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Independence Through Diversity

SPP membership has been one of the most diverse of any regional organization in the industry since its inception.
With membership comprised of investor-owned utilities, municipal systems, generation and transmission cooperatives,
state authorities, federal agencies, independent power producers and power marketers, any and all opinions are heard in
organizational group meetings. As a member-driven organization, meaningful stakeholder involvement by decision-makers
with “skin in the game” has driven SPP’s growth. This diversity truly is the “power of the pool.”
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INVESTOR-OWNED UTILITIES

American Electric Power #
Public Service Company of Oklahoma

Southwestern Electric Power Company

Aquila, Inc.
Missouri Public Service #

St. Joseph Light & Power *

WestPlains Energy #

Cleco Power LLC #
Entergy Services, Inc. *
Exelon Power Team *
Kansas City Power & Light Company #
OG&E Electric Services #
Southwestern Public Service Company #
The Empire District Electric Company #
Westar Energy #

Western Resources, Inc.

Kansas Gas & Electric

COOPERATIVES

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

MUNICIPALS

City of Clarksdale, Mississippi *
City of Lafayette, Louisiana # *
City Power & Light, Independence, Missouri # *
City Utilities, Springfield, Missouri *
Public Service Commission of Yazoo City,

Mississippi *
The Board of Public Utilities, Kansas City,

Kansas # *

STATE AGENCIES

Grand River Dam Authority #
Louisiana Energy & Power Authority #
Oklahoma Municipal Power Authority 

FEDERAL AGENCY

Southwestern Power Administration #

INDEPENDENT POWER PRODUCERS

Calpine Energy Services, L.P. *
InterGen Services, Inc. *
Tenaska Power Services Company *

MARKETERS

Aquila Power - Aquila, Inc. *
Cargill - Alliant, LLC *
Cinergy Corporation *
Constellation Power Source *
Coral Power LLC *
Duke Energy Trading & Marketing *
Dynegy Marketing & Trade *
Edison Mission Marketing & Trading, Inc. *
El Paso Merchant Energy, L.P. *
Mirant Americas Energy Marketing, L.P. *
NRG Power Marketing, Inc. *
TXU Energy Trading Company
Williams Energy Marketing & Trading Company *

* Transmission Dependent Member     #  Denotes Control Areas within SPP

M E M B E R S

14 Investor-Owned Utilities

8 Cooperatives

6 Municipals

3 State Agencies

1 Federal Agency

3 Independent Power Producers

13 Marketers

48 Members

Member Statistics as of 12/31/2003
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S outhwest Power Pool found itself at a critical crossroad during 2003. At the start of the year
the company was moving full-steam ahead to consummate the merger with the Midwest
Independent Transmission System Operator, Inc. However, by March it was readily evident

that the merger conditions would not be met in the foreseeable future and would continue to be a
distraction to both parties. Therefore, the Boards of Directors of both entities agreed to terminate the
merger agreement.

The SPP Board of Directors recognized the need for the organization to refocus its strategy, set
a course to create and find opportunities and to create a visible and positive strategic plan. As such,
the Strategic Planning Task Force (now Committee) was formed to completely review the SPP
organization considering the current industry environment and to make appropriate recommendations
to the Board of Directors. We wish to take this opportunity to personally thank this group for its
dedication and hard work on behalf of this historic organization. They held 19 meetings during the
year. Now, that’s dedication! 

No stone was left unturned as the group evaluated options from dissolution, to negotiating another
merger, to again seeking recognition from the Federal Energy Regulatory Commission (the
Commission) as a Regional Transmission Organization (RTO). On April 14, the Board of Directors
unanimously approved the Initial Report of the Strategic Planning Task Force that documented the
evaluation process, analysis of results and SPP’s value proposition. This report included a plan moving
SPP forward as a stand-alone organization in compliance with FERC Order 2000, expanding regional
transmission services, actively involving state regulatory agencies, improving administrative processes
and maintaining regional reliability council status.

Particularly noteworthy is that the initial report reaffirmed continuation of SPP’s hybrid board
structure, containing both stakeholder and non-stakeholder directors. Following subsequent consultation
with both state and federal regulators, the Secondary Report of the Strategic Planning Task Force
contained a recommendation for SPP to transition to a complete non-stakeholder Board of Directors.
Our Board of Directors approved this and other recommendations at its meeting on June 24. This act,
above all others, represents the strong commitment of this member-driven organization to solidifying
and enhancing regional transmission management.

We also had some changes to the make-up of our Board of Directors. Two longtime supporters and
board members retired from their respective companies: Gene Argo, Midwest Energy, Inc. and Dick
Dixon, Westar Energy, Inc. Three new independent directors joined the board: Phyllis E. Bernard,
Joshua W. Martin, III and Robert G. Schoenberger. Ms. Bernard is a Robert S. Kerr Jr. Distinguished
Professor of Law and Director of the Center on Alternative Dispute Resolution at the Oklahoma City
University School of Law. Mr. Schoenberger is chairman, CEO and president of Unitil Corporation.
Mr. Martin is president of Verizon Delaware, Inc.
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In addition to the organizational activities noted above, SPP continues to improve its internal processes
and services. A major undertaking during the year involved the improvement of the generator
interconnection study queue process by aggregating multiple similar requests into a single study.
This process dovetails with the overall transmission planning process that has been a priority for
this organization since its inception. In addition, SPP hosted its first Regional Planning Summit
in November in an effort to share ideas and issues and bring about a plan with far-reaching benefits.
Our efforts will continue into 2004 and beyond. 

SPP also implemented meaningful changes to the process governing the assessment of the membership
starting in October. The revised process now allocates SPP’s expenses to those members served by
transmission facilities under the SPP regional tariff. An assessment rate of $0.15/MWh was established
by the Board of Directors. The Board also approved a reduction in the Schedule 1 administrative fee
of the SPP regional tariff to $0.15/MWh. In terms of cost per MWh, SPP continues to be the standard
bearer across the country as the most cost effective organization of its kind. For 2004, an annual
membership fee was also developed to ensure that all members, including those without retail load,
share in the cost of providing reliability services. We believe the revised assessment process provides
greater equity across the entire membership in terms of supporting SPP’s operations. 

During the year, SPP said goodbye to two long-term employees: John Marschewski and Frank Royster.
Both gentlemen gave generously of their time and commitment to SPP for over 20 years each, and
SPP is a better organization because of their efforts. We wish them well as they enjoy more quality
time with their families and friends. We also had three members withdraw: Louisville Gas & Electric
Energy Marketing, Reliant Energy Services, Inc. and PG&E National Energy Group. Finally, we are
very pleased to welcome to the membership InterGen Services, Inc. an independent power producer. 

The year’s efforts culminated with approval by the Board of Directors in August of a third filing
with the Commission for RTO recognition and the submittal of that filing on October 15. We received
conditional approval on February 10, 2004, and are moving quickly to comply with the conditions.
These phenomenal results are due to the strength of relationships among our members and a common
focus on maintaining a reliable, highly interconnected and interdependent bulk electric system. 

Thanks to each of you for your efforts!
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Al M. Strecker
Chairman of the Board
Executive Vice President, Chief Operating Officer
OGE Energy Corporation, OG&E Electric Services

Nick Brown
President, Chief Executive Officer

Southwest Power Pool, Inc.
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Order 2000 Compliance
To satisfy the requirements of Order 2000, the Strategic
Plan recommended developing plans for implementing
the three services required for RTOs but not yet provided
by SPP: a real-time balancing market, market monitoring
and market-based congestion management. This
implementation is currently in progress.

The plan also stated that SPP should continue to work
with neighboring entities on regional membership
expansion opportunities, the development of seams
agreements and/or joint markets. 

