
 
 

 
 
 

Southwest Power Pool 
REGIONAL STATE COMMITTEE ANNUAL MEETING 

Little Rock, Arkansas 
October 26, 2004 

 
•  M I N U T E S  • 1 

 
The National Wind Coordinating Committee made presentations (Attachments 1, 2, 3, and 4) to the 
Regional State Committee and stakeholders for approximately two hours prior to the RSC’s normal 
business and annual meeting.  Ed Demao (Renewable Energy Consulting), Mike Sloan (The Wind 
Coalition), J. Charles Smith (Utility Wind Interest Group), Tom Sloan (Kansas State Legislature), and 
Abby Arnold (RESOLVE, Inc.) presented many issues, including:  a background on the National 
Wind Coordinating Committee; wind power potential in the SPP region; benefits of wind power; keys 
to wind development; needs of the wind industry; the importance of transmission to the wind 
industry; and their views on capacity value methods and the cost allocation outcomes. 

Agenda Items 1 & 2 – Administrative Items 
RSC President Denise Bode (OCC) called the meeting to order at 1:30 p.m.  Other members in 
attendance or represented by proxy were: 

Sandra Hochstetter, Arkansas Public Service Commission (APSC) 
Brian Moline, Kansas Corporation Commission (KCC) 
Steve Gaw, Missouri Public Service Commission (MPSC) 
Julie Parsley, Texas Public Utility Commission (TPUC) 
David King, New Mexico Public Regulation Commission (NMPRC) 
 

Others in attendance were:   
Jim Eckelberger, SPP Director 
Harry Skilton, SPP Director 
Joshua Martin, SPP Director 
Bob Schoenberger, SPP Director 
Quentin Jackson, SPP Director 
Phyllis Bernard, SPP Director 
 

                                                 
1 These minutes were compiled from the transcript take by Ernie J. Ambort, Jr., Court Reporter, with 

Bushman Court Reporters (Attachment 5).   
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Sam Loudenslager, Arkansas Public Service Commission  
Richard House, Arkansas Public Service Commission 
Mary Cochran, Arkansas Public Service Commission 
Larry Holloway, Kansas Corporation Commission 
J. Michael Peters, Kansas Corporation Commission 
Mike Proctor, Missouri Public Service Commission 
Greg Meyer, Missouri Public Service Commission 
Joyce Davidson, Oklahoma Corporation Commission 
Kelli Leaf, Oklahoma Corporation Commission 
Jess Totten, Texas Public Utility Commission 
Bridget Headrick, Texas Public Utility Commission 
Walter Wolf, Stone, Pigman, Walther, Wittman, LC, outside counsel for the Louisiana Public 

Service Commission (by telephone) 
Tony Ingram, FERC 
John Rogers, FERC 
Bruce Rew, SPP 
Les Dillahunty, SPP 
Cheryl Robertson, SPP 
Carl Monroe, SPP 
Tom Dunn, SPP 
Richard Dillon, SPP 
Sam Ellis, SPP 
Mark Rossi, BDR 
Richard Spring, Kansas City Power and Light 
Allan Robbins, Kansas Municipal Utilities 
Terri Gallup, AEP 
Michael Desselle, AEP 
Calvin Crowder, AEP 
Bill Wylie, OG&E  
Bob Koenig, OG&E 
Mel Perkins, OG&E 
Mike Wise, Golden Spread Electric 
Dennis Reed, Westar 
Shah Hossain, Westar 
Tom Stuchlik, Westar 
D. Henry, Westar 
Steve Owens, Entergy 
Gene Anderson, OMPA 
Harry Dawson, OMPA 
Walt Shumate, Consultant  
Bary Warren, Empire District 
Dave Christiano, City of Springfield 
David Brian, East Texas Electric Cooperatives 
Mike Lavanga, Brickfield, Burchette, Ritts & Stone (ETEC) 
Ricky Bittle, AECC 
Mike Apprill, Aquila 
Miles Keogh, National Wind Coordinating Committee 
Sam Bratton 
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Craig Roach, Boston Pacific Company, Inc. 
Robert Janssen, Boston Pacific Company, Inc. 
Kurtz Stowers, Calpine Corp. 
Ron Gary, LUS 
Gary Newell, Thompson Coburn LLP (counsel to LUS) 
Shane Woolbright, Muni Electric Systems of Oklahoma 
Gary Roulet, Western Farmers Electric Cooperative 
Anthony Due, Grand River Dam Authority 
Walt Yeager, Cinergy Services 
Roger Hurst, AES Shady Point, LLC 
Brian Donahue, Arkansas Electric Energy Consumers 
Gary Hurse, Lea County Electric Cooperative 
 

