 3.22% 4.76% 22.11% 3.09% 3.58%
Composite Index** 11.86% -0.63% 3.45% 4.94% 22.78% 3.43% 3.76%

Total Equities 16.32% -1.29% 2.93% 5.20% 33.94% 3.34% 3.57%
Russell 1000 Index 16.10% -2.38% 2.59% 6.37% 31.95% 3.68% 3.30%

Common Stocks 13.57% -1.45% 1.35% 4.14% 31.92% 4.10% 2.22%
Dow Jones Index (30 Industrials) 14.07% -1.61% 4.31% 7.32% 28.85% 5.67% 4.72%
Russell Top 200 Index 12.48% -3.70% 1.79% 5.63% 29.23% 2.60% 2.53%
S&P 500 Composite Index 15.05% -2.86% 2.29% 6.03% 30.68% 3.33% 2.94%

Selected Period Performance
SPP RETIREE HEALTH CARE AGENCY

Acct #01380500

Periods Ending Dec 31, 2010 Periods Ending June 30, 2011

S&P 500 Composite Index 15.05% -2.86% 2.29% 6.03% 30.68% 3.33% 2.94%

Equity Mutual Funds - Mid Cap 25.32% -1.17% 4.42% 8.01% 40.87% 5.36% 5.33%
S&P MidCap 400 Index 26.64% 3.53% 5.74% 8.56% 39.38% 7.82% 6.60%

Equity Mutual Funds - REITs - - 10.32% - - -
Morgan Stanley REIT Index 28.47% 0.82% 2.99% 10.32% 34.09% 5.40% 2.41%

Foreign Equity - Funds 12.71% -1.88% 5.53% 3.57% 30.32% 2.33% 4.95%
MSCI EAFE Index 8.21% -6.55% 2.94% 5.34% 30.92% -1.30% 1.96%

Total Fixed Income 7.55% 5.17% 4.88% 3.56% 8.50% 6.40% 5.83%
Barclays  Intermediate Govt/Credit Index 5.89% 5.40% 5.53% 2.47% 3.77% 5.76% 6.08%

Total Cash Equivalents 0.00% 0.96% 2.51% 0.00% 0.00% 0.46% 2.07%
Citigroup 3 Month T-Bill Index 0.10% 0.69% 2.29% 0.06% 0.12% 0.33% 1.86%

*Composite Index = 46% Russell Top 200 Index, 6% S&P MidCap 400 Index, 2% REIT Index, 12% EAFE, 26% Barclay's Intermediate, and 5% 3 mo T-bills
**Composite Index = 46% S&P 500 Index, 6% S&P MidCap 400 Index, 2% REIT Index, 12% EAFE, 26% Barclay's Intermediate, and 5% 3 mo T-bills
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Russell 1000 Index

Risk vs. Reward Analysis

   Equity Risk Analysis
   SPP RETIREE HEALTH CARE AGENCY

   Account 01380500
   Period: 06/30/2008 - 06/30/2011

Total Equity S&P 500 Composite In

Return 3.34 3.33
Standard Deviation 21.87 21.21
Beta 1.02 -100.00
Alpha .06 -100.00
R-Squared .98 -100.00
Sharpe Ratio .14 .14
Treynor Ratio 2.95 3.00
 Risk-Free Benchmark .33 -100.00
        ( Citigroup 3 Mo T-Bill Index )

What this information means to you...

Return is an indication of the past performance of your account.

Standard Deviation is a measure of the volatility and risk of your account.  A
low Standard Deviation indicates a portfolio with less volatile returns and
therefore less inherent risk.

Beta is a measure of your portfolio's risk relative to a benchmark.  An
account with a Beta of 1.5, for example, would be expected to return roughly
1.5 times the benchmark's return.  A high Beta indicates a riskier portfolio.

Alpha is a measure of risk-adjusted performance.

R-Squared measures the portion of the risk in your portfolio that can be 
attributed to the risk in the benchmark.

Sharpe Ratio is a measure of risk-adjusted return that calculates the return 
per unit of risk, where risk is the Standard Deviation of your account.  A high
Sharpe ratio indicates that the portfolio is benefiting from taking risk.

Treynor Ratio measures the performance of a sector relative to risk by dividing
the return of the sector in excess of the risk-free return by the sector's Beta.
The higher the Treynor Ratio, the better the return relative to risk.

Not A Deposit, Not FDIC Insured, May Lose Value, Not Bank Guaranteed, Not Insured By Any Federal Government Agency                                                                                                                                        

Past performance does not guarantee future results.  Performance returns may not reflect the deduction of applicable fees, which would reduce returns.  Information is deemed reliable but may be subject to change.                                      
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Total Equity

Citigroup 3 Mo T-Bill Index

Dow Jones Index (30 Industrials)

Barclays Capital Int Gov/Cr Index

Lipper Balanced Index

MSCI EAFE Index (Gross)

MSCI US REIT Index

Russell 1000 Index

Risk vs. Reward Analysis

   Equity Risk Analysis
   SPP RETIREE HEALTH CARE AGENCY

   Account 01380500
   Period: 06/30/2006 - 06/30/2011

Total Equity S&P 500 Composite In

Return 3.57 2.94
Standard Deviation 18.09 17.88
Beta 1.00 -100.00
Alpha .67 -100.00
R-Squared .97 -100.00
Sharpe Ratio .09 .06
Treynor Ratio 1.71 1.08
 Risk-Free Benchmark 1.86 -100.00
        ( Citigroup 3 Mo T-Bill Index )

What this information means to you...

Return is an indication of the past performance of your account.

Standard Deviation is a measure of the volatility and risk of your account.  A
low Standard Deviation indicates a portfolio with less volatile returns and
therefore less inherent risk.

Beta is a measure of your portfolio's risk relative to a benchmark.  An
account with a Beta of 1.5, for example, would be expected to return roughly
1.5 times the benchmark's return.  A high Beta indicates a riskier portfolio.

Alpha is a measure of risk-adjusted performance.

R-Squared measures the portion of the risk in your portfolio that can be 
attributed to the risk in the benchmark.

Sharpe Ratio is a measure of risk-adjusted return that calculates the return 
per unit of risk, where risk is the Standard Deviation of your account.  A high
Sharpe ratio indicates that the portfolio is benefiting from taking risk.

Treynor Ratio measures the performance of a sector relative to risk by dividing
the return of the sector in excess of the risk-free return by the sector's Beta.
The higher the Treynor Ratio, the better the return relative to risk.

Not A Deposit, Not FDIC Insured, May Lose Value, Not Bank Guaranteed, Not Insured By Any Federal Government Agency                                                                                                                                        

Past performance does not guarantee future results.  Performance returns may not reflect the deduction of applicable fees, which would reduce returns.  Information is deemed reliable but may be subject to change.                                      
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Total Equity

Citigroup 3 Mo T-Bill Index

Dow Jones Index (30 Industrials)

Barclays Capital Int Gov/Cr Index

Lipper Balanced Index

MSCI EAFE Index (Gross)

MSCI US REIT Index

Russell 1000 Index

Risk vs. Reward Analysis

   Equity Risk Analysis
   SPP RETIREE HEALTH CARE AGENCY

   Account 01380500
   Period: 06/30/2010 - 06/30/2011

Total Equity S&P 500 Composite In

Return 33.94 30.68
Standard Deviation 14.66 13.75
Beta 1.04 -100.00
Alpha 1.39 -100.00
R-Squared .96 -100.00
Sharpe Ratio 2.31 2.22
Treynor Ratio 32.52 30.56
 Risk-Free Benchmark .12 -100.00
        ( Citigroup 3 Mo T-Bill Index )

What this information means to you...

Return is an indication of the past performance of your account.

Standard Deviation is a measure of the volatility and risk of your account.  A
low Standard Deviation indicates a portfolio with less volatile returns and
therefore less inherent risk.

Beta is a measure of your portfolio's risk relative to a benchmark.  An
account with a Beta of 1.5, for example, would be expected to return roughly
1.5 times the benchmark's return.  A high Beta indicates a riskier portfolio.

Alpha is a measure of risk-adjusted performance.

R-Squared measures the portion of the risk in your portfolio that can be 
attributed to the risk in the benchmark.

Sharpe Ratio is a measure of risk-adjusted return that calculates the return 
per unit of risk, where risk is the Standard Deviation of your account.  A high
Sharpe ratio indicates that the portfolio is benefiting from taking risk.

Treynor Ratio measures the performance of a sector relative to risk by dividing
the return of the sector in excess of the risk-free return by the sector's Beta.
The higher the Treynor Ratio, the better the return relative to risk.

Not A Deposit, Not FDIC Insured, May Lose Value, Not Bank Guaranteed, Not Insured By Any Federal Government Agency                                                                                                                                        

Past performance does not guarantee future results.  Performance returns may not reflect the deduction of applicable fees, which would reduce returns.  Information is deemed reliable but may be subject to change.                                      



PORTFOLIO SNAPSHOT

Equity Analysis (Direct Holdings)

PORTFOLIO:   SPP RETIREE HEALTH CARE AGENCY (01380500) 07/13/2011

Asset Allocation

Mkt Value($) % of Port

Cash Equivalents 151,204 2.17 %

Fixed Income 0 0.00 %

Fixed Inc Funds/CTFs 2,305,215 33.14 %

Common Stocks 2,332,762 33.54 %

Equity Funds/CTFs 2,166,201 31.14 %

Other Equities/Converts 0 0.00 %

Miscellaneous Assets 0 0.00 %

Invested Total 6,955,382 100 %

Equity Market Capitalization

> 50B 54.86 %

10B to 50B 45.07 %

2B to 10B 0.07 %

Equity Global Distribution

North America

Europe

94.37 %

5.63 %

Equity Country Distribution

United States

Ireland

Switzerland

94.37 %

3.40 %

2.22 %

Equity Characteristics

  P/E Ratio(Wtd) 17.07

  Div Yld(%) 2.17

  Sales Growth 1yr(%) 11.79

  EPS Growth 1yr(%) 26.58

  Beta 0.94

Equity Sector Weighting

Information Technology

Health Care

Energy

Industrials

Financials

Consumer Staples

Consumer Discretionary

Materials

Telecommunication Services

Utilities

Not Classified

19.52 %

12.92 %

11.88 %

11.80 %

11.16 %

10.85 %

9.53 %

5.42 %

3.61 %

3.32 %

0.00 %

Top Ten Equity Holdings

ACCENTURE PLC CL A

ORACLE CORP COM

UNITED TECHNOLOGIES CORP COM

MCDONALDS CORP COM

EMERSON ELECTRIC CO COM

PHILIP MORRIS INTERNATIONAL INC COM

ECOLAB INC COM

GOLDMAN SACHS GROUP INC COM

APACHE CORP COM

FREEPORT MCMORAN COPPER CL B

Mkt Value($) 12 Mo. Rtn % % of Equity

79,365 55.93 3.40 %

74,980 40.38 3.21 %

70,768 35.30 3.03 %

70,117 24.92 3.01 %

67,416 25.96 2.89 %

67,100 42.63 2.88 %

66,960 19.21 2.87 %

65,155 −4.04 2.79 %

64,698 42.86 2.77 %

59,488 76.78 2.55 %



Combined Equity Analysis (Direct & Indirect Holdings)