Regional Transmission Service Tariff
Another area in the report focused on how SPP will
refocus efforts on the evolutionary development of its
current regional transmission service tariff. SPP
organizational groups are developing a number of tariff
enhancements, including, but not limited to: attachments
to facilitate Independent Transmission Company (ITC)
participation, administrative cost recovery schedules,
formula rate proposals, participant funding mechanisms
and changes to streamline generation interconnection
and transmission service request queues.

Administrative Processes
To comply with Order 2000, the SPC proposed changes
to the Board of Directors structure and the structure of committees reporting to and/or advising the Board of
Directors. The changes provide for a complete non-stakeholder board of seven directors, which is required to meet
with an elected Members Committee. The plan also suggested reviewing and modifying SPP’s administrative
processes, state regulatory participation structure, cost allocation and associated documents for possible
improvements and enhancements. As a result, some restructuring did occur. 

Regional Reliability Council Status
The plan reaffirmed that SPP will retain its regional reliability organization status. 

Recognition as RTO
In August, the Board of Directors authorized the staff to file an application with FERC, as soon as practicable, seeking
recognition for SPP as an RTO pursuant to FERC Order 2000. This filing was made in October. SPP received
conditional approval from the Commission in February 2004, and is in the process of meeting those conditions.
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O n March 20, 2003, SPP and Midwest Independent
Transmission System Operator, Inc. mutually agreed
to terminate a proposed consolidation of their

organizations that originated in August 2001. The process
had been long and involved, and it increasingly became
apparent that the many conditions required to close the
merger could not be met in the near term. 

Strategic Planning Group Formed
At merger termination the chair of SPP’s Board of
Directors immediately established a task force to assist
the organizations in refocusing its strategy, to set a course
to create and find opportunities and to create a visible and
positive strategic plan. The Strategic Planning Task Force
(SPTF) was formed to conduct a comprehensive review
of the SPP organization and to make appropriate
recommendations to the Board as to the future of SPP.

At the initial meeting of the SPTF in April, the group
reviewed SPP’s history of decision-making to identify
and understand the organization’s values – the principles
that have driven its history. The process utilized for strategic
planning focused on three basic questions: Where are we?
Where do we want to go? How do we get there? The group
recognized from the outset that its task was not a race to one
ideal regional structure but rather to uniqueness in order to
create and sustain value for SPP members. 

Of particular focus, was an exhaustive analysis of SPP’s
ability to comply with the requirements of the Federal
Energy Regulatory Commission (FERC) Order 2000
and separately, FERC’s Notice of Proposed Rulemaking
on Standard Market Design in order to be recognized as
a Regional Transmission Organization (RTO).

Strategic Plan
In April, the Strategic Plan: Initial Report of the SPTF
was presented to the Board of Directors. The Strategic
Plan: Secondary Report was presented in June and included
a recommendation that the task force become the Strategic
Planning Committee (SPC), a permanent group reporting
to the Board of Directors. The initial report identified
several key areas of focus; the secondary report expanded
on and more clearly defined each area.

Active State Involvement
The plan recommended organizing individual meetings
with each state regulatory body in the SPP footprint. The
SPC also recommended that a Regional State Committee be
supported to formalize the input of state regulatory agencies
in SPP’s decision-making processes. 

While organizational group meetings are open to all
interested parties, this new approach will encourage even
more active state participation. 

Member-Driven Organization Creates 
Evolutionary Strategic Plan

SPP Files for Recognition as RTO

The SPP difference, the values and principles that set SPP
apart from other regional entities performing similar services:

> Relationship-based   

> Member-driven

> Independence through diversity   

> Reliability and economic/equity issues inseparable

> Evolution, not revolution  

The Strategic Plan
• Active state involvement
• Order 2000 compliance
• Regional transmission

service tariff
• Administrative processes
• Regional reliability

council status

Timeline

March SPP/MISO Merger Termination

March Strategic Planning Task Force Formed

April SPP Strategic Plan: Initial Report Issued

June SPP Strategic Plan: Secondary Report Issued

August Board Approved RTO Filing

October RTO Filing

November Board of Directors Selected Nick Brown

as President and CEO

SPP Background

1941 Formed to serve defense needs

1968 NERC Regional Council

1980 Telecommunications network

1991 Operating Reserve Sharing

1994 Incorporated

1997 Security Coordination

1998 Tariff Administration

2001 Regional Scheduling



O ur members are what make SPP a relationship-based, evolutionary organization.
Projects such as the LaCygne-Stilwell upgrade are great examples of how members
worked to solve a regional problem and helped keep the lights on in SPP.

Transmission congestion on the Kansas City
Power & Light 345 kV LaCygne-Stilwell
Line represented a serious bottleneck for
members and customers of SPP and
neighboring entities. As a result of members
working together, SPP and KCP&L
developed a plan to upgrade the line and its
capacity from 1,251 MVA to 1,972 MVA.

“This project is an example of the kind
of benefits that regional transmission
organizations can bring to the general public
through the regional approach to transmission
planning and coordination,” said Nick Brown,
SPP. “We had a regional problem that
required a regional solution. The benefits of
this solution transcend many state boundaries
and regions.”

On February 20, 2003, SPP filed with FERC
an agreement between SPP and its 11 trans-
mission owners proposing a creative solution
for the LaCygne-Stilwell capacity issues.
With a target completion date of July 1, 2003,
KCP&L agreed to construct the upgrade
with the assistance of PAR Electric Electrical
Contractors, a Quanta Services Company. 

At the time of the agreement, transmission
owners participating in the SPP OATT
were: American Electric Power; City

Utilities, Springfield, Missouri; Empire District Electric Company; Grand River Dam
Authority; KCP&L; Midwest Energy, Inc.; OG&E Electric Services; Southwestern Power
Administration; Southwestern Public Service Company; Westar Energy; and Western Farmers
Electric Cooperative.

Advances with
LaCygne-Stilwell

• Revolutionary agreement between

SPP and its transmission owners

to pool future revenues to pay for 

upgrade to achieve regional benefit

• Normally, this type of upgrade 

would require installation of  

another line taking as long as       

three to five years to complete

• Reconductored using new               

technology allowing use of existing 

structures and for the work to be 

done while the line is “hot”         

resulting in minimal disruption

to the transmission market

• Cost approximately 70% less than

traditional approach and                  

completed in less than four months

• Capacity increased from 

1,251 MVA to 1,972 MVA

• No rate impact to retail and          

wholesale power customers
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W hile SPP’s staff continued to grow, two staff leaders
retired in 2003. After 23 years of service to SPP,
Frank Royster retired on July 1. John Marschewski

retired on January 1, 2004, after committing 28 years to
SPP. In 2003, SPP gained seven full-time staff for a total
of 116 employees.

Longtime SPP Employee Retires in 2003:
Frank Royster
Frank began his career with SPP in 1980, as a systems analyst.
He was responsible for integrating the Data Acquisition System,
the first pool-wide communication system. 

He was also instrumental in bringing the engineering load
flow model update application in-house. Frank was involved
in the development of the first phase of OASIS in 1996.
From 1996 until his retirement, he served as the director
of corporate services.

Marschewski Retires
On August 27, John Marschewski,
announced his retirement from SPP
effective January 1, 2004. The Board
of Directors established a search
committee to consider candidates
for the position. 

“John is responsible for the
significant growth and success SPP
has experienced,” said Al Strecker,
chairman of the Board of SPP. “He
has served SPP and its members very well during a time
of tremendous change in our industry.”

Under Marschewski’s leadership, SPP successfully implemented
regional security coordination and tariff administration. He
helped to develop an administrative staff of four persons into
a respected, customer-focused technical services organization
of over 115 professionals.

“I make this decision with very mixed emotions,” said
Marschewski. “My time at SPP has been very fulfilling and
quite exciting, especially in recent years.” Marschewski’s career
spanned over 38 years in the electric utility industry.

Brown Selected as President
On November 17, the Board of Directors selected Nicholas
A. Brown to serve the organization as President and Chief
Executive Officer.