  
A quorum was declared.  President Bode asked for adoption of the September 15, 2004 and the 
October 6, 2004 meeting minutes.  Vice President Sandra Hochstetter moved to adopt the 
September 15 and October 6 minutes.   Treasurer David King seconded the motion.  
President Bodie asked for a roll call vote or adoption by acclamation.  Hearing no objection, 
the minutes were adopted. 

Agenda Item 3 – Updates 
President Bode asked for updates from the RSC officers, FERC, and Southwest Power Pool.  
Treasurer David King presented the revised Travel Policy and moved for approval 
(Attachment 6 - Travel Policy).   An amended copy was distributed earlier for the committee to 
review.  Secretary Julie Parsley seconded the motion.  In a roll call vote, all voted aye.  It was 
asked how many staff attend various SPP meetings, workshops, and task forces.  Currently the 
budget allows for one person to attend each of the four standing committees.  Steve Gaw inquired 
about having more than one representative on a committee and expenses that have already been 
incurred.  In discussion, it was decided to track monthly travel activity, to review the 30 day time 
period to submit requests to determine if the timeframe poses a problem, and to request a monthly 
statement of travel reimbursements from Tom Dunn, the SPP contact.  This will be helpful to 
determine if Travel Policy revisions are necessary in the future.  
 
President Bode asked for reports from other officers.  There were no other reports. 
 
President Bode called on Tony Ingram to report on FERC activities.  Mr. Ingram introduced John 
Rogers, also with FERC.  Mr. Ingram explained that he and Mr. Rogers would be in Little Rock for 
the next two years and looked forward to working with SPP and the SPP RSC.   Mr. Ingram 
mentioned the notice of inquiry for reporting requirements for financial oversight and the RTO cost 
study recently compiled by the staff (RM04-12).   He listed the following items on the sunshine 
agenda for October 27:  1) ER04-1160, MISO limits on liability of RTO’s and 2) ER04-622, Redbud 
Energy a subsidiary of Intergen Services, Inc.        

Agenda Item 4 – Business Meeting 
Cost Benefit Study:  President Bode asked for a cost benefit study report.  Sam Loudenslager 
(APSC) reported that the assumptions memo and the inputs memo are complete.  A contract may 
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be ready this week.  Mr. Loudenslager stated they had intentionally pursued an aggressive schedule 
and hoped to release the report by February 7, 2005.  The Cost Benefit Task Force (CBTG) is 
talking to Charles Rivers about revenue effects and the impact on rates.   
 
Cost Allocation Working Group (CAWG):  President Bode asked for a report on the CAWG 
strawman proposal concerning transmission upgrade and expansion cost allocation for the SPP 
footprint (Attachment 7 – Cost Allocation Base Plan).  Mike Proctor (MPSC) stated that he 
distributed the Cost Allocation Base Plan Straw Proposal on October 5 and had received approval to 
distribute a draft for the October 12 meeting for detailed discussion.  The draft document received 
mixed reviews; therefore, three options are offered in addition to the base plan presented on 
October 5.  Following considerable discussion on all options, Secretary Julie Parsley moved to 
adopt the October 5 Cost Allocation for Base Plan Upgrades with the addition of the safe 
harbor amendment which sets a cap (to be determined) on the allowable impact a DNR-
related upgrade may have on the zonal rates using the MW mile approach.  Treasurer David 
King seconded the motion.  In a roll call vote, all voted aye.   
 