PORTFOLIO:   SPP RETIREE HEALTH CARE AGENCY (01380500) 07/13/2011

Combined Asset Allocation

Mkt Value($) % of Port

Cash Equivalents 151,204 2.17 %

Fixed Income 7,961 0.11 %

Fixed Inc Funds/CTFs 2,305,215 33.14 %

Common Stocks 4,169,613 59.95 %

Equity Funds/CTFs 314,532 4.52 %

Other Equities/Converts 4,074 0.06 %

Miscellaneous Assets 2,784 0.04 %

Invested Total 6,955,382 100 %

Combined Equity Market Capitalization

> 50B 34.02 %

10B to 50B 41.82 %

2B to 10B 17.68 %

250MM to 2B 6.09 %

< 250MM 0.37 %

Not Classified 0.01 %

Combined Equity Global Distribution

North America

Europe

Asia

Latin America

Africa

86.14 %

7.50 %

4.24 %

1.05 %

0.44 %

Combined Equity Country Distribution

United States

Ireland

Switzerland

Canada

Japan

84.10 %

2.12 %

1.73 %

1.43 %

0.94 %

Combined Equity Characteristics

  P/E Ratio(Wtd) 24.39

  Div Yld(%) 2.07

  Sales Growth 1yr(%) 10.66

  EPS Growth 1yr(%) 22.24

  Beta 1.03

Combined Equity Sector Weighting

Financials

Information Technology

Industrials

Health Care

Consumer Discretionary

Energy

Consumer Staples

Materials

Utilities

Telecommunication Services

Not Classified

23.17 %

15.10 %

11.39 %

10.16 %

10.11 %

9.97 %

8.19 %

5.95 %

3.03 %

2.83 %

0.09 %

Top Ten Combined Equity Holdings

ACCENTURE PLC CL A

ORACLE CORP COM

UNITED TECHNOLOGIES CORP COM

MCDONALDS CORP COM

EMERSON ELECTRIC CO COM

PHILIP MORRIS INTERNATIONAL INC COM

ECOLAB INC COM

GOLDMAN SACHS GROUP INC COM

APACHE CORP COM

FREEPORT MCMORAN COPPER CL B

Mkt Value($) 12 Mo. Rtn % % of Equity

79,365 55.93 1.91 %

74,980 40.38 1.80 %

70,768 35.30 1.70 %

70,117 24.92 1.69 %

67,416 25.96 1.62 %

67,100 42.63 1.61 %

66,960 19.21 1.61 %

65,155 −4.04 1.57 %

64,698 42.86 1.56 %

59,488 76.78 1.43 %

© 2011 FactSet Research Systems Inc. All Rights Reserved. Past performance is no guarantee of future results.
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PORTFOLIO COMPARISON (Direct Holdings)

PORTFOLIO:   SPP RETIREE HEALTH CARE AGENCY (01380500) 07/13/2011

Sector Weights (% Equity)

Consumer Discretionary

Consumer Staples

Energy

Financials

Health Care

Industrials

Information Technology

Materials

Telecommunication Services

Utilities

SPP RETIREE HEALTH CARE AGENCY S&P 500

Sector Over/Underweights (% Equity)

SPP RETIREE HEALTH CARE AGENCY Equity Sector Weightings Relative to S&P 500



Market Capitalization Group (% Equity)

SPP RETIREE HEALTH CARE AGENCY
S&P 500

Mega (> 50B)

Large (10B to 50B)

Mid (2B to 10B)

Small (250MM to 2B)

Micro (< 250MM)

Equity Characteristics

SPP RETIREE HEALTH CARE AGENCY
S&P 500
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PORTFOLIO: SPP RETIREE HEALTH CARE AGENCY (01380500) 07/13/2011

Asset Description Ticker Price
Shares/

Units
$ Mkt Val $ Cost Basis

$ Unrealized
Gain/Loss

% of
Equity

% Port
3 Mo.

Rtn(%)
12 Mo.
Rtn(%)

Div Yld
Annual
Income

Cash Equivalents
FIRST AMER PRIME OBLIG FUND CL I FIUXX 151,204 151,204 151,204 2.17 0.00 0

Total Cash Equivalents 151,204 151,204 2.17

Fixed Inc Funds/CTFs
NUVEEN INTERMEDIATE TERM B CL I FINIX 66,196 696,378 586,027 110,351 10.01 3.29 22,904
NUVEEN TOTAL RETURN BOND FD CL I FCBYX 10.75 58,520 629,093 578,932 50,161 9.04 4.16 26,159
IPATH DOW JONES UBS COMMODITY DJP 48.77 7,455 363,580 322,711 40,869 5.23 0.00 0
ISHARES TR IBOXX H Y CORP BD E T F HYG 0.76 2,988 269,906 247,320 22,586 3.88 7.79 21,018
NUVEEN INFLATION PRO SEC CL I FYIPX 22,080 245,527 231,000 14,527 3.53 1.08 2,650
AMERICAN CENTY INTL BOND FD INSTL AIDIX 14.50 3,517 51,000 50,067 933 0.73 4.06 2,072
T ROWE PRICE INTL BOND FUND RPIBX 4,852 49,731 46,661 3,070 0.71 2.50 1,242

Total Fixed Inc Funds/CTFs 2,305,215 2,062,718 242,497 33.14 3.30 76,043

Common Stocks

Common Stocks/ADRs

Information Technology
ACCENTURE PLC CL A ACN 61.05 1,300 79,365 41,348 38,017 3.40 1.14 10.14 55.93 1.47 1,170
ORACLE CORP COM ORCL 32.60 2,300 74,980 44,961 30,019 3.21 1.08 −2.22 40.38 0.74 552
QUALCOMM INC COM QCOM 56.52 925 52,281 32,768 19,513 2.24 0.75 8.58 63.26 1.52 795
TEXAS INSTRUMENTS INCORPORATED COM TXN 31.25 1,600 50,000 44,405 5,596 2.14 0.72 −8.08 28.32 1.66 832
AUTOMATIC DATA PROCESSING INC COM ADP 53.81 845 45,469 43,077 2,393 1.95 0.65 4.09 34.77 2.68 1,217
INTEL CORP COM INTC 22.45 2,000 44,900 45,605 −705 1.92 0.65 14.53 12.43 3.23 1,450
HEWLETT PACKARD CO COM HPQ 35.27 1,150 40,561 37,301 3,259 1.74 0.58 −13.85 −22.00 1.36 552
MICROSOFT CORP COM MSFT 26.54 1,325 35,166 35,731 −565 1.51 0.51 4.13 9.34 2.41 848
INTUIT INC COM INTU 50.26 650 32,669 17,355 15,314 1.40 0.47 −4.78 37.51 0.00 0

Total Information Technology 455,390 342,549 112,841 19.52 6.55 2.08 32.92 1.63 7,416

Health Care
ABBOTT LABS COM ABT 53.29 900 47,961 49,617 −1,656 2.06 0.69 5.37 15.20 3.60 1,728
JOHNSON &JOHNSON COM JNJ 67.03 700 46,921 42,414 4,508 2.01 0.67 12.78 14.96 3.40 1,596
MCKESSON CORP COM MCK 83.04 535 44,426 34,930 9,496 1.90 0.64 7.27 24.91 0.96 428
PFIZER INC COM PFE 20.00 2,083 41,660 36,169 5,491 1.79 0.60 −1.27 39.05 4.00 1,666
MEDTRONIC INC COM MDT 37.56 1,000 37,560 48,981 −11,421 1.61 0.54 −6.13 2.12 2.58 970
UNITEDHEALTH GROUP INC COM UNH 51.41 650 33,417 27,716 5,701 1.43 0.48 15.09 72.93 1.26 423
BECTON DICKINSON &CO COM BDX 87.57 325 28,460 21,541 6,919 1.22 0.41 8.12 29.08 1.87 533
MEDCO HEALTH SOLUTIONS INC COM MHS 54.60 385 21,021 24,894 −3,873 0.90 0.30 −1.69 −3.69 0.00 0

Total Health Care 301,426 286,262 15,165 12.92 4.33 5.30 24.65 2.44 7,344

Energy
APACHE CORP COM APA 120.93 535 64,698 28,193 36,505 2.77 0.93 −1.08 42.86 0.50 321
CHEVRON CORP COM CVX 104.39 500 52,195 51,343 852 2.24 0.75 0.95 49.38 2.99 1,560
SCHLUMBERGER LTD COM SLB 86.84 535 46,459 18,469 27,991 1.99 0.67 0.99 50.66 1.15 535
NATIONAL OILWELL VARCO INC COM NOV 76.43 580 44,329 34,939 9,390 1.90 0.64 2.55 116.08 0.58 255
CONOCOPHILLIPS COM COP 74.34 550 40,887 28,160 12,727 1.75 0.59 −2.80 47.33 3.55 1,452
OCCIDENTAL PETROLEUM CORP COM OXY 102.03 280 28,568 27,885 683 1.22 0.41 5.77 28.18 1.80 515

Total Energy 277,137 188,989 88,148 11.88 3.98 0.68 56.25 1.67 4,638

Industrials
UNITED TECHNOLOGIES CORP COM UTX 88.46 800 70,768 38,115 32,653 3.03 1.02 5.91 35.30 2.17 1,536
EMERSON ELECTRIC CO COM EMR 56.18 1,200 67,416 41,052 26,364 2.89 0.97 −1.11 25.96 2.46 1,656
ILLINOIS TOOL WORKS INC COM ITW 57.60 900 51,840 48,712 3,128 2.22 0.75 8.10 37.56 2.36 1,224
3M CO COM MMM 95.88 415 39,790 35,072 4,719 1.71 0.57 4.40 19.17 2.29 913



PORTFOLIO: SPP RETIREE HEALTH CARE AGENCY (01380500) 07/13/2011

Asset Description Ticker Price
Shares/

Units
$ Mkt Val $ Cost Basis

$ Unrealized
Gain/Loss

% of
Equity

% Port
3 Mo.