“Nick brings a great deal of corporate knowledge and history
to the position, but also the vision and skills necessary to
move SPP into its next iteration as a regional transmission
organization,” said Al Strecker.

Brown was selected following a recommendation by the
Presidential Search Committee, which was comprised of nine
members of SPP’s Board of Directors. Brown has served SPP
in various positions for 18 years, most recently as senior vice
president and corporate secretary.

John Marschewski

John Marschewski Leadership
Award Established
In honor of his leadership to SPP, the John Marschewski Leadership
Award was established in 2003. Marschewski committed over
35 years to serving the electric power industry and through his
leadership and example, created a highly effective, challenging
and positive place to work. As president of SPP, Marschewski cared
deeply for people and held that people are SPP’s most important
asset – a value that continues to be the foundation of the organiza-
tion. His leadership focus was based upon collaboration, human
development and earnest concern for electric system reliability.

The John Marschewski Leadership Award will be presented
annually to an employee nominated by management and selected
by SPP officers, who has displayed a continuation of Marschewski’s
legacy of ideals that are paramount to the success of SPP. Recipients
will not only be hard working, but also maintain a positive,
encouraging attitude toward customers and co-workers, and
understand and portray that relationships and positive attitude
are very important in achieving goals, both personal and corporate.

First Leadership Award Presented to Carlos Ordaz

On December 18, the first annual John Marschewski Leadership
Award was presented to Carlos Ordaz. Ordaz started with SPP
in 2000, and was promoted to engineer associate II in 2002. 

“Carlos’ role within the engineering department is much more than
his title. He provides a tremendous amount of leadership at SPP.
He has consistently demonstrated his value to SPP and its members
through his exceptional work ethic, attitude and results,” explained
Bruce Rew, director, engineering.

Regional Solution for Congestion on
LaCygne-Stilwell Solved with Live Upgrade

Growth while Retiring

continued on page 8



to cost approximately 70% less than the usual approach.
Normally, the cost of a new facility of this nature would
have been borne solely by KCP&L. In this instance, the
SPP transmission owners recognized the regional benefit
of this upgrade and agreed to pool future revenues to pay
for the upgrade.”

Construction of a new transmission line would have required
a significant increase of funds as well as a considerable
increase in time required to complete the project.

SAFETY
Important safety considerations centered on alleviating
potential hazards created by induced voltages during
conductor installation at 345 kV. Quanta used the Equal
Potential Stringing Method (EPSM) to ensure safe handling
of the conductor being strung and to protect the electrical
crews and public. The technique isolates the work area and
the conductor being pulled and permits all work on the

conductor to be carried out without mishap at the induced
voltage. For the LaCygne-Stilwell project, the induced
voltages ranged from 2,000 to 30,000 Volts, while the
circulating currents did not exceed 30 Amps.

During construction, handling of the wire at night when the
crews were not working was a concern. “Normally, under
de-energized conditions, the wire is tied or ‘caught off’ to
a Caterpillar front-end loader. The Quanta crews developed
a proprietary dead-end structure, which safely insulated and
isolated the wire from other equipment and from the public,”
explained John E. White, director of energized services at
Quanta Services, Inc.

Another issue involved the process of transferring large
loads from the existing conductor to the temporary line and
then from the temporary line to the new conductor. Quanta 

solved the problem with a proprietary 26-step process and
a large mobile breaker used for high-voltage switching.

SCHEDULE AND COMPLETION
Originally targeted for completion on July 1, the upgrade was
finished on June 18. The short timeline was possible using
the new technologies and procedures selected for the project. 

“The project ran smoothly and finished almost a month ahead
of schedule, which was a major accomplishment considering
the team endured hostile weather from the start in February
with frozen ground, snow, mud, copious spring rains and
May tornados,” explained Paul S. Beaulieu, senior engineer
in the transmission and substation engineering for KCP&L. 

To test the connections, KCP&L used infrared and then
released the line for service with an increased voltage from
1,251 MVA to 1,972 MVA. The line’s ultimate conductor
rating is higher; however, other components on the system

limit the capacity
to 1,972 MVA. 

“The project was
completed in
approximately four
months, well below
the normal three to
five years required
for this type
of upgrade,”
explained Spring.

“The techniques used in this project will revolutionize
electricity transmission construction.”

Special thanks to the following contributors: KCP&L,
Quanta and T&D World.

“We had a regional problem that required a regional  
solution. The benefits of this solution transcend many state
boundaries and regions.”

–Nick Brown, 
President and CEO, Southwest Power Pool, Inc.

PROJECT: PLANNING AND DESIGN
Considered a critical outlet for large base-load generating units,
the LaCygne-Stilwell line is owned by Westar Energy and
KCP&L. Built in 1972, the 32-mile transmission line is
located south-southwest of Kansas City. It is also heavily
impacted by merchant activity in the SPP region, as well as
in the Southeastern Electric Reliability Council (SERC) and
the Mid-Continent Area Power Pool (MAPP) regions.

Before the agreement, KCP&L attempted to alleviate the
limitations caused by the congestion on this line. “Our
assessment of current and longer term needs of the region
concluded that the improvements were not sufficient,” said
Pat Bourne, manager of transmission policy for SPP.

After considering several options, KCP&L decided to upgrade
the line using new technology—a high-temperature conductor
known as aluminum conductor steel supported (ACSS). The
ACSS conductor could carry almost twice the load of the
original aluminum conductors steel reinforce conductor with
about the same weight, diameter and tensions. The ACSS
conductor would allow for the line to be upgraded while
“hot” (i.e., energized) resulting in minimal disruption to the
transmission market.

The design of the project was based on the plan to reconductor
the line while energized. The project design started with
research and testing by an engineering team at Quanta.
Utilizing computer aided design (CAD) software, the team

located structures on the right-of-way, captured connection
points and sagged the wire. While Quanta’s experience
included reconductoring energized lines, none of these were
at the magnitude of the LaCygne-Stilwell line (345 kV).
Quanta developed detailed work plans to allow sequential
transfer of electrical load between the three existing phases
and a temporary transfer bus.

FUNDING
A FERC order concerning Section 2.2 of the SPP Open
Access Transmission Tariff (OATT) required SPP to renew
several firm point-to-point transmission reservations. As
a result of circuit limitations, SPP did not have sufficient
available transfer capability (ATC) to renew the reservations.
SPP transmission owners recognized that an upgrade to
LaCygne-Stilwell line would help to solve the need for
increased transmission line capacity in the region.

As a part of the agreement, SPP and KCP&L recommended
an innovative solution to fund the upgrade. SPP transmission
owners agreed to pool future revenues to cover the upgrade
costs so that revenues generated by the additional capacity
as a result of the upgrade fund the expense. Ratepayers
were saved from higher rates, KCP&L was relieved of
budget-busting construction costs and transmission customers
have an improved, high-capacity transmission system.

At the time of the filed agreement, Richard Spring, senior vice
president, transmission for KCP&L said, “This upgrade is expected

Equal Potential Stringing Method

The technique for the Equal Potential
Stringing Method requires wire mesh
to support working personnel and to
be connected by a traveling ground
to the pulled conductor and to the
pulling equipment. With the crew
on the wire mesh, everything is at
the same potential as the conductor.
A double fence around the area
prevents ground contact by the crew,
and an insulated walkway to the area
ensures workers are protected from
step potential when they cross to the
isolated area. Although this method
has been around for many years, it
is used infrequently because of the
expense and training required.

KCP&L Reconductors Energized 345 kV
Line, T&D World, September 2003
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W hile planning is not new to SPP, the focus continues to grow. With
the constant changes in the way the transmission system is used, the
importance of regional planning is increasing. SPP’s proposed regional

planning process is a natural extension of the collaborative, cooperative efforts to
date. The SPP Regional Planning Summit started this effort to develop a regional
planning process and the associated transmission expansion plan. 

Throughout the year, several assessments are completed: transmission, demand
and energy and generation. 