New Business 
President Bode asked Carl Monroe to present the SPP report.  Mr. Monroe stated that SPP had 
received RTO status as of October 1, 2004.  The Strategic Planning Committee has addressed 
remaining conditions and will present them at the SPP Board of Directors meeting October 27.  Mr. 
Monroe reported that the SPP’s MISO JOA was accepted in the October 1 order.  SPP is directed to 
file a revised JOA executed by both parties that addresses market to non-market issues or file 
MISO’s version by December 1.  There are still some outstanding issues, one being the forward 
looking allocation of flowgate capacity.  When asked what role RCS could play in the negotiations, 
Mr. Monroe stated that SPP will need RSC’s show of support for the request for rehearing 
scheduled to be filed November 1, 2004.  Mr. Monroe reported that 4 SPP criteria items, 3 SPP tariff 
items, and the 2005 budget would be presented to the SPP Board for approval.  The market 
implementation timeline has been reassessed by the Market Working Group and due to delays, has 
been extended to October 1, 2005. 
 
President Bode asked Craig Roach to present the Independent Market Monitor (IMM) report 
(Attachment 8 – IMM Presentation).  Mr. Roach gave an IMM overview addressing the following 
topics:  background and purpose, the monitoring plan, transmission market power mitigation, energy 
market power mitigation, resource adequacy, and a brief comparison to MISO mitigation measures.  
Mr. Roach asked for comments and advice before the IMM plan is filed with FERC February 2005 
and stated that he is pleased with state feedback.   
 
President Bode stated that the Non-Disclosure Task Force (NDTF) is to complete a draft policy for 
confidentiality this week.  Steve Dottheim will report on the NDTF at the next RSC meeting.   
 
Mike Proctor (MPSC) and Mark Rossi (BDR) were asked to draft final language for the CAWG to 
present to the SPP Board of Directors October 27. 

Agenda Item 5 – Future Meetings 
The next scheduled meeting is a teleconference on November 10 followed by a possible meeting 
the week following in conjunction with the NARUC meeting in Nashville.  Meeting details and 
agendas will be posted on the SPP RSC web page. 
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Adjournment 
With no further business, President Bode asked for a motion to adjourn.  Secretary Parsley moved 
to adjourn.  Vice President Hochstetter seconded the motion.  With all in agreement, the 
meeting adjourned at 5:45 p.m. 
 
Respectfully submitted, 
 
 
________________________________ 
Julie Parsley, Secretary 



NWCC OverviewNWCC Overview

Background

Vision and Function

Operating Approach

Transmission Activities

NWCC-SPP Wind and Transmission Workshop, October 25 - 26, 2004, Little Rock, AR



NWCC BackgroundNWCC Background

Collaborative formed in early 1994
Forum for key issues discussion with 
broad stakeholder participation
Widely differing views; but all seek fair, 
non-preferential treatment for wind 
Not an advocacy group



NWCC BackgroundNWCC Background

Overall focus on high quality information 
of use to all sectors, including those 
responsible for policy development
Early major focus: avian-wind issues 
Activities later expanded to include 
markets, transmission, siting, economic 
development
Current major thrusts: wildlife and siting, 
transmission



Many Stakeholders, One VisionMany Stakeholders, One Vision

Commercial windCommercial wind--power markets that are environmentally, power markets that are environmentally, 
economically and politically sustainableeconomically and politically sustainable

Overall NWCC Functions
Identify issues that affect the 
use of wind power

Establish dialogue among key 
stakeholders

Catalyze activities aimed at 
sustainable wind markets

Stakeholder Sectors
Electric utilities and their 
support organizations
State legislatures
State utility commissions
Consumer advocacy offices
Wind industry
Green-power marketers
Environmental organizations
State and federal agencies



How Do We Operate?

Collaborative 
discussions early

to 
reduce

Adversarial 
proceedings later

How Do We Operate?

Broad stakeholder involvement is criticalBroad stakeholder involvement is critical



Transmission ActivitiesTransmission Activities

Case studies, issue briefs, information 
papers, development of consensus 
principles, FERC dialogue

Focus since 2000: Workshops in key 
regions (Midwest, West, SPP most recent)
Encouraging proactive transmission 
planning that recognizes longer term 
trends and likely wind development