Rtn(%)
12 Mo.
Rtn(%)

Div Yld
Annual
Income

CATERPILLAR INC COM CAT 106.93 225 24,059 18,803 5,256 1.03 0.35 0.75 69.09 1.72 414
STANLEY BLACK &DECKER INC COM SWK 71.15 300 21,345 18,918 2,427 0.92 0.31 −3.25 38.99 2.30 492

Total Industrials 275,218 200,672 74,546 11.80 3.96 3.22 34.34 2.27 6,235

Financials
GOLDMAN SACHS GROUP INC COM GS 130.31 500 65,155 59,539 5,616 2.79 0.94 −18.55 −4.04 1.07 700
ACE LTD ORD ACE 64.82 800 51,856 41,416 10,440 2.22 0.75 −2.16 20.85 2.16 1,120
PRUDENTIAL FINANCIAL INC COM PRU 61.59 745 45,885 47,946 −2,061 1.97 0.66 0.03 11.50 1.87 857
JPMORGAN CHASE &CO INC COM JPM 39.39 1,100 43,329 49,289 −5,960 1.86 0.62 −15.01 2.04 2.54 1,100
WELLS FARGO &CO COM WFC 27.39 1,400 38,346 40,301 −1,955 1.64 0.55 −12.39 2.48 1.75 672
ALLSTATE CORP COM ALL 29.98 525 15,740 30,426 −14,687 0.67 0.23 −4.49 5.81 2.80 441

Total Financials 260,310 268,916 −8,606 11.16 3.74 −9.66 6.22 1.88 4,890

Consumer Staples
PHILIP MORRIS INTERNATIONAL INC COM PM 67.10 1,000 67,100 43,481 23,620 2.88 0.96 2.57 42.63 3.82 2,560
PEPSICO INC COM PEP 69.01 800 55,208 46,578 8,630 2.37 0.79 4.44 11.34 2.99 1,648
PROCTER &GAMBLE CO COM PG 64.53 800 51,624 44,267 7,357 2.21 0.74 3.44 7.10 3.25 1,680
WAL MART STORES INC COM WMT 53.94 775 41,804 36,649 5,154 1.79 0.60 1.47 10.29 2.71 1,132
CVS CAREMARK CORP COM CVS 37.37 1,000 37,370 39,760 −2,390 1.60 0.54 3.84 26.11 1.34 500

Total Consumer Staples 253,106 210,734 42,371 10.85 3.64 3.16 20.78 2.97 7,520

Consumer Discretionary
MCDONALDS CORP COM MCD 84.99 825 70,117 28,473 41,644 3.01 1.01 11.66 24.92 2.87 2,013
VF CORP COM VFC 115.06 400 46,024 34,229 11,796 1.97 0.66 16.45 58.06 2.19 1,008
TARGET CORP COM TGT 50.94 865 44,063 35,553 8,510 1.89 0.63 1.49 5.66 2.36 1,038
OMNICOM GROUP INC COM OMC 47.60 680 32,368 27,791 4,577 1.39 0.47 −0.46 39.13 2.10 680
NIKE INC CL B NKE 91.23 325 29,650 28,103 1,547 1.27 0.43 17.06 32.40 1.36 403

Total Consumer Discretionary 222,222 154,148 68,074 9.53 3.19 9.59 31.03 2.31 5,142

Materials
ECOLAB INC COM ECL 55.80 1,200 66,960 51,950 15,011 2.87 0.96 10.23 19.21 1.25 840
FREEPORT MCMORAN COPPER CL B FCX 54.08 1,100 59,488 12,738 46,750 2.55 0.86 2.10 76.78 1.85 1,100

Total Materials 126,448 64,688 61,761 5.42 1.82 6.41 46.29 1.53 1,940

Telecommunication Services
AMERICAN TOWER CORP CL A AMT 52.91 1,000 52,910 50,540 2,370 2.27 0.76 6.61 16.75 0.00 0
VERIZON COMMUNICATIONS INC COM VZ 37.09 800 29,672 26,132 3,540 1.27 0.43 −0.17 47.38 5.26 1,560
FRONTIER COMMUNICATIONS CORP COM FTR 7.95 192 1,526 1,712 −186 0.07 0.02 1.85 20.83 9.43 144

Total Telecommunication Services 84,108 78,385 5,724 3.61 1.21 4.13 27.63 2.03 1,704

Utilities
PGECORP COM PCG 42.54 1,030 43,816 48,866 −5,050 1.88 0.63 −1.70 3.19 4.28 1,875
EXELON CORP COM EXC 43.33 775 33,581 43,331 −9,750 1.44 0.48 10.27 11.16 4.85 1,628

Total Utilities 77,397 92,197 −14,800 3.32 1.11 3.49 6.64 4.52 3,502

Total Common Stocks/ADRs 2,332,762 1,887,539 445,223 100.00 33.54 2.34 29.98 2.16 50,331

Total Common Stocks 2,332,762 1,887,539 445,223 33.54 2.34 29.98 2.16 50,331

Equity Funds/CTFs
Nuveen Real Estate Securities Fund FARCX 20.44 23,228 474,786 395,000 79,786 6.83 1.97 9,338
AMERICAN EURO PAC GROWTH FDCL R6 RERGX 7,519 314,532 293,574 20,958 4.52 1.69 5,309
Scout International Fund UMBWX 32.59 8,865 288,909 262,745 26,164 4.15 1.45 4,193
Nuveen Mid Cap Growth Opportunities Fund FISGX 48.53 4,429 214,944 148,260 66,684 3.09 0.00 0
iShares MSCI Emerging Markets Index Fund EEM 46.12 4,290 197,855 166,758 31,097 2.84 1.78 3,518
Goldman Sachs Mid Cap Value Fund GSMCX 37.86 4,545 172,076 103,103 68,973 2.47 0.69 1,186
Neuberger Berman Genesis Fund NBGIX 50.71 3,096 157,011 103,943 53,068 2.26 0.00 0
T Rowe Price Small Cap Value Fund PRSVX 38.22 3,927 150,096 103,449 46,647 2.16 0.68 1,021
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Shares/
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$ Mkt Val $ Cost Basis
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T Rowe Price Mid Cap Value Fund TRMCX 24.87 4,295 106,829 95,000 11,829 1.54 1.65 1,761
T Rowe Price Mid Cap Growth Fund RPMGX 62.24 1,433 89,164 75,000 14,164 1.28 0.00 0

Total Equity Funds/CTFs 2,166,201 1,746,832 419,369 31.14 1.22 26,326

Total Portfolio 6,955,382 5,848,293 1,107,089 100.00 2.34 29.98 2.20 152,700

© 2011 FactSet Research Systems Inc. All Rights Reserved. Past performance is no guarantee of future results.

Not A Deposit | Not FDIC Insured | May Lose Value | Not Bank Guaranteed | Not Insured By Any Federal Government Agency

Source: FactSet Research Systems, Inc. Material is based on data from sources deemed to be reliable; accuracy/completeness is not guaranteed.
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Memorandum 
To:  SPP Human Resources Committee 
From:  Malinda See 
Date:  07/18/2011 
Re:  Performance Compensation Plan Talking Points  
 
The Plan was designed to: 

• Increase the commitment of employees to attaining corporate goals  
• Promote the management of outcomes 
• Encourage qualified and trained employees to remain with SPP  
• Attract new employees by emphasizing opportunity for added compensation beyond the base 

salary   
• Include all employees to promote camaraderie  

The Plan measures annual corporate success and provides funding for individual staff based on that 
success.  Success is objectively measured by three metrics: 

• Adherence to budget 
• Stakeholder satisfaction 
• Reliable provision of services 

Success is additionally evaluated subjectively on achievement of goals established by the Board of 
Directors for the President and CEO. 
 

Potential Disconnects: 

1. Structure of plan does not allow for certainty of reward for performance 
2. SPP staff performance does not always equal benefit to all members 
3. Achievement of corporate goals is subjective 
4. Not highly “promoted” during the calendar year 
5. Attainment of short-term goals is rewarded, no attention to longer term goals 

Identified Strengths: 

1. Puts focus on real-time goals/needs, not just on previously stated objectives 
2. Tremendous amount of flexibility in administration of the plan 
3. Enforces teamwork and we’re “all in this together” 
4. Allows for reward of high performing employees at all levels in the organization 
5. Provides a “compensation at risk” component to the SPP compensation program 
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Southwest Power Pool 

April 14, 2008 
 

Employee Performance Compensation 
 
 
Purpose 
The performance compensation plan is designed to increase the commitment of 
employees to attaining corporate goals, to promote the management of outcomes, to 
encourage qualified and trained employees to remain with the company, and to attract 
new employees by emphasizing operating performance through the opportunity for 
added compensation beyond the base salary. 
 
Plan Management 
The plan will be administered by the Human Resources Committee, which shall make 
annual recommendations to the Board of Directors with respect to annual budgeting, 
program funding, and plan effectiveness.  The decision of the Board of Directors with 
respect to any questions arising as to awards for the President and interpretation of the 
provisions of the plan with respect to the office of the President will be final, conclusive, 
and binding on all parties.  The decision of the President with respect to any questions 
arising as to awards for any employee and interpretation of the provisions of the plan 
with respect to any employee will be final, conclusive, and binding on all parties. 
 
Plan Payment Structure 
Compensation under the plan will be disbursed annually in the February 28th payroll 
based on corporate and individual performance for the previous calendar year.  
Compensation will be funded from a pool of monies established by the Board of 
Directors.  The magnitude of the pool will be determined based upon the performance of 
SPP during the plan year in achieving its corporate goals; the target amount for the pool 
will be 15% of salaries paid during the plan year.  Payments to individual plan 
participants will be based on their individual contributions to overall corporate 
performance.  
 
 
Eligibility 
Employees with a starting employment date prior to December 31 of the Plan Year who 
remain employed by SPP on the date of payout will be eligible to participate in the plan.  
Employees claiming disability status during the Plan Year may be eligible for benefits 
based upon their contributions made during the Plan Year should the Company meet its 
plan targets.   
 
Corporate Performance 
SPP management will prepare and deliver a written analysis of SPP’s corporate 
performance to the Human Resources Committee at their January meeting.  The 
analysis will focus on all areas of corporate performance but will always include 
discussion on the following areas: 
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1. Financial performance – cost control, capitalization, liquidity 
2. Operational effectiveness – operating system availability, administration of tariff 

responsibilities, meeting operating criteria 
3. Strategic plan – progress in achieving strategic corporate initiatives 
4. Stakeholder satisfaction – meeting the needs of the stakeholders 

 
The Human Resources Committee will combine management’s analysis with their own 
knowledge and experience and recommend any adjustments to the target funding level 
for the plan year to the Board of Directors. 
  
 
 



 

Lighting the past … powering the future. 
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Memorandum 
To:  SPP Human Resources Committee 
From:  Malinda See 
Date:  07/18/2011 
Re:  SPP On-Site Clinic and Wellness Program Report  
 
 
Objective 

The establishment of an on-site clinic and wellness program at SPP will reduce medical plan costs to SPP 

and employees, foster a culture of wellness, and provide employees direct access to a medical 

professional. 

 

Background  

Medical insurance costs for employers and employees continue to increase.  Uncertainty exists with the 

implementation of healthcare reform.  Many employers are realizing that an effective way to lower 

medical plan costs is to improve employee health and behaviors.  The largest amount of healthcare 

spending comes from employees with chronic conditions.  By proactively identifying and managing 

health risks and chronic disease conditions in employees, SPP can better manage medical plan expenses.  