Transmission Assessment
Seasonal studies were performed on the bulk transmission system considering
various current and planned operational states. These studies determine first
contingency incremental transfer capability (FCITC) and give an indication of the
ability to move power between various areas of the electrical network. The FCITC
measure indicates incremental capability under first contingency (i.e. – additional
transfer above that already scheduled between systems) and is indicative of the
relative strength of the transmission system. Transmission studies show marginal
degradations in regional and sub-regional transfer capabilities from season to
season, but these capabilities remain adequate to handle planned transactions. 

Demand and Energy Assessment
Data reported by SPP members in the EIA-411 provides actual and forecasted
peak demand and energy for the region. The forecast is a summation of all SPP
member forecasts and represents the most probable demand and energy
requirement for electricity over the next decade. 

The 2003 non-coincident peak for SPP members was 40,318 MW. This was 0.6%
lower than the 2002 projected forecast of 40,564 MW and 0.7% higher than the
2004 projected forecast of 40,040 MW. The 2003 actual summer peak demand
was 39,120 MW, which was 3% lower than the 2003 non-coincident peak. The
region’s 2003 net energy was 185,574 GW, which was 5% lower than the 2002
regional net energy of 194,876 GW and 4.8% lower than the 2004 regional net
energy forecast of 194,522 GW.

Generation Assessment
According to data in the EIA-411 released on April 1, 2003, the SPP
capacity margin for 2003 was projected to be 17.8%, well above the
minimum criteria for individual members of 12%. With this capacity
margin, the SPP system was not expected to experience a capacity
shortfall during 2003 summer peak load conditions. The projected
capacity margin for 2004 is 20.4%; again, well above the minimum
requirement. The capacity margin does not reflect the entire amount
of new capacity that is installed within the SPP footprint. Significant
amounts of uncommitted merchant generation capacity exist in the
region, which are not included in the EIA-411. Although, all of the
uncommitted resources may not be deliverable to serve load within the
SPP footprint, they could provide additional reliability margin if needed.

B
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First Ever Regional
Planning Summit
The first ever Regional Planning Summit took place

on November 17, in Kansas City. The summit was
designed to solicit feedback and comments from
participants as SPP begins its collaborative regional
transmission expansion planning process. 

Over 100 participants attended the summit
including state and federal regulators, consultants,
developers, neighboring regional reliability
councils, neighboring systems and transmission
operators, independent power producers, merchants
and industrial customers.

“Our goal was to trigger discussions on a regional
planning effort and solicit feedback on regional
transmission expansion planning,” explained Jay
Caspary, manager of planning for SPP.

The proposed planning process involves a two-year
cycle with an initial reliability assessment, followed
up with an economic analysis of the commercial
market needs within the footprint.

On August 14, 2003, at 4:13 EDT, the northeastern
portion of the United States and neighboring portions of
Canada experienced the largest blackout of the electrical

system in the history of North America. The sequence of events
leading up to the blackout involved many factors, including com-
puter failures, human error, the laws of physics and vegetation.
While the SPP footprint was not impacted by this blackout, SPP
was watching the grid to ensure reliability in its region. 

A joint U.S.-Canada Power System Outage Task Force was
established to investigate the causes of the blackout and to
determine ways to reduce the possibility of future outages.

An initial report was released on November 19. The report
focused on several areas that should be considered for
prevention of future blackouts, including: vegetation manage-
ment, voltage support, stronger communications, notification
of computer failures, conservative transmission operations,
emergency conditions and enhanced operating staff.

Committed to the integrity of the transmission grid for all
members, SPP reviewed and assessed the interim report
along with a multitude of other information provided about
the 2003 blackout. The SPP operations department continues
to closely monitor the recommendations of the task force
and NERC in hopes of benefiting from what is learned so
as to avoid issues in the future in the SPP region.

In considering the issues raised, SPP noted the following:

> SPP has been providing reliability coordination since    
1997 across a single NERC Region 

> SPP systems have been in operation for several years         
and are mature (including OASIS, OASIS Automation, 
EMS, ARS, etc.) 

> SPP processes and procedures have evolved over a long 
period of time and have proven dependable and accurate 

> SPP personnel are very experienced in reliability              
coordination with most having over 20 years of power       
system experience and over five years of reliability          
coordination experience at SPP 

> SPP relationships with its member systems are very          
well established; many of our personnel, particularly
in operations, came from member systems and are very 
familiar with the individuals and the systems at our 
member organizations 

> SPP relationships with our neighboring reliability
coordinators and utility systems are well established and
promote communications and coordination of operations
and emergencies 

> SPP power system models and data sources are mature
and extensive 

> SPP’s flowgate monitoring tool uses data that is                
updated frequently 

> SPP not only has detailed monitoring capability of its
reliability area but also has significant monitoring          
capability of its surrounding reliability areas 

The SPP Operating Reliability Working Group (ORWG) has
formed two task forces to address some of the issues raised
in the report. The Reliability Enhancements Task Force was
established to review, prioritize and establish implementation
timelines for a list of proposed improvements to the reliability
coordination function at SPP. The Voltage and Reactive
Management Task Force was formed to develop procedures
and criteria to ensure sufficient voltage support for reliable
operations within the SPP footprint. The ORWG task forces
were created to assist SPP staff in prioritizing the actions neces-
sary to improve SPP operations with respect to the blackout. 

lackout Response – NERC Report

Reliability Improvements and Priorities

Priority  Project/Issue

0.5  Alarming in SPP EMS

1  Real-time voltage data

2  Real-time contingency analysis improvements

2  Operator authority/responsibility

3  Situational overview

3  Operations planning improvements

4  Member SCADA one-line displays

5  Unit response data/capability curves

6  Inter-regional coordination

7  Establish “conservative system operations” modes for the SPP region

Regional Planning: 
Breaking New Ground

SPP developed its own “quick hits” list following the blackout to

insure that SPP improves its operations from any lessons learned. 
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Tariff Administration
SPP administers an Open Access Transmission Tariff (OATT) providing
regional transmission service across 11 transmission owners in all or part of seven
southwestern states. Tariff related services include: calculating and posting ATC;
processing requests for service; performing impact and facility studies; providing
tariff billing and revenue distribution; and providing regulatory assistance.

A significant increase in transmission service sold and approved occurred
in December with 58,754 GWh approved. This was largely due to the acceptance
of several requests to renew or “roll-over” existing long-term transmission
service. Active transmission service peaked in December at nearly 14,860 GWh.
Transmission service revenue received in 2003 totaled $206 million.

Scheduling
SPP offers regional scheduling through an electronic scheduling system referred
to as RTO_SS. SPP acts as a scheduling entity for all interchange transactions
using SPP regional transmission service. 

The number of active schedules in the SPP region peaked in January at nearly
12,300 schedules with SPP acting as a scheduling entity on approximately 10,800
of those. 

State Estimator
Provides Overview
of Transmission Grid

S ince 1997, reliability coordinators have
relied on the state estimator to provide them
with a model of current conditions on the

transmission system. Those conditions include real
power flows, reactive power flows and voltages.

The dynamic system uses calculations based
on current line flows and generation. The state
estimator program models 9,900 substations
including 36,000 nodes. It receives data from over
30,000 telemetry points (a number which continues
to grow). All the data is processed, analyzed,
corrected and used to estimate the state of the
transmission system on a minute-to-minute basis. 

As a result, the state estimator is the primary tool
used to monitor the flow of electricity over
transmission lines throughout the SPP footprint
and neighboring areas. The system is also used
as the initial input for available transfer capability
(ATC) calculations to evaluate reservations.

“The state estimator is essential in order for us to
manage the transmission system and maintain a high
level of reliability,” said Lanny Nickell, director of
operations for SPP.

On a daily basis, the state estimator results are
used to consider potential events that could impact
reliability. The “what if ” analysis looks at what
would occur on the transmission system if various
events occurred. If the analysis shows that an event
could cause a problem, SPP curtails schedules
to reduce the flow of electricity on a particular
transmission line.