Through an onsite clinic, SPP can actualize savings through the direct screening, management, and 

treatment of employees.  Many employers are using wellness and disease management programs to 

motivate employees to change behaviors, improve their health, and lower costs.  Direct health-related 

costs associated with unhealthy employees include outpatient care, pharmacy charges, inpatient care, and 

emergency room visits.  Indirect costs associated with unhealthy employees include short and long term 

disability and workers’ compensation claims, and absenteeism. 

 

SPP On-Site Clinic Proposal: 

The clinic will be staffed by a medical professional who will have the authority to write prescriptions and 

administer medications.  The clinic is not intended as a replacement for an employee’s physician; it is to 

provide an alternative and supplement to off-site physician and clinic services.  SPP currently has a small 

reception and exam room identified in the new corporate campus to serve in this capacity. 
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Services provided would include, but not be limited to: 

• Primary Care 
• Preventative care 
• Pharmaceuticals 
• Wellness Programs 

A variety of wellness initiatives could be offered through the clinic, such as health risk assessments, 

individual follow-ups, and personalized health coaching.  Other initiatives could include: disease 

management programs, health fairs, and fitness activities.  

On-site clinic goals: 

• Reduce medical benefit plan costs to SPP 
• Improve employee health 
• Establish wellness events and programs for employees  
• Establish wellness programs tailored for shift workers 
• Use health risk assessments to identify and manage individual health risks 
• Create time savings in reduced lost time from work 

 
Estimated Program Costs 
SPP could implement this program by hiring a staff professional (i.e. nurse practioner), or through an 
independent third party provider.  Annual costs for either program are estimated at $250,000.  If the 
program is outsourced, that provider would assume medical liability coverage for the program, if SPP 
hires an employee to conduct the program, SPP will assume medical liability coverage. 

 



 

Lighting the past … powering the future. 
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Memorandum 
To:  SPP Human Resources Committee 
From:  Malinda See 
Date:  07/18/2011 
Re:  SPP pre-employment background screenings  
 
 
Southwest Power Pool performs the following pre-employment screenings for all employees.  In addition, 

all employees are re-checked every seven years. 

• Name 

• SSN Verification 

• Present and previous employment history 

• Education 

• County Seat Felony & Misdemeanor convictions 

• Federal Criminal convictions 

• Office of Foreign Assets Control (OFAC) check  



 

Lighting the past … powering the future. 
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Memorandum 
To:  SPP Human Resources Committee 
From:  Malinda See 
Date:  07/18/2011 
Re:  Random Drug Screening Report  
 
 
Southwest Power Pool currently has a contract with a local company to perform pre-employment drug 

screen testing (A’Test Consultants).  This company can provide random drug screening services for SPP 

as follows: 

1.  Each employee provided a unique identifier  

2. Service provider will select employees for the random test 

3. Service provider will notify the employees selected for testing and ask them to report for testing 

that day. 

4. Service provider will provide testing results report to SPP 

 

The cost for this service is $35/quarter, plus the cost of each individual test.  The individual test cost is 

$35 each.  A’Test recommends testing 10% to 20% of the employee base annually.  With approximately 

550 employees, this would equate to an annual cost of:  $140 administrative fee, $1925 - $3850 testing 

fee.  

 

In order to implement random drug testing at SPP, steps will need to be identified and documented 

regarding employment actions taken for positive results.   

 



 

Southwest Power Pool, Inc. 
HUMAN RESOURCES COMMITTEE 

Recommendation to the SPP Finance Committee 
2012 Compensation Adjustment Pool 

July 18-19, 2011 

Organizational Roster 
The following members represent the Human Resources Committee: 

Phyllis Bernard, Chair 
Larry Altenbaumer 
Trudy Harper 
Darrell Dorsey 
Mike Palmer 
Noman Williams 

SPP Director 
SPP Director 
Tenaska 
Board of Public Utilities, Kansas City, KS 
Empire District Electric Company 
Sunflower 

 

Background 
 
Annually, SPP management requests funds in the following year budget to be used for salary increases 
(does not include promotions or structural adjustments) for the SPP staff.   
 

Analysis 
 
The U.S. Government Department of Labor (Bureau of Labor Statistics) recently released its May 2011 
Consumer’s Price Index for Urban Wage Earners and Clerical Workers (CPI-W).  The CPI-W is utilized by 
the Social Security Administration to establish social security and supplemental security benefit 
adjustments.  In SPP’s geographic footprint (defined as South) the CPI-W increased by 4.6% from May 
2010 to May 2011.  The CPI-W for urban areas with population between 50,000 and 1,500,000 in the 
South region, recorded a year over year increase of 4.6%.   
 
SPP management polled several of SPP’s member utilities as well as other ISOs/RTOs to obtain 
estimates of their merit compensation budgets for 2012.  The results of these surveys were:  

Utility Members: 
Board of Public Utilities, Kansas City, KS:  Wage freeze for non-union, 2 – 3% union 
Sunflower Electric Power Corporation:  3% 
Empire District Electric Company:  2.5% 
Westar Energy Inc.:  2% 
American Electric Power:  2.5% 
Tenaska:  Unknown at this time 
 

ISO/RTO: 
 California ISO:  3% 
 ERCOT:  2% merit, 1% promotion/market adjustment 
 ISO-NE:  3% merit, 1% promotion/market adjustment 
 MISO:  3% merit, includes promotion/market adjustments 
 NYISO:  3% merit, includes promotion/market adjustments 
 IESO:  2.6% (Union driven) 
 AESO:  3% 

Agenda Item 6    Page 1 

 



 

 
Although SPP has typically recommended merit adjustments based on the CPI-W index, based on its 
review of ISO/RTO and member projections for 2012 merit, SPP management recommends a 
compensation adjustment pool of 2.5% of projected 2011 salaries paid be included in the 2012 SPP 
budget. 
 
The table below summarizes management’s recommendations and approved budget for prior year 
adjustments: 
 
 2008 2009 2010 2011 2012 
Merit Pool      
SPP Management Recommendation 2.20% 5.70% 0.00% 2.90% 2.5% 
Approved Budget 2.20% 4.80% 0.00% 2.90%  
      
 

 

Recommendation 

The Human Resources Committee recommends the Southwest Power Pool Finance Committee include 
in the 2012 SPP budget a compensation adjustment pool equal to 2.5% of projected 2011 salaries paid. 

Approved: Human Resources Committee  

 

Action Requested: Approve Recommendation 
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     July 13, 2011 

 

 

Quarterly Commentary 

2nd Quarter 2011 

 

Promises, Promises 

This oft resurrected Neil Simon play has run on Broadway about as long as the federal  

government’s biggest promise, Medicare (1965), but not nearly as long as its second biggest 

promise, Social Security (1935).  The opening lyrics to the second verse of the catchy Burt 

Bacharach title score go like this: 

 “Oh, promises, promises, this is where those promises, promises end.” 

Unlike the song, this may not be where the promise of Medicare and Social Security end, but for 

the first time in our late middle-aged lives, some politicians on both sides of the aisle are actually 

discussing in public how to reign in the cost of both.  To borrow from music of the same era, but a 

much different composer, Bob Dylan, “the times they are a-changin.’”   

We think it is important for our clients to understand why these programs have finally made it into 

the public debate and how the decisions reached in the next few weeks could impact the securities 

markets in a very big way.  Additionally, we believe it is our responsibility to educate our 

descendants that these are likely to be unsustainable promises not to be relied upon in the future, 

and we encourage you to do the same. 

Both programs started out well-intentioned (always well-intentioned) and more modest in their 

scope than they are now.  Both were supposed to be wholly (Social Security) or partially 

(Medicare) sustained by trust funds, which were to receive the payroll tax receipts and other 

receipts meant to fund the programs.  Social Security was never meant to be funded with anything 

but payroll tax receipts.  From the very beginning in 1965, it was recognized that Medicare would 

have to be partially funded from the general budget.  With a growing and youthful population and 

an ever-increasing tax rate, the Social Security trust fund ran a surplus for many years.  Oops.  

Guess what happens to surplus trust funds in Washington.  Somewhere along the way, these trust 

funds were commingled with the general budget.  Best we can tell, this happened in 1969 during 

the Johnson administration. 

You might have read that the Medicare Trust Fund is solvent until 2024, or that the Social 

Security Trust Fund is scheduled to last until 2036.  Forget it.  That would be true if there were 
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any segregated assets in the true nature of a trust fund.  The Treasury issued IOUs to these trust 

funds (and others as well) as it ran budget deficits, so the “assets” have been borrowed and spent 

as soon as they have been received.  One reason this topic has hit the current debate is that the  

Social Security surplus, which had been expected to run to 2014, actually ended in 2010 due to a 

reduction in payroll tax receipts as a result of the Great Recession.  In other words, Social Security 

became cash flow negative at some point last year.  This is all spelled out in the trustee’s annual 

report for your late night enjoyment at http://www.socialsecurity.gov/oact/trsum/index.html. 

Before now, even though these programs were the proverbial elephant in the room, their impact on 

the federal budget did not really have to be dealt with because the federal government had 

unquestioned credit standing in the world.  The accelerating cost of Medicare could be financed 

like everything else… on credit.  Pity the poor Congress that now finds itself between a rock and a 

credit rating.  In April, Standard and Poors changed its outlook for U.S. debt to “negative”.  Early 

in June, Moody’s promised a review of the rating this month if Congress did not reach a budget 

compromise and increase the debt limit.  It would be preferable to us if the debt limit were not 

increased, but that is probably not a realistic expectation. 

Ah, the debt limit.  The statutory approved debt limit currently stands at $14.294 trillion.  At the 

end of May, the Monthly Statement of the Public Debt (see next page) showed that we (after all, it 

is our government that owes it) are within a mere $25 million of exceeding the limit.  Someone in 

the Treasury Department has calculated that the limit will be exceeded August 2.  $25 million 

wouldn’t last the feds nearly that long if it weren’t for the fact that June 15 is one of the four 

quarterly estimate deadlines for income tax payments.   

Notice that the Statement of the Public Debt  is divided into “Debt Held By The Public” and 

“Intragovernmental Holdings”.   Intragovernmental Holdings are made up almost entirely of the 

line item “Government Account Series” totaling $4.6 trillion (when it gets as large as trillions, 

shouldn’t the “t” be capitalized?).  This huge line item contains the IOUs to the trust funds.  There 

are actually two trust funds for Social Security and two for Medicare, and eighteen federal trust 

funds in total.  As of May 31
st
, the balance borrowed from the Old Age and Survivors Trust Fund 

was $2.429 trillion, and the Disability Income Trust Fund was owed $180 billion.  On the 

Medicare side, the Hospital Insurance Trust Fund (Medicare Part A) has been raided to the tune of 

$272 billion, and the  Supplementary Medical Insurance Trust Fund (Medicare Parts B and D) is 

owed $72 billion.  Remember that, since inception, Medicare has been partially funded as a line 

item in the general budget.  That is why we referred to it as the government’s biggest promise, 

since it was always meant to be a pay as you go system to a large degree. 