The state estimator helps to ensure enhanced
reliability and ultimately helps SPP achieve the goal
of keeping the lights on. As the transmission system
is utilized in a number of new and varied ways,
the use of this technology provides our operators
and members detailed and frequently updated
information to better maintain reliability.

Reliability and Economic/Equity Issues Inseparable
In 1968, SPP took on the responsibility of serving as
a regional reliability council under the National (now North
American) Electric Reliability Council (NERC). NERC was
formed in response to the massive 1965 northeast blackout
to develop planning and operating standards to mitigate risk
of a repeat event.

SPP members have long maintained that electric reliability
issues should not and cannot be separated from economic/equity
issues and this is why SPP took on reliablility coordination, tariff
administration and scheduling responsibilities and is pursuing
facilitation of wholesale markets.

Reliability Coordination
As a NERC-recognized reliability coordinator, SPP maintains
reliability of the electric transmission system of its members and
has the authority to direct actions required to maintain adequate
regional generation capacity, adequate system voltage levels and
transmission system loading within specified limits. SPP also
coordinates planned transmission and generation outages with
its members and neighbors.

The primary method utilized by SPP to relieve excessive loading
on transmission facilities is NERC’s Transmission Loading Relief
(TLR) procedure. This procedure calls for reduction of energy
schedules impacting an identified over-loaded facility or facilities.
SPP experienced increased TLR activity in 2003. For the year, SPP
had 225 events representing approximately 229,300 MWh of energy
flows, 23 of which involved curtailment of firm transmission service.

Keeping the Lights On
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by SPP is based on a FERC approved pro forma
agreement. The agreement specifies cost responsi-
bilities, reliability criteria and other operating
guidelines for the generation development. SPP
tariff study engineers, regulatory affairs and legal
staff work with the member company to determine
specific interconnection agreement details. 

The Blue Canyon Wind Farm project entered
the SPP study queue in 2001. In August 2002,
the impact study was finalized. The facilities
study was completed in March 2003, and the
interconnection agreement was executed in May. 

PURCHASE AGREEMENT
In January 2003, WFEC announced that they
signed a 20-year Purchase Power Agreement
(PPA) with Blue Canyon Windpower LLC. 

When announced, the agreement was the first
and the largest wind farm power purchase in
Oklahoma. “Renewable power is good for the
environment and will help provide price stability
to our member-consumers in times of turbulent
fuel prices,” explained Roulet.

PHASE ONE CONSTRUCTION
The construction of the wind farm was designed
in stages, with initial construction starting in late
May. Phase one was made up of 45 NEG Micon
1.65 MW turbines to create 74.25 MW, enough
to power approximately 22,300 residential houses.

At the same time, WFEC was constructing the
high voltage transmission line from its Washita
Switch Station, west of Anadarko, to the wind farm.
The line was completed in October and consists
of 24-miles of 138 kV transmission line.

By September, large wind turbines were starting to tower
more than 300 feet in the air. Testing started in November, and
commercial operations of phase one began on December 23.

“Wind, as a power generation method, has come a long way in the
past few years making it a more feasible option. We feel that we are
taking a monumental step for the state through the purchase of all
of the energy produced from this wind farm,” Roulet stated.

NEXT PHASE
Construction and development of the first phase helped identify
several issues that will fine-tune future building processes in a
location that is characterized by limestone hills and scrubby flora.
Built for phase one, the transmission line will be utilized for each

stage, and real wind electricity production data will be used to
further refine wind energy estimates.

“Zilkha’s plans at Blue Canyon call for expanding the project to an
eventual $300 million investment, and WFEC’s commitment for an
additional seven turbines means more investment in Oklahoma and
more clean low-cost energy for its members,” said Michael Zilkha,
owner of Zilkha Renewable Energy.

To be located just north of the wind farm, the operations and
maintenance building which is expected to be finished in the spring
of 2004, will house a high-tech Supervisory Control and Data
Acquisition (SCADA) system to monitor the wind turbines around
the clock. Once all phases of construction are completed, as much
as 300 MW will be produced with as many as 150 turbines.

Height = 330 ft

Height = 305 ft

The Blue Canyon Wind Farm dominates the landscape of southwest Oklahoma.
The scale of this project can dwarf the imagination. Each of the 45 wind turbines,
at its highest point, surpasses the overall height of the Statue of Liberty, including
her base monument.
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R ising high above limestone, 45 wind turbines turn gracefully
against the southwest Oklahoma sky. It is technology at its
latest capturing a natural resource to be used for energy by

SPP member Western Farmers Electric Cooperative (WFEC), the
power supplier for 19 of Oklahoma’s rural electric cooperatives. 

It is also the first wind farm in Oklahoma. Blue Canyon
Windpower LLC is co-owned by Zilkha Renewable Energy of
Houston, Texas and Kirmart Corporation of Wichita Falls, Texas.
Blue Canyon Wind Farm is located within the service territories
of two of WFEC’s member cooperatives and is interconnected
to the WFEC transmission system.

“WFEC saw a need to use a native, natural, abundant and
renewable Oklahoma resource. It was our commitment
to community and rural economic development that led us to

search out and develop
this new energy
source,” stated Gary
Roulet, WFEC chief
executive officer.

Southwestern Oklahoma
has long been known
for its vigorous wind
resource. Located
approximately 15 miles
northwest of Lawton,
Blue Canyon Wind
Farm is positioned
on a geological feature
known as the Slick Hills.
The east-west orientation
of the Slick Hills places
them directly perpendic-
ular to the prevailing
wind direction.

INTERCONNECTING THE GRID
Blue Canyon Wind Farm is the first wind farm to pass completely
through SPP’s Open Access Transmission Tariff (OATT) generation
interconnection process. When new developments are considered,
members and customers of SPP start the process by requesting to
be added to the SPP generation interconnection study queue. SPP
uses generation interconnection study procedures as approved by the
Federal Energy Regulatory Commission (FERC). The procedures
allow for multiple studies and analysis to determine if the project
is a feasible and reliable addition to the transmission system. 

As a project progresses, three types of studies are completed:
feasibility, system impact and facility. A feasibility study analyzes
effects on the transmission system. A system impact study
analyzes transient stability effects on the transmission system and
all generators due to specific events or outages. A facility study
provides the interconnection customer with detailed cost and
construction time estimates and any required system upgrades.

The SPP tariff study engineers manage the entire interconnection
process from the initial request through signing of the
interconnection agreement. The interconnection agreement used

Phase One of Blue Canyon Wind Farm
Constructed and Operational in 2003

First Wind Farm to Pass Through SPP Tariff Interconnection Process

Special thanks to the following contributors: WFEC and Zilkha.



Balance Sheet
December 31, 2003 and 2002

Assets

Current Assets:

Cash and cash equivalents $ 15,111,085 $    7,266,977
Accounts receivable:

Trade 105,332 1,787,733
Tariff 21,097,147 16,373,179

Total accounts receivable 21,202,479 18,160,912

Prepaid expenses 92,062 251,649

Total current assets 36,405,626 25,679,538

Property and Equipment, Net 19,840,956 23,289,498

Other, Net 303,924 322,128

Total $ 56,550,506 $  49,291,164

Liabilities and Members’ Equity

Current Liabilities:

Accounts payable:
Trade $    368,069 $       615,294
Tariff 17,333,067 15,211,422

Total accounts payable 17,701,136 15,826,716

Customer deposits 11,319,713 4,939,297
Accrued expenses 1,123,722 1,429,421
Long-term debt - current portion 5,000,000 2,000,000

Total current liabilities 35,144,571 24,195,434

Long-term Debt 20,000,000 25,000,000

Total liabilities 55,144,571 49,195,434

Commitments and Contingencies
Members’ Equity 1,405,935 95,730

Total $ 56,550,506 $  49,291,164

See notes to financial statements.

Board of Directors and Members 
Southwest Power Pool, Inc.
Little Rock, Arkansas

We have audited the accompanying balance sheets of Southwest Power Pool, Inc. (the “Company”) as of

December 31, 2003 and 2002, and the related statements of income and members’ equity and of cash flows

for the years then ended. These financial statements are the responsibility of the Company’s management.

Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States

of America. Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement. An audit includes examining,

on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also

includes assessing the accounting principles used and significant estimates made by management, as well

as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position

of the Company as of December 31, 2003 and 2002, and the results of its operations and its cash flows

for the years then ended in conformity with accounting principles generally accepted in the United States

of America.

May 11, 2004

I N D E P E N D E N T  A U D I T O R S ’  R E P O R T
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Operating Activities:

Net income (loss) $ 1,310,205) $ (4,203,300)
Adjustments to reconcile net income (loss) to

cash provided by (used in) operating activities:
Depreciation and amortization 4,406,970) 4,376,684)
Gain on disposal of property and equipment (2,825) (21,833)
Changes in assets and liabilities:

Accounts receivable (3,041,567) (9,726,629)
Prepaid expenses 137,404) (211,458)
Accounts payable 1,874,420) 8,646,611)
Customer deposits 6,380,416) (1,603,260)
Accrued liabilities (305,699) 229,164)

Net cash provided by (used in) operating activities 10,759,324) (2,514,021)

Investing Activities:

Purchase of property and equipment (922,239) (1,414,279)
Proceeds on disposal of property and equipment 7,023) 23,000)

Net cash used by investing activities (915,216) (1,391,279)

Financing Activities:

Contributions from members 3,846)
Proceeds from long-term debt 2,000,000)
Repayments of long-term debt (2,000,000)

Net cash (used in) provided by financing activities (2,000,000) 2,003,846)

Net Increase (Decrease) in Cash and Cash Equivalents 7,844,108) (1,901,454)

Cash and Cash Equivalents:

Beginning of year 7,266,977) 9,168,431)

End of year 15,111,085) 7,266,977)

Supplemental Disclosure of Cash  Flow Information

Cash paid during the year for interest $ 1,837,144) $ 1,775,873)

See notes to financial statements.

Statements of Income & Members’ Equity
For the years ended December 31, 2003 and 2002

Statements of Cash Flows
For the years ended December 31, 2003 and 2002

1918

2003 2002

Income:

Member assessments $ 11,022,116) $ 10,553,865)
Tariff fees 16,298,147) 16,268,153)
Other member services 2,119,339) 2,014,901)
Interest income 92,391) 143,469)
Other 508,679) 349,039)

Total income 30,040,672) 29,329,427)

Expenses:

Salary and benefits 12,005,891) 10,983,822)
Employee travel 582,981) 759,573)
Administrative 1,007,093) 777,332)
NERC assessment 622,900) 810,130)
SPP/NERC meetings 190,979) 108,400)
Communications system 1,107,306) 1,034,463)
Leases and maintenance 1,426,195) 1,449,528)
Office supplies 744,938) 408,935)
Consulting services 4,637,465) 10,241,557)
Depreciation and amortization 4,406,970) 4,376,684)
Interest expense 1,993,394) 2,244,623)
Miscellaneous 4,355) 337,680)

Total expenses 28,730,467) 33,532,727)

Net Income (Loss) 1,310,205) (4,203,300)

Members’ Equity:

Beginning of year 95,730) 4,295,184)
Members’ contributions 3,846)

End of year $    1,405,935) $       95,730)

See notes to financial statements.
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No. 51, Consolidated Financial Statements (“FIN 46R”), which replaced FIN 46. FIN 46 clarifies
the application of Accounting Research Bulletin No. 51 to certain entities in which equity
investors do not have the characteristics of a controlling financial interest or do not have
sufficient equity at risk for the entity to finance its activities without additional subordinated
financial support.The Company is required to adopt the provisions of FIN 46R by the
beginning of the first annual period beginning after December 15, 2004.The Company does
not believe that it has an interest in an entity that is subject to the Interpretation, therefore,
the adoption of FIN 46R is not expected to have a material impact on the Company’s
financial statements.

Reclassification—Certain 2002 amounts have been reclassified to conform with the
2003 presentation.

2. Property and Equipment

The Company’s property and equipment consisted of the following as of December 31:

Depreciation was approximately $4,367,000 and $4,336,000, respectively, in 2003
and 2002.

During 2001, the Company accepted delivery of software in development to support the
emerging wholesale energy market under FERC Order No. 2000 (the “Order”).The software
system is composed of three major components: customer service, power operations,
and settlement/invoicing.The design of the system is to enable the Company to operate
a real-time balancing market, which facilitates the purchase and sale of energy in real-time,
and meet the requirements, under the Order of being the provider of last resort for ancillary
services. Although the power operations and related settlement/invoicing were idle during
merger discussions (see Note 1), the customer service component has been utilized for call
tracking by the customer service department.The power operations and settlement/invoicing
components will be used as the core for development of the system that will be used by the
Company as it begins to operate as a Regional Transmission Organization (“RTO”) (see Note
8). Management of the Company is of the opinion that all costs capitalized in association
with the software in development are fully recoverable over the anticipated life of the asset.

3. Commitments and Contingencies

As of December 31, 2003, the Company was obligated under various noncancellable operating
lease agreements for office space and communication connections.For the years ended
December 31, 2003 and 2002, the Company incurred lease expense for lease payments under
these operating leases of $632,546 and $476,576, respectively. Future minimum lease
payments under these leases are as follows:

The Company entered into an agreement for the development of software to be used for
internal use.Total costs capitalized as of December 31, 2003 for this project is $20,630,000,
which is included as software and software in development in property and equipment.
Remaining commitments under this agreement are approximately $1,500,000 per year,
with inflationary increases, through 2006 for commercial operations outsourcing services.

4. Long-term Debt

In 2001, the Company authorized and issued $25,000,000 aggregate principal amount of its
7.5% senior notes due March 15, 2008. Principal is payable at the rate of $5,000,000 per year,
beginning in 2004 through 2008; interest is payable semi-annually at the stated note rate.
The note agreement requires the maintenance of a fixed charges coverage ratio as well as
numerous reporting requirements.The Company was in compliance with the covenant and
reporting requirements during fiscal years 2003 and 2002.The note agreement also requires
mandatory prepayments of outstanding principal upon the withdrawal from the Company
of various aggregates of membership.The Company was not subject to any mandatory
prepayments during fiscal years 2003 and 2002.The debt was used to construct market
settlement software and is unsecured.

As of December 31, 2002, the Company had a $4,000,000 line-of-credit agreement with a
bank, which expired in June 2003. Interest on these borrowings was computed at a variable
rate based on the bank prime rate (4.25% as of December 31, 2002). As of December 31,
2002, $2,000,000 was outstanding under this arrangement.

5. Related Party Transactions

General disbursements of the Company are apportioned to members based on the formula
described in the Bylaws of the Company (see Note 1). During the years ended December 31,
2003 and 2002, disbursements for the SPPNET project, AEP Project, ARS Project, and Frame
Relay Project were billed directly to those members participating in such projects.The
Company’s receivables from members totaled $20,646,548 and $17,384,227 as of
December 31, 2003 and 2002, respectively.The Company recognized revenues of
$25,802,417 and $25,665,612, including assessments and tariff administrative fees, from
members for the years ended December 31, 2003 and 2002, respectively.

Those members who choose to terminate their membership in the Company are assessed
an amount for their portion of the long-term financial obligations as defined in the
Membership Agreement that the Company incurred while they were a member.The
Company had one receivable from a departed member as of December 31, 2003.

6. Employee Benefit Plans

Employee Retirement Plan - The Company sponsors a noncontributory defined benefit
pension plan (the “Plan”) covering substantially all employees.Benefits are based on final average
monthly earnings and benefit service to retirement date.The plan assets and benefit obligations
of the Company’s pension plans are measured as of December 31 of each year.