Anyway, there goes the summer recess, because it looks like the Republicans are willing to force a 

default on the debt by not approving an extension of the debt limit unless spending reforms are 

part of the deal.  As this goes to press, it is difficult for us to determine what would be worse for 

the country and for the financial markets, a near-term default on the debt, or a signal to the rest of 

the world of our refusal to put the country’s financial future on sound footing.  The reason for  

http://www.socialsecurity.gov/oact/trsum/index.html
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all of the discussion of Social 

Security and Medicare is 

because that is where the 

money is.  As you can see on 

the chart beside, if left to grow 

unabated, these programs, 

along with Medicaid and the 

new Patient Protection and 

Affordable Care Act subsidies 

would eventually consume the 

entire budget.  They are 

already well over half of the 

projected tax receipts. 

 A default could shake the debt, equity and currency markets.  With so much of our debt in 

constant need of refinancing from foreign sources, a default could lead to significantly higher 

interest rates.  This would exacerbate the debt problem, because interest expense as a percentage 

of the budget would grow.  One saving grace of the current budget situation is that interest rates on 

the federal debt are at an all-time low of 2.6%.  A default would likely make this burden much 

more onerous.  In our view, short-term, artificial policies to keep interest rates low are not 

sustainable forever.  We believe that these policies have already served to penalize savers to the 

benefit of borrowers and the banks, particularly the large banks.  This is not healthy for our 

economy or our society in the long-term.  Eventually, the market will price capital correctly.  

The fact that our structural budget problems are now out in the open gives us cause for optimism 

that corrective action will be taken.  Another cause for optimism is that there seems to be 

significant political fallout awaiting if Washington does not address this problem now.  In the past, 

all of the political heat was directed at anyone daring to mention that entitlement programs needed 

reforming.   If real, long-term solutions are worked out, the debt worry overhang on the markets 

will be lifted.  We will soon know the outcome. 

Yield Starvation and Our View of the Current Landscape 

Over the last three years, we have discussed on several occasions the fact that investors, be they 

institutional or individual, have been in a desperate search for investment income.  Most types of 

investors rely to some degree on current income.  As we view the current investment landscape, 

we continue to see what we believe to be investing mistakes incented by the hunger for current 

income. 

The 2008-2010 rush to bond mutual funds by individual investors has been well documented in 

this space.  We’ve noticed at least two other behaviors that we believe warrant a word of caution.  

Until recently, we were unaware that there has been a great rush to immediate annuities by 

investors that have thrown in the towel and just want to live out their days with a “guaranteed” 

Source: Congressional Budget Office,  The Heritage Foundation 
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monthly income.  We recently have anecdotal evidence of this, and a June 20
th

 article from 

Barron’s cites that sales of annuities have been red hot, with $221 billion rushing in last year.  

Perhaps there is a time and a place for annuitization of capital, but it is hard for us to think of one.  

Individual investors with high levels of earned, taxable income who have maximized 401K and 

profit sharing contributions are a popular target of annuity salesmen.  This group of investors is 

probably suited for having a high percentage of their assets in equities.  In that case, we prefer the 

tax efficiency of a long-term, low turnover equity portfolio to all of the problems associated with 

annuities. 

We believe that individual investors put too much emphasis on the “guarantee” of the annuity 

product.  Some of the largest annuity sellers are some of the same insurance companies whose 

investment portfolios came into question back in 2008 because of the preponderance of structured 

asset-backed securities backing the liabilities.  Additionally, many of today’s popular annuities 

contain a variable component that promotes participation in stock market growth while supposedly 

limiting downside risk.  Investors should be aware that these structures require the use of 

derivative contracts that depend on performance by both parties to the derivative contract. 

Fees are another issue with annuities.  The aforementioned Barron’s article stated the average cost 

of variable annuities last year was 2.33%, about 76% higher than that of the average mutual fund.  

With the addition of popular “guarantee riders,” fees can approach 4% annually.  Fees in the form 

of penalties for early withdrawal are in addition to this annual fee.  This has the effect of tying up 

investor capital and making these contracts both expensive and inflexible.  No wonder that most 

annuity contracts are “sold” and not purchased.  We would caution anyone currently considering 

the purchase of any kind of annuity to do his/her homework before signing on the dotted line. 

Another symptom of extremely low interest rates that has come to our attention recently is the 

predominance of foreign investment by the so-called prime U.S. money market funds.  Prime 

funds are those that can invest in commercial paper and other short-term notes of corporate 

issuers.  It seems that the largest domestic funds of this type have moved much of their investment 

overseas, particularly to Europe, in search of higher yields.  Many money market funds have had 

trouble meeting their expenses, not to mention earning a profit, so some of them have gone abroad 

to invest in short-term paper of European banks at higher rates.  It seems many of these same 

banks extended loans in the areas of Europe with the biggest debt and economic problems (e.g. 

Greece, Portugal, Ireland).   It is fascinating to watch and realize that the bailout of these countries 

is really all about bailing out the Euro banks and thus the U.S. money funds rather than the 

countries themselves.  Apparently, these countries would rather go ahead and default as some level 

of debt forgiveness in negotiation with debt holders would probably enable them to borrow again!  

Investor memories tend to be short in these matters.  Russia, Brazil and Argentina are sovereign 

defaults that come to mind in the not too distant past.  All are back to borrowing in the global bond 

market.   

We became leery of investments made by money market funds several years ago and at that time 

began keeping most of our clients’ cash in U.S. Treasury bills.  It is impractical in our business to 
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avoid money market funds totally, but we continue to monitor the funds our clients use for short-

term cash to fund transactions, and we attempt to keep these balances to a minimum. 

As we study the investment landscape and what it offers today, we believe, as always, that it is 

important that we avoid potential mistakes. Many times investment mistakes derive from trying to 

make something happen now.  It is our experience that investment returns and investment income 

don’t really accrue evenly over the years, but unevenly and often erratically.  Even the ability for 

corporations to service debt or pay dividends, which on their face occur evenly over the years, 

usually accrues during cyclical good times.   

The current environment appears to us to be a time to concentrate on avoiding investment 

mistakes.  The ramifications of mispricing capital that has been fostered by artificial short-term 

interest rate policies are being revealed and will be in the future as well.  At FRM, we spend a 

good deal of our time trying to determine pricing levels on capital assets that have the potential to 

reward our clients for the risk they are taking.  We continue to favor equities and other 

investments, purchased with a margin of safety, that provide the potential for an inflation hedge. 

We especially like those that have an income component (e.g. dividends).   We know that our 

results will not accrue smoothly to our clients.  A review of over twenty years of our investment 

performance bears that out.  We also know that there is a large portion of the population that 

especially needs investment income year-end and year out, and it is for that group that the current 

policies are most detrimental. 

2nd Quarter Investment Activity 

We took an initial position in Thompson Creek (TC:NYSE), which is incorporated in Alberta, 

Canada and headquartered in Denver, Colorado.  The company produces molybdenum at its 

100%-owned Thompson Creek Mine in Idaho and its 75%-owned Endako Mine in northern 

British Columbia, which is currently being expanded.  The ore that is mined is processed at its 

Langeloth Metallurgical Facility in Pennsylvania. TC is in the process of constructing the Mt. 

Milligan copper-gold mine in northern British Columbia, which is expected to begin in production 

in 2013.  Furthermore, TC has several molybdenum, silver, zinc and gold exploration properties in 

Canada. 

Molybdenum’s strength, corrosion resistance, and heat tolerance makes it a vital component of 

stainless and industrial steels, super alloys and specialty high-performance lubricants.  It is also 

used in flame retardants, fertilizers and vitamin supplements.  The price of molybdenum fell from 

a high of more than $45 per pound in 2005 to $8 per pound in 2009 as the financial crisis reduced 

demand for many of the products that require molybdenum.  Steel producers reduced their 

production and inventories during the downturn, but have increased both from their low point.  

Future increases in steel production should lead to an increase in demand for molybdenum, and 

new applications for the metal, due to its unique properties, should create additional demand.   

Molybdenum traded between $16 and $17 at the end of April 2011 when we were purchasing 

shares for clients.  We purchased Thompson Creek for our clients around $10.50 per share.  This 
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miner and explorer is a low cost producer of Molybdenum and has a strong balance sheet.  Our 

purchase price equals 1.1 times book value per share and 8.2 times the last twelve month’s 

earnings.  We also like the prospects for its development of the Mt. Milligan copper-gold mine to 

create additional value for our clients. 

In the second quarter, we sold our clients’ full position in Halliburton (HAL:NYSE) shares. This 

proved to be a very successful investment for our clients over many years. We initiated our 

original position in Halliburton back in the spring of 2002. This was a company that we were very 

familiar with and had followed for years, even owning it at previous times. The stock dropped 

below our buy price target very suddenly when it was announced that Halliburton was being sued 

over asbestos exposure. Halliburton had previously acquired Dresser Industries, which owned a 

small refractory business. Halliburton sold that business after only owning it for several months 

and the buyer had assumed all asbestos exposure in the purchase. Simultaneously, Halliburton was 

being criticized through the political process since its previous CEO had been Vice-President Dick 

Cheney, who was being targeted nationally as a friend of oil interests. Likewise, a former division 

of Halliburton, KBR, was a provider of logistical contracts supplying U.S. troop deployment in the 

Persian Gulf War efforts. After a thorough government review of KBR’s business efforts in the 

Middle East, they were completely exonerated of any charges of wrongdoing. We tell you all of 

this to paint the picture that this was a very controversial stock to buy at the time of our purchase, 

and we had to defend it in a number of client presentations. We had a $50 intrinsic value target for 

the stock, which was triggered recently after the fundamentals of the company had markedly 

improved with the strength in the oil service industry. We were able to make over seven times our 

clients’ original investment over a nine year period and received an approximate 4% annual 

dividend yield. That works out to over a 28% annualized return over that time. We wish they all 

worked that well. This experience serves as a good reminder that having the conviction to buy at 

an attractive value when it seems the rest of the world is selling can often be very rewarding. 

 Privacy Policy/Code of Ethics/Proxy Voting 

Per Regulation S-P, promulgated under section 504 of the Gramm-Leach-Bliley Act, we are 

required to provide our clients with a notice of our privacy policy on an annual basis.  Please 

review the enclosed Privacy Policy of Foundation Resource Management, and contact us with any 

questions you may have.  Our relationship with our clients is our most valuable asset, and we 

know that respect for your privacy is the very foundation of that relationship.  Also, please contact 

us if you would like a copy of our Code of Ethics, Compliance Manual or our Proxy Voting 

Policy.  We use these important documents as a guide in the operation of our business, and we 

would be happy to share them with you. 

   

Our Proxy Voting Policy describes how we vote with regard to measures concerning 

stockholder/corporate democracy; routine matters such as the election of directors or the 

appointment of outside auditors; management compensation and “anti-takeover” 

provisions.  Please contact us with any questions you may have regarding how we have voted the 

proxies of the securities that you hold.     
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SOUTHWEST POWER POOL RETIREE HEALTHCARE 
FUND 

 
INVESTMENT POLICY STATEMENT 

 
July 22, 2010 

 
 
1.01 PURPOSE OF THIS STATEMENT 
 
The Human Resources Committee (“the HRC”) of the Southwest Power Pool, Inc. 
Board of Directors, on behalf of Southwest Power Pool, Inc. (“the Fund Sponsor”), 
hereby establishes the following policy for administering the Southwest Power Pool 
Retiree Healthcare Fund (“the Fund”) investment program. The Investment Policy 
Statement (“the Statement”) sets forth the investment objectives and guidelines that will 
be applied within the investment program to insure that the assets of the Fund are 
managed in a manner designed to meet the objective of funding postretirement 
healthcare benefits for eligible retirees of Southwest Power Pool, Inc.  In addition, the 
Statement is to provide a framework for management of the assets of the Fund within 
levels of risk acceptable to the HRC and the Southwest Power Pool, Inc. Board of 
Directors.  The Statement provides the investment manager(s) with a written statement 
of specific quality, quantity and rate or return standards.   
 
This Statement is based on the “prudent expert rule” to ensure all fiduciaries under the 
Plan act with skill, care, prudence, and diligence.  It is expected that decisions related to 
management of the Plan and its assets will follow a careful, skillful, prudent and diligent 
process. 
 
1.02 AMENDMENTS TO THE STATEMENT 
 
The HRC reserves the right to amend this Statement at any time as deemed prudent or 
necessary.  Should any amendment to this Statement be required due to actions of the 
Southwest Power Pool, Inc. Board of Directors or a change in applicable law, the HRC 
shall have due time to review such changes and prepare and implement an appropriate 
amendment.  Because of the dynamic nature of the economic environment, 
developments in financial theories, and advances in technology, this Statement will be 
examined by the HRC from time to time on a formal or informal basis and may, as a 
result of such examination, be revised by the HRC. 
 
1.03 BACKGROUND OF THE FUND  
 
The Fund was established by the Southwest Power Pool, Inc. Board of Directors 
effective January 1, 1996.  The purpose of the Fund is to cover a specific portion of the 
costs associated with providing postretirement healthcare benefits to eligible retirees of 
Southwest Power Pool, Inc.   
 
 
1.04 FUND PROFILE  
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The Fund was established to receive assets from the Fund Sponsor.  Thereafter, assets 
in the Fund are used to offset a specific portion of the health insurance premium 
payments attributable to eligible retirees of Southwest Power Pool, Inc. remaining in the 
Southwest Power Pool, Inc. Group Health Insurance Plan following retirement.  
Earnings or losses of the Fund are not subject to taxation.   
 
1.05 FUND FUNDING  
 
The HRC has established a desired funding level of the Fund equal to the Accumulated 
Benefit Obligation  The Fund Sponsor contributes periodic funds to the Fund based on 
guidance provided by the Fund’s actuary and decisions made by the HRC and accepted 
by the Southwest Power Pool, Inc. Board of Directors.  It is expected that the Fund 
Sponsor will continue to make periodic contributions to the Fund into the foreseeable 
future.     
 
 
2.01 INVESTMENT OBJECTIVES 
 
The overall objective of this Statement is to provide guidance for the investment of 
contributions and other Fund assets and to help maintain adequate funding for Fund 
liabilities. The HRC will utilize a portfolio approach when evaluating Fund return, risk, 
and cost. 
 
2.02 RETURN OBJECTIVES  
 
The primary goal is to obtain a return annualized over the preceding five calendar years 
equal to or exceeding the actuarially assumed rate of return (currently 7%).  Long-term 
returns above the actuarially assumed rate may serve to reduce the periodic funding 
required of the Fund Sponsor.   
 
2.03 RISK OBJECTIVES  
 
The Fund assets will be managed with an average to above average risk profile.  
Currently the Fund liabilities are relatively long-term in nature with minimal near term 
liquidity requirements, allowing for volatility above what one would expect from a 
portfolio with an allocation of 70% equity and 30% fixed income.   
 
Investments held by the Plan should at all times have readily available prices and 
sufficient trading volume so that investments can be bought and sold easily without 
significantly impacting the price of the investments.   
 
2.04 COST OBJECTIVES  
 
The HRC will strive to maintain the costs of funding and administering the Fund at a 
reasonable level and consistent with market costs for engaging qualified professionals 
to provide asset management and administration services.  
 
2.05 ASSET ALLOCATION  
 
The assets of the Fund may be invested in the following asset classes: 
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Cash:  Comprised of demand deposit accounts, savings accounts, money market 
accounts, debt instruments with maturities of 3 months or less 
 
Debt Securities:  U.S. Dollar denominated fixed income securities including, but not 
limited to, Government and Agency issues, mortgage and asset backed securities, and 
corporate issues, or investment in professionally managed funds investing in the 
previously mentioned types of securities. Although fixed income investments rated less 
than investment grade are permitted, the average credit quality of the aggregate fixed 
income allocation should be investment grade 
 
U.S. Equities:  Common and preferred equity securities of companies domiciled in the 
United States or in professionally managed funds investing in the previously mentioned 
securities 
 
International Securities: Direct investment or investment in professionally managed 
funds investing in common and preferred equity securities and debt securities of 
companies domiciled outside of the United States.  Security issues of non U.S. 
domiciled entities may be acquired either through U.S. exchange traded American 
Depository Receipts or directly through non U.S. based exchanges. In no event will the 
market value of International Securities holdings exceed 20% of the market value of the 
Plan Assets.   The HRC will review the total international security holdings of the plan 
annually and determine if the level of holdings is appropriate.  The HRC may direct the 
investment managers to increase or reduce international security holdings at any time.. 
 
Derivative Instruments: No direct investment in derivative instruments is permitted, 
although investment is permitted in professionally managed funds that do use 
derivatives. Funds making use of derivatives must specifically prohibit the use of 
derivatives to achieve leverage. 
 
In aggregate, the assets of the Plan shall target the asset allocation ranges listed below: 
 
 
Security Description Lower Limit Target Upper Limit 
Cash 0% 5%  15% 
Debt Securities 15% 25%  35% 
Equity Securities  60% 70%  80% 
 
 
The HRC will take appropriate action should the invested assets of the Fund stray more 
than 10% from the desired allocation. 
 
2.06 PROHIBITED INVESTMENTS 
 
The assets of the Plan shall not be used to invest in any investment not specifically 
permitted by this Statement. The HRC does not limit investments in specific entities 
except as noted above. Investment managers are allowed to invest in electric utilities, 
including members of the HRC, should they wish without restrictions. The HRC shall not 
be permitted to direct any investment manager to invest in any particular individual 
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security nor require the investment manager to provide notice to the HRC prior to 
making investments permitted by this Statement. 
 
3.01 SELECTION OF MONEY MANAGER(S) 

 
The HRC shall select investment managers and, where appropriate, investment options 
based on the evaluation of qualitative and quantitative factors. The manager selection 
process will focus on the following five key aspects of an investment management firm 
and investment option:  

 
1. Organization – evaluate the key elements of an efficient and successful 

investment management organization such as stable firm ownership, 
clear business objectives, industry reputation, and experienced and 
talented investment staff. 

 
2. Investment Philosophy and Process – evaluate the key elements of a 

valid and well-defined investment approach such as unique sources of 
information, disciplined buy/sell decisions, systematic portfolio 
construction, and adequate risk controls. 

 
3. Resources – evaluate the state of current and proposed resources 

supporting the investment process including the quality and depth of 
research and the adequacy of information management, compliance and 
trading systems. 

 
4. Performance – evaluate historical returns and risks relative to passive 

indexes, peer groups, and other competing firms.  
 

5. Management Fees – evaluate the proposed fee structure relative to the 
industry and other competing candidates. 

 
These factors are chosen to insure that manager/option selections are made with a 
prudent degree of care, and that excessive risk is avoided. Notwithstanding the above, 
the HRC may also include other factors that may be appropriate to a specific 
manager/option selection exercise.  
 
3.02 ACKNOWLEDGEMENT OF FIDUCIARY RESPONSIBILITY  
 
Any and all investment managers selected to invest the assets of the Plan will be 
required, as a condition of their selection, to acknowledge their fiduciary status and 
responsibility to the Plan, in writing. This requirement shall not require the investment 
manager of a mutual fund in which the Plan invests to acknowledge fiduciary status 
 
3.03 MONITORING THE INVESTMENT MANAGER  

 
The objective of the investment manager monitoring process is to identify on a timely 
basis any adverse changes to the investment manager’s organization or investment 
process by periodically evaluating a number of qualitative and quantitative factors. In 
addition, once adverse changes are identified, the monitoring process shall also dictate 
the timing and manner of response. 
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The HRC shall evaluate the investment managers/options at least annually using the 
framework in 3.01 above, in addition to using any other factors the HRC believes are 
appropriate to the inquiry. These factors are intended to insure that decisions to retain 
investment managers/options are made with a prudent degree of care and that 
excessive risk is avoided.  

 
If results from the monitoring process indicate substandard investment performance or a 
potentially adverse change in the investment manager’s organization or investment 
process, the HRC may choose one of several courses of action including assigning the 
investment manager/option a temporary probationary status known as the Watch List, 
undertaking an in-depth review, or terminating the investment manager/option.   

 
Being placed on the Watch List is meant to convey the HRC’s increased level of 
concern about a particular issue or event, which if left unresolved, could endanger the 
future relationship. An in-depth review may be undertaken as a result of the 
manager/option failing to rectify the issues that led to their placement on the Watch List, 
or in response to a major adverse change in the investment manager’s organization or 
investment process to the extent that the HRC seriously questions the firm’s ability to 
manage the portfolio going forward. The purpose of the in-depth review is to determine 
whether terminating the manager/option is an appropriate course of action. 
 
3.04 TERMINATION/REPLACEMENT OF INVESTMENT MANAGERS 

 
The HRC may eliminate or replace the investment manager/option any time the HRC 
deems it in the best interests of the Fund.  
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SOUTHWEST POWER POOL RETIREMENT PLAN 
 

INVESTMENT POLICY STATEMENT 
 

July 22, 2010 
 
 
1.01 PURPOSE OF THIS STATEMENT 
 
The Human Resources Committee (“the Named Fiduciary”) of the Southwest Power 
Pool, Inc. Board of Directors, on behalf of Southwest Power Pool, Inc. (“the Plan 
Sponsor”), hereby establishes the following policy for administering the Southwest 
Power Pool Retirement Plan (“the Plan”) investment program. The Investment Policy 
Statement (“the Statement”) sets forth the investment objectives and guidelines that will 
be applied within the investment program to insure the assets of the Plan are managed 
in a manner consistent with the Plan document and applicable statutory requirements.  
In addition, the Statement is to provide a framework for management of the assets of 
the Plan within levels of risk acceptable to the Named Fiduciary and the Southwest 
Power Pool, Inc. Board of Directors.  The Statement provides the investment 
manager(s) with a written statement of specific quality, quantity and rate of return 
standards.  By establishing and communicating clear investment guidelines and 
objectives, the Plan Sponsor can enhance the effectiveness of the Plan’s investment 
program and thereby contribute to the overall goal of retaining and recruiting employees 
by delivering an attractive, low-cost retirement program. 
 