Notes to Financial Statements
For the years ended December 31, 2003 and 2002

1. Organization and Significant Accounting Policies

Nature of Operations - Southwest Power Pool, Inc. (the “Company”) is a not-for-profit
entity founded in 1941.Through its operation as a North American Electric Reliability
Council and its administration of a Federal Energy Regulatory Commission (“FERC”)
approved regional transmission tariff, the Company maintains the reliable operation of
the wholesale electric transportation system throughout an eight state region of the
southwestern United States and ensures non-discriminatory access to that system. As
of December 31, 2003, the Company was comprised of 48 utility participant members
representing investor-owned utilities, municipal systems, generation and transmission
cooperatives, state authorities, federal agencies, wholesale generators, and power marketers.

During March 2002, the Board of Directors (“the Board”) of the Company approved the
sale of the Company’ assets to Midwest Independent Transmission System Operator, Inc.
(“MISO”).The Company and MISO received final approval from FERC during May 2002.
On March 20, 2003, the Company and MISO mutually agreed to terminate the consolidation
of the organizations.

Also, on March 20, 2003, the Company’s Board formed the Strategic Planning Task Force
to completely review the Company’s organization considering the current industry
environment and to make appropriate recommendations to the Board as to the future
direction of the Company (see Note 8).

Basis of Accounting - The Company prepares its financial statements on the accrual
basis of accounting. Revenues, consisting of member assessments, tariff administrative fees,
working capital contributions from members, and miscellaneous revenues are recognized
when earned, and expenses are recognized when incurred.

The Company assesses its members monthly based on net operating expenses after the
reduction of tariff fees, interest and other income. Beginning October 1, 2003, the Company
changed the formula by which a member’s assessment is calculated in order to more
equitably allocate its operating expenses. Members are now assessed based on their prior
year average 12 month peak demand multiplied by hours in a month multiplied by the
assessment rate as established by the Board. A member’s monthly assessment is offset
dollar for dollar for qualifying tariff administrative fees collected from a member in any
given assessment period.

Cash and Cash Equivalents - The Company considers all short-term investments
with maturities at acquisition of three months or less to be cash equivalents.

Property and Equipment - Property and equipment are stated at cost. Depreciation
is calculated by the straight-line method over the estimated useful lives of the assets.

Internal Use Software Costs - The Company capitalizes certain internal use software
costs in accordance with Statement of Position 98-1, Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use. These costs are included in property
and equipment.

Customer Deposits - Customers are required to make deposits with the Company prior
to the performance of transmission services.These amounts are typically held for the
duration of the service and applied to the customer’s final invoice.

Use of Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Income Taxes - The Company is classified as a Section 501c(6) business league and
is exempt from federal and state income taxes.

Impairment of Long-Lived Assets and Long-Lived Assets to be Disposed of -
Effective January 1, 2002, the Company adopted Statement of Financial Accounting
Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (“SFAS
144”). Under SFAS 144, long-lived assets are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the
carrying amount of an asset to future net cash flows expected to be generated by the asset.
If such assets are considered to be impaired, the impairment to be recognized is measured
by the amount by which the carrying amount of the assets exceed the fair value of the
assets. Assets to be disposed of are reported at the lower of the carrying amount or fair
value less costs to sell.The adoption of SFAS 144 did not have a material effect on the
Company’s financial position or results of operations.

Recently Issued Accounting Standards - In November 2002, the Financial Accounting
Standards Board (“FASB”) issued Interpretation No. 45, Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others
(“FIN 45”). For financial statements issued after December 15, 2002, FIN 45 requires
a guarantor make certain disclosures regarding guarantees or indemnification agreements.
Starting January 1, 2003, FIN 45 requires that a liability be recognized at the fair market
value of the guarantee.The Company has adopted the disclosure provisions and the liability
recognition provision of FIN 45 in the accompanying financial statements, which did not
have a material impact on the Company’s financial statements.

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on Derivative
Instruments and Hedging Activities (“SFAS No. 149”). SFAS No. 149 amends and clarifies
accounting for derivative instruments, including certain derivative instruments embedded
in other contracts, and for hedging activities under SFAS No. 133. SFAS No. 149 is effective
for contracts entered into or modified after June 30, 2003, and for hedging relationships
designated after June 30, 2003.The adoption of this Statement did not have a material
impact on the Company’s financial statements.

In May 2003, the FASB issued SFAS No. 150, Accounting or Certain Financial Instruments
with Characteristics of Both Liabilities and Equity (“SFAS No. 150”).This Statement is
effective for financial instruments entered into or modified after May 31, 2003 and other-
wise is effective at the beginning of the first interim period beginning after June 15, 2003.
This Statement provides guidance for determining the classification of and accounting for
certain financial instruments that embody obligations of the issuing entity.The adoption
of this Statement did not have a material impact on the Company’s financial statements.

In December 2003, the FASB issued SFAS No. 132 (revised December 2003), Employers’
Disclosures about Pensions and Other Postretirement Benefits—an amendment of FASB
Statements No. 87, 88 and 106 (“SFAS No. 132R”).This Statement revises employers’
disclosures about pension plans and other postretirement benefit plans. It does not change
the measurement or recognition of those plans.This Statement retains the disclosure
requirements contained in FASB Statement No. 132, which it replaces. It requires additional
disclosures to those in the original Statement 132 about the assets, obligations, cash flows,
and net periodic benefit cost of defined benefit pension plans and other defined benefit
postretirement plans.The Company has adopted the disclosure provisions of SFAS No. 132R
in the accompanying financial statements, which did not have a material impact.

In December 2003, the FASB issued Interpretation No. 46 (revised December 2003),
Consolidation of Variable Interest Entities, an interpretation of Accounting Research Bulletin

20 21

Furniture and fixtures $     2,195,168) $     2,113,962)
Equipment and machinery 4,361,521) 4,010,002)
Software 13,672,205) 13,603,074)
Software in development 13,830,379) 13,532,379)

34,059,273) 33,259,417)

Less: accumulated depreciation (14,218,317) (9,969,919)
and amortization

Property and equipment, net $   19,840,956) $   23,289,498)

Property and Equipment

Commitments and Contingencies

2004 $  647,702
2005 665,493
2006 683,819
2007 683,735
2008 682,608
Thereafter 2,060,516

Total $   5,423,873    

2003                         2002



6. Employee Benefit Plans (continued)

Obligations and Funded Status 

The benefit obligations, plan assets and funded status of the Company’s pension plan
as of December 31, 2003 and 2002, were as follows (in thousands):

Plan Assets - The Company’s pension plan asset allocation as of December 31, 2003
and 2002, was as follows:

The Company’s investment strategy is based on an expectation that equity securities will
outperform debt securities over the long term.Accordingly, the composition of the Company’s
plan assets is broadly characterized as a 70%/30% allocation between equity and debt
securities.The strategy utilizes indexed and actively managed mutual fund instruments
directed across the spectrum of investment sub-categories.

The Company presently plans to make contributions, subject to IRS limitations, in order to fund
expected plan costs.Currently, the Company anticipates making contributions of approximately
$850,000 in 2004, based on current funding approvals.However, this estimate is subject to
change as a result of asset performance significantly above or below the assumed long-term
rate of return on pension assets.

Assumptions - The following weighted-average assumptions were used to determine
the Company’s benefit obligations under the plan and net pension costs for the years ended
December 31:

The Company’s expected future benefit payments under the pension plan are as follows:

Defined Contribution Plan - The Company has a defined contribution plan (the “401(k) plan”)
which covers all employees who choose to participate.The Company’s policy is to contribute  a
percentage of the amount the employee elects to contribute.The Company’s contributions to this
plan totaled $374,038 and $314,681 in 2003 and 2002,respectively.