This Statement is based on the “prudent expert rule” to ensure all fiduciaries under the 
Plan act with skill, care, prudence, and diligence.  It is expected that decisions related to 
management of the Plan and its assets will follow a careful, skillful, prudent and diligent 
process. 
 
1.02 AMENDMENTS TO THE STATEMENT 
 
The Named Fiduciary reserves the right to amend this Statement at any time as 
deemed prudent or necessary.  Should any amendment to this Statement be required 
due to changes in the Plan document or a change in applicable law, the Named 
Fiduciary shall have due time to review such changes and prepare and implement an 
appropriate amendment.  Because of the dynamic nature of the economic environment, 
developments in financial theories, and advances in technology, this Statement will be 
examined by the Named Fiduciary from time to time on a formal or informal basis and 
may, as a result of such examination, be revised by the Named Fiduciary. 
 
1.03 BACKGROUND OF THE FUND  
 
The Plan was established by the Southwest Power Pool, Inc. Board of Directors 
effective January 1, 1996.  The purpose of the Plan is to provide annuity payments to 
qualified retirees of the Plan Sponsor.   
 
 
1.04 PLAN PROFILE  
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The Plan was established to receive assets from the Plan Sponsor.  Thereafter, assets 
in the Plan are used to provide annuity payments to retired employees of the Plan 
Sponsor meeting the qualification guidelines detailed in the Plan.  The Plan is regulated 
by the Employee Retirement Income Security Act (“ERISA”).  Earnings or losses of the 
Plan are not subject to taxation.  Distributions of benefits to retirees are taxable to the 
retiree/beneficiary. 
 
1.05 PLAN FUNDING  
 
The Named Fiduciary has established a minimum allowable funding level of the Plan 
equal to the Accumulated Benefit Obligation and a maximum funding level equal to the 
Projected Benefit Obligation.  The Plan Sponsor contributes periodic funds to the Plan 
based on guidance provided by the Plan’s actuary and decisions made by the Named 
Fiduciary and accepted by the Southwest Power Pool, Inc. Board of Directors.  It is 
expected that the Plan Sponsor will continue to make periodic contributions to the Plan 
into the foreseeable future.     
 
 
2.01 INVESTMENT OBJECTIVES 
 
The overall objective of this Statement is to provide guidance for the investment of 
contributions and other Plan assets and to help maintain adequate funding for Plan 
liabilities. It is crucial the investment philosophy follow the guidelines of ERISA, primarily 
that the funds are managed solely in the interest of plan participants.  The Named 
Fiduciary will utilize a portfolio approach when evaluating Plan return, risk, and cost. 
 
2.02 RETURN OBJECTIVES  
 
The primary goal is to obtain a return annualized over the preceding five calendar years 
equal to or exceeding the actuarially assumed rate of return (currently 7%).  Long-term 
returns above the actuarially assumed rate may serve to reduce the periodic funding 
required of the Plan Sponsor.   
 
2.03 RISK OBJECTIVES  
 
The Plan assets will be managed with an average to above average risk profile.  
Currently the pension liabilities are relatively long-term in nature with minimal near term 
liquidity requirements, allowing for volatility above what one would expect from a 
portfolio with shorter term investment horizon.   
 
Investments held by the Plan should at all times have readily available prices and 
sufficient trading volume so that investments can be bought and sold easily without 
significantly impacting the price of the investments. 
 
2.04 COST OBJECTIVES  
 
The Named Fiduciary will strive to maintain the costs of funding and administering the 
Plan at a reasonable level and consistent with market costs for engaging qualified 
professionals to provide asset management and administration services.  
 



July 22, 2010 - 3 - 

2.05 ASSET ALLOCATION  
 
The assets of the Plan may be invested in the following asset classes: 
 
Cash:  Comprised of demand deposit accounts, savings accounts, money market 
accounts, debt instruments with maturities of 3 months or less 
 
Debt Securities:  U.S. Dollar denominated fixed income securities with maturities in 
excess of 3 months including, but not limited to, Government and Agency issues, 
mortgage and asset backed securities, and corporate issues, or investment in 
professionally managed funds investing in the previously mentioned types of securities. 
Although fixed income investments rated less than investment grade are permitted, the 
average credit quality of the aggregate fixed income allocation should be investment 
grade. 
 
U.S. Equities:  Common and preferred equity securities of companies domiciled in the 
United States or in professionally managed funds investing primarily in the previously 
mentioned securities 
 
International Securities: Direct investment or investment in professionally managed 
funds investing in common and preferred equity securities and debt securities of 
companies domiciled outside of the United States.  Security issues of non U.S. 
domiciled entities may be acquired either through U.S. exchange traded American 
Depository Receipts or directly through non U.S. based exchanges. In no event will the 
market value of International Securities holdings exceed 20% of the market value of the 
Plan Assets.   The Named Fiduciary will review the total international security holdings 
of the plan annually and determine if the level of holdings is appropriate.  The Named 
Fiduciary may direct the investment managers to increase or reduce international 
security holdings at any time. 
 
Derivative Instruments: No direct investment in derivative instruments is permitted, 
although investment is permitted in professionally managed funds that do use 
derivatives. Funds making use of derivatives must specifically prohibit the use of 
derivatives to achieve leverage.  
 
In aggregate, the assets of the Plan shall target the asset allocation ranges listed below: 
 
 
Security Description Lower Limit Target Upper Limit 
Cash 0% 5%  15% 
Debt Securities 15% 25%  35% 
Equity Securities (growth) 30% 35%  40% 
Equity Securities (value) 30% 35%  40% 
 
 
The Named Fiduciary will take appropriate action should the invested assets of the Plan 
stray more than 10% outside of the established allocation range. 
 
2.06 PROHIBITED INVESTMENTS 
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The assets of the Plan shall not be used to invest in any investment not specifically 
permitted by this Statement. The Named Fiduciary does not limit investments in specific 
entities except as noted above. Investment managers are allowed to invest in electric 
utilities, including members of the Named Fiduciary, should they wish without 
restrictions. The Named Fiduciary shall not be permitted to direct any investment 
manager to invest in any particular individual security nor require the investment 
manager to provide notice to the Named Fiduciary prior to making investments 
permitted by this Statement. 
 
3.01 SELECTION OF MONEY MANAGER(S) 

 
The Named Fiduciary shall select investment managers and, where appropriate, 
investment options based on the evaluation of qualitative and quantitative factors. The 
manager selection process will focus on the following five key aspects of an investment 
management firm and investment option:  

 
1. Organization – evaluate the key elements of an efficient and successful 

investment management organization such as stable firm ownership, 
clear business objectives, industry reputation, and experienced and 
talented investment staff. 

 
2. Investment Philosophy and Process – evaluate the key elements of a 

valid and well-defined investment approach such as unique sources of 
information, disciplined buy/sell decisions, systematic portfolio 
construction, and adequate risk controls. 

 
3. Resources – evaluate the state of current and proposed resources 

supporting the investment process including the quality and depth of 
research and the adequacy of information management, compliance and 
trading systems. 

 
4. Performance – evaluate historical returns and risks relative to passive 

indexes, peer groups, and other competing firms.  
 

5. Management Fees – evaluate the proposed fee structure relative to the 
industry and other competing candidates. 

 
These factors are chosen to insure manager/option selections are made with a prudent 
degree of care, and excessive risk is avoided. Notwithstanding the above, the Named 
Fiduciary may also include other factors that may be appropriate to a specific 
manager/option selection exercise.  
 
3.02 ACKNOWLEDGEMENT OF FIDUCIARY RESPONSIBILITY  
 
Any and all investment managers selected to invest the assets of the Plan will be 
required, as a condition of their selection, to acknowledge their fiduciary status and 
responsibility to the Plan, in writing. This requirement shall not require the investment 
manager of a mutual fund in which the Plan invests to acknowledge fiduciary status. 
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3.03 MONITORING THE INVESTMENT MANAGER  
 

The objective of the investment manager monitoring process is to identify on a timely 
basis any adverse changes to the investment manager’s organization or investment 
process by periodically evaluating a number of qualitative and quantitative factors. In 
addition, once adverse changes are identified, the monitoring process shall also dictate 
the timing and manner of response. 

 
The Named Fiduciary shall evaluate the investment managers/options at least annually 
using the framework in 3.01 above, in addition to using any other factors the Named 
Fiduciary believes are appropriate to the inquiry. These factors are intended to insure 
that decisions to retain investment managers/options are made with a prudent degree of 
care and excessive risk is avoided.  

 
If results from the monitoring process indicate substandard investment performance or a 
potentially adverse change in the investment manager’s organization or investment 
process, the Named Fiduciary may choose one of several courses of action including 
assigning the investment manager/option a temporary probationary status known as the 
Watch List, undertaking an in-depth review, or terminating the investment 
manager/option.   

 
Being placed on the Watch List is meant to convey the Named Fiduciary’s increased 
level of concern about a particular issue or event, which if left unresolved, could 
endanger the future relationship. An in-depth review may be undertaken as a result of 
the manager/option failing to rectify the issues that led to their placement on the Watch 
List, or in response to a major adverse change in the investment manager’s 
organization or investment process to the extent the Named Fiduciary seriously 
questions the firm’s ability to manage the portfolio going forward. The purpose of the in-
depth review is to determine whether terminating the manager/option is an appropriate 
course of action. 
 
3.04 TERMINATION/REPLACEMENT OF INVESTMENT MANAGERS 

 
The Named Fiduciary may eliminate or replace the investment manager/option any time 
the Named Fiduciary deems it in the best interests of the Plan.  

 



Defined Contribution Plan 
 
 

INVESTMENT POLICY STATEMENT OF 
 
Southwest Power Pool Thrift Plan (hereinafter referred to as “the Plan”) 
 
I. PURPOSE OF THIS STATEMENT 
 
The Plan’s Named Fiduciary, Trustee of Southwest Power Pool Thrift Plan, on behalf of the Plan 
Sponsor, Southwest Power Pool, Inc., hereby establishes the following policy for administering 
the Plan’s investment program. The Investment Policy Statement (“the Statement”) sets forth the 
investment objectives and guidelines that will be applied within the investment program to insure 
the Plan is managed in a manner consistent with the Plan document and applicable statutory 
requirements.  By establishing and communicating clear investment guidelines and objectives, 
the Plan Sponsor can enhance the effectiveness of the Plan’s investment program and thereby 
contribute to the overall goal of retaining and recruiting employees by delivering an attractive, 
low-cost retirement program. 
 
The Named Fiduciary reserves the right to amend this Statement at any time as deemed prudent 
or necessary.  Should any amendment to this Statement be required due to changes in the Plan 
document or a change in applicable law, the Named Fiduciary shall have due time to review such 
changes and prepare and implement an appropriate amendment.  Because of the dynamic nature 
of the economic environment, developments in financial theories, and advances in technology, 
this Statement will be examined by the Named Fiduciary from time to time on a formal or 
informal basis and may, as a result of such examination, be revised by the Named Fiduciary. 
 
II. INVESTMENT OBJECTIVES 
 
The primary objectives of the Plan’s investment program are as follows: 
 

• Program Quality - Provide quality investment options that generate a high level of 
participation and satisfaction for participants.  

 

• Participant Control – Allow Plan participants to exercise control over their retirement 
accounts by providing them the ability to direct the investment of account assets.  In doing 
so, the Plan intends to meet the “safe harbor” requirements of ERISA §404(c) and applicable 
regulations by providing sufficient investment vehicles to allow participants significant 
discretion in selecting an asset allocation reflecting their unique situation, risk profile and 
return objectives. 

 

• Diversification – Offer participants access to an appropriate range of prudent investment 
options enabling them to construct a well-diversified portfolio. In selecting these investment 
options, the Named Fiduciary can materially affect the potential level and variability of 
returns on amounts in the participants’ investment accounts. The availability of suitable 
investment options will allow Plan participants to materially affect the potential returns on 
amounts in their accounts, control the degree of risk to which such amounts are subject, and 
create a portfolio with aggregate risk and return characteristics normally appropriate for Plan 
participants and which, through diversification, will minimize the Plan participant’s overall 
investment risk.  
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 III. INVESTMENT GUIDELINES 
 

The Plan Sponsor has established the following guidelines for administering the Plan’s 
investment program: 

 
A. Diversification 
 

The Named Fiduciary will make available to the Plan’s participants at least three 
broadly diversified investment options, each of which shall offer materially different risk 
and return characteristics.  

 
B. Investment Categories  

 

All classes or categories of investments allowed by ERISA as acceptable investment 
choices may be considered by the Named Fiduciary in determining the investment 
options to be made available to the Plan’s participants. The Named Fiduciary may, as it 
deems appropriate, select and make available to the Plan’s participants investment 
options in the form of commingled funds, such as insurance company separate accounts, 
mutual funds, and bank collective trusts, from any or all investment categories listed 
below, in addition to guaranteed or stable value investments.  
 
The following asset classes are permitted for Plan investment options: 
 

1. Stable Value – portfolio comprised primarily of short-term, high quality debt 
securities including money market funds, stable value funds, and guaranteed 
interest arrangements. 
 

Strategic Purpose: Stable returns, income, diversification 
 

2. Domestic Fixed Income - portfolios primarily composed of debt securities issued 
by the U.S. government, U.S. government sponsored/related agencies, and U.S. 
domiciled corporations.  Investment options may include all quality ranges (high, 
medium and low), all durations (short, intermediate and long), be broadly 
diversified or concentrated (sector funds), and be either actively or passively 
managed (indexed). 

 

Strategic Purpose: Income, diversification, deflation hedge 
 

3. International or Foreign Fixed Income – portfolio composed primarily of debt 
securities issued by foreign governments, foreign government sponsored/related 
agencies, and foreign corporations.  Investment options may include all quality 
ranges (high, medium and low), all durations (short, intermediate and long), be 
broadly diversified or concentrated (sector funds), be either actively or passively 
managed (indexed), and may or may not use currency hedging. 

 

Strategic Purpose: Income, diversification 
 

4. Real Estate – portfolio consists primarily of investments providing direct equity 
interest in real estate investment vehicles including real estate investment trusts of 
all types and other commingled real estate equity investment vehicles. 

 

Strategic Purpose: Income, diversification, inflation hedge 
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5. Domestic Stock - portfolios composed primarily of the common stocks of U.S. 
domiciled corporations. Investment options may include different sizes (large-cap, 
mid-cap and small-cap) and styles (value, growth and blend). Such options may 
be broadly diversified or concentrated (sector funds), and may be either actively 
or passively managed (indexed). 

 

Strategic Purpose: Long-term growth 
 

6. International or Foreign Stock – portfolios composed primarily of the common 
stocks of corporations domiciled outside of the U.S. Investment options may 
include different regional and emerging markets funds, a variety of sizes (large-
cap, mid-cap and small-cap) and styles (value, growth and blend), be broadly 
diversified or concentrated (sector funds), be either actively or passively managed 
(indexed), and may or may not use currency hedging. 
 

Strategic Purpose: Long-term growth, diversification 
 

7. Balanced/Asset Allocation – portfolio consists primarily of significant 
proportions of both equities and fixed income investments. 

 

Strategic Purpose: Long-term growth, risk reduction (via tactical rebalancing)  
 

C. Selection of Investment Managers and Investment Options  
 

The Named Fiduciary and/or a designated independent investment manager/advisor 
shall select investment options based on the evaluation of qualitative and quantitative 
factors. The review process will focus on the following five key aspects of an 
investment management firm and investment option:  
 
1. Organization – evaluate the key elements of an efficient and successful investment 

management organization such as stable firm ownership, clear business objectives, 
industry reputation, and experienced and talented investment staff.  

 
2. Investment Philosophy and Process – evaluate the key elements of a valid and 

well-defined investment approach such as unique sources of information, disciplined 
buy/sell decisions, systematic portfolio construction, and adequate risk controls. 

 
3. Resources – evaluate the state of current and proposed resources supporting the 

investment process including the quality and depth of research and the adequacy of 
information management, compliance and trading systems. 

 
4. Performance – evaluate historical returns and risks (3, 5, and 10 year horizons) 

relative to passive indexes, peer groups, and other competing firms.   
 

5. Management Fees – evaluate the proposed fee structure relative to the industry and 
other competing candidates. 

 
These factors are intended to insure that option selections are compatible with the 
requirements of ERISA §404(c), made with a prudent degree of care, and that excessive 
risk is avoided. Notwithstanding the above, the Named Fiduciary may also include other 
factors that they believe are appropriate for a specific manager/option selection exercise. 
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D. Monitoring of Investment Options 

  
The objective of the investment option monitoring process is to identify on a timely basis 
any adverse changes to the investment process by periodically evaluating a number of 
qualitative and quantitative factors. In addition, once adverse changes are identified, the 
monitoring process shall dictate the timing and manner of response by the Named 
Fiduciary and/or designated independent investment manager/advisor. 
 
The Named Fiduciary and/or designated independent investment manager/advisor shall 
evaluate the investment options at least annually, using the framework in (C) above, in 
addition to using any other factors the Named Fiduciary and/or designated independent 
investment manager/advisor believes are appropriate to the inquiry. These factors are 
intended to insure that the decisions to retain investment options are made with a prudent 
degree of care and that excessive risk is avoided.  
 
If results from the monitoring process indicate substandard investment performance or 
potentially adverse change in the investment process, the Named Fiduciary and/or 
designated independent investment manager/advisor may choose one of several courses of 
action including assigning the investment option a temporary probationary status known 
as the Watch List, undertaking an in-depth review, or terminating the investment option.   
 
Being placed on the Watch List is meant to convey increased level of concern about a 
particular issue or event, which if left unresolved, could endanger the future relationship. 
In these cases, the Named Fiduciary and/or designated independent investment 
manager/advisor may wish to recommend that participants suspend contributions to 
investment options on probation until the matter has been successfully resolved.  An in-
depth review may be undertaken as a result of the manager failing to rectify the issues that 
led to their placement on the Watch List, or in response to major adverse changes in the 
investment process, to the extent that the Named Fiduciary and/or designated independent 
investment manager/advisor seriously questions the firm’s ability to manage the portfolio 
going forward. The purpose of the in-depth review is to determine whether terminating the 
manager/option is an appropriate course of action. As with the investment options residing 
on the Watch List, the Named Fiduciary and/or designated independent investment 
manager/advisor may wish to recommend that participants suspend contributions until the 
in-depth review is completed. 
 
E.      Monitoring of Designated Independent Investment Manager/Advisor 
 

The Named Fiduciary shall evaluate the performance of the Designated Independent 
Investment Manager/Advisor using the framework in (C) above, in addition to using any 
other factors the Named Fiduciary believes are appropriate to the inquiry.  These factors 
are intended to insure decisions to retain the Designated Independent Investment 
Manager/Advisor are made with a prudent degree of care.   

 
If results from the monitoring process indicate substandard investment performance the 
Named Fiduciary may choose one of several courses of action including terminating the 
Designated Independent Investment Manager/Advisor.   
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 F. Elimination of Investment Options 
 

The Named Fiduciary and/or designated independent investment manager/advisor may 
eliminate a Plan investment option any time as the Named Fiduciary and/or designated 
independent investment manager/advisor deems it in the best interests of the Plan and the 
Plan’s participants and their beneficiaries. The Named Fiduciary and/or designated 
independent investment manager/advisor may also add, eliminate, or replace any Plan 
investment option as the needs of the Plan’s participants change, or for any other prudent 
reason. 
 
G. Proxy Voting 

 
To the extent that the responsibility for voting proxies of securities held in an investment 
option is not a responsibility of an investment manager, the proxies shall be voted in 
accordance with the Plan document(s) and in the best interests of the Plan participants. 



 

 
 

Southwest Power Pool, Inc. 
HUMAN RESOURCES COMMITTEE  

Future Meetings and Agendas 
 
October 5, 2011 (Wednesday) 
Dallas, TX – DFW 
Agenda Items: 

• Review training and development programs 
• Review HR Committee effectiveness 

 
January 17, 2012 (Tuesday) 
Location: Dallas, TX – DFW 
Agenda Items: 

• Approve funding for 2011 Performance Compensation Plan 
• Review SPP President 2011 performance and propose 2012 compensation 

 
April 23, 2012 (Monday) 
Oklahoma City, OK 
Agenda Items: 

• Review SPP Benefits Program  
• Review SPP Compensation Plans 
• Review 2011 Performance Compensation Process/payout 
• Review HRC Scope 

 
August 13 & 14 2012 (Monday & Tuesday) 
HRC Planning Retreat  
Little Rock, Arkansas 
Strategic HR Planning Session 

• Follow up on SPP Benefit Plans 
• Follow up on Compensation Plans 
• Approve 2013 Meeting schedule and agendas 
• Investment Management Meeting 

 Review Investment Policy Statements 
 Review/evaluate investment manager performance 
 Approve 2012 funding levels for retirement plans 
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