Postretirement Benefits Other Than Pensions - The Company has authorized postretirement
health benefits for eligible retirees.The Company provides its retirees, including those retiring
between the ages of 55-65 and hired prior to January 1, 1996, the same health care benefits and
premium payments provided to active employees.

The Company’s postretirement health care plan is funded and supported annually by the
Company with additional contributions.The changes in the accumulated benefit obligation
and funded status of the plan as of December 31,2003 and 2002, were as follows (in thousands):
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Plan Assets - The Company’s postretirement health benefits plan asset allocation as
of December 31, 2003 and 2002, was as follows:

The Company’s investment strategy for the postretirement health benefits plan is based on
an expectation that equity securities will outperform debt securities over the long term, thus
the target allocation of 70%/30% between equity and securities.The current composition of
51%/49% between equity and debt securities reflects changes in market value.The strategy
utilizes an actively managed mutual fund instruments and corporate common stock strategy
across the spectrum of investment subcategories.

The Company presently plans to make contributions, subject to IRS limitations, in order to fund
expected plan costs. Currently, the Company anticipates making contributions of approximately
$386,300 in 2004, based on current funding approvals. However, this estimate is subject to
change as a result of asset performance significantly above or below the assumed long-term
rate of return on plan assets.

Assumptions - The following weighted-average assumptions were used to determine the
Company’s postretirement benefit obligations as of December 31:

The health care cost trend rate used to measure the expected cost of benefits was 8%
in 2003 and is assumed to decline by one percentage point each year to a minimum of 5%.

The Company’s expected future benefit payments under the postretirement health care
plan are as follows:

7. Open Access Transmission Operations

The Company provides “one-stop-shopping” for short- and long-term firm and non-firm
point-to-point transmission services and network integration transmission service across
11 providers in eight southwestern states.The Company keeps a portion of the amount
received from the customer as a fee for facilitating the transmission process.This portion
is recorded as tariff fees in the Company’s statement of income. For the years ended
December 31, 2003 and 2002, the Company generated gross fees of $206,374,647 and
$176,394,211, respectively, from customers of the open access transmission operations,
and incurred gross expenses of $190,076,500 and $160,126,058, respectively, to the
transmission providers for use of their lines. As of December 31, 2003 and 2002, the
Company had recorded in the balance sheet receivables from transmission customers of
$21,097,147 and $16,373,179, respectively.The Company had payables to transmission
providers of $17,333,067 and $15,211,422, respectively, as of December 31, 2003
and 2002.

8. Subsequent Events

During February 2004, the Company was granted conditional RTO status by FERC, with
full approval, upon the completion of specific FERC requirements.The Board approved
the action plan to achieve full RTO status, which will allow the Company to service new
markets and utilize the market software previously developed. In the February 2004 order
granting the Company conditional RTO status, FERC directed the Company to comply
with the following provisions to better conform to the Order:

• Implement its independent Board and modify its governance structure;

• Expand the coverage of SPP’s tariff to include services provided under previously 
grandfathered transmission service agreements;

• Obtain clear and sufficient authority to exercise day-to-day operational control
over appropriate transmission facilities;

• Have an independent market monitor in place;

• Obtain clear and precise authority to independently and solely determine        
which projects to include in the regional transmission plan; and

• Have a seams agreement with the Midwest Independent Transmission System 
Operator, Inc. (“MISO”) on file.

On March 15, 2004, the Company repaid $5,000,000 in principal on its senior
notes outstanding.

On May 11, 2004, the Company issued an offering memorandum for $25,000,000 of
Senior Unsecured Notes with a final maturity of seven years and an average life of five
years.The proceeds will be used to fund capital expenditures through 2004 and part of
2005, including projects establishing a balancing energy market, market monitoring and
market power mitigation services and initial development of a market-based congestion
solution, among others.

Pension Plan Asset Allocation

U.S. Government Bond Funds 8.4 1.7
U.S. Government Agency Bond Funds 9.7
High Grade Corporate Bond Funds 8.4
High Yield Corporate Bond Funds 25.3
Diversified Corporate Bond Funds 16.6
Large Cap Index Equity Funds 21.9 14.2
Large Cap Growth Equity Funds 30.0 20.0
Mid Cap Equity Funds 3.9
Corporate Convertible Equity Funds 17.7 22.2

% %

2003                   2002

Pension Plan Weighted-Average Assumptions

Discounted rate 7.00 7.00
Expected rate of return 7.00 7.00
Rate of compensation increase 4.00 4.00

% %

2003            2002

Pension Plan Future Benefits

2004 $    77,671
2005 77,671
2006 77,671
2007 77,671
2008 77,671

Total $ 388,355

Accumulated postretirement benefit obligation—January 1 $ 1,985) $ 1,516)
Service cost 251) 211)
Interest cost 157) 121)
Actuarial (gains) losses (13) 137)

Accumulated postretirement benefit obligation—December 31 $ 2,380) 1,985)

Fair value of plan assets—January 1 $ 867) $ 618)
Actual return on plan assets 169) (70)
Contributions 386) 319)

Fair value of plan assets—December 31 $ 1,422) $   867)

Fund Status—December 31 $   (958) $ (1,118)
Unrecognized net (gain) loss 874) 1,030)
Unrecognized prior service cost –) –)
Unrecognized net obligation (asset) 75) 80)

Net prepaid pension asset (liability) recognized $  (9) $ (8)

Postretirement Benefit Plan 2003             2002

Postretirement Benefit Plan Asset Allocation

Money Market Funds 13.4 14.0
High Grade Corporate Bond Funds 37.7 25.4
Large Cap Equity Income Funds 15.7
Large Cap Index Equity Funds 6.3
Large Cap Growth Equity Funds 27.6
International Equity Funds 5.5 8.7
Mid Cap Growth Equity Funds 7.2
Common stock 20.5 18.0

% %

2003            2002

Postretirement Benefit Weighted-Average Assumptions

Discounted rate 7.0 7.0
Expected long-term rate of return 7.0 7.0
Health care cost trend rate assumed for next year 8.0 8.0
Ultimate health care cost trend rate 5.0 5.0
Year that health care cost trend rate reached the ultimate trend rate 2009 2006

% %

2003        2002

Postretirement Health Care Plan Future Benefits

2004 $ 8,724
2005 9,516
2006 10,272
2007 10,992
2008 11,652

Total $ 51,156

Projected benefit obligation—January 1 $       5,187) $    4,100)
Service cost 484) 439)
Interest cost 397) 318)
Actuarial (gains)/losses 88) 330)
Benefits paid (9) -  )

Projected benefit obligation—December 31 6,147) 5,187)

Fair value of plan assets—January 1 $       2,207) $        1,808)
Actual return on plan assets 559) (238)
Contributions 837) 637)
Benefits paid (9) -  )

Fair value of plan assets—December 31 $       3,594) $        2,207)

Fund Status—December 31 $  (2,553) $  (2,980)
Unrecognized net (gain) loss 1,958) 2,317)
Unrecognized prior service cost 539) 567)
Unrecognized net obligation (asset) 280) 296)

Net prepaid pension asset recognized $  224) $           200)

Defined Benefit Pension Plan 2003                       2002
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Model Development

Operation Model Development

Business Practices

Bandwidth

Generation

Operating Reliability

Transmission

Critical Infrastructure Protection

Operations Data

Operator Training

System Protection & Control

Discounting

Strategic Planning

Compliance

Employee Benefits

Finance

Nominating
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Member-Driven Organization

SPP’s organizational structure of broad-based committees, working groups and ad-hoc task forces is the true source of SPP’s
service product. Over two hundred persons are involved in SPP efforts that are driven by these groups. SPP’s tradition is that
the rosters of these groups match the diversity of its membership, requiring representatives from across the footprint and
recognizing the uniqueness of members with respect to several aspects including type and size. It is this principle that keeps
SPP’s staff size the smallest in the industry and coined the often-used phrase “working together to keep the lights on, today
and in the future.”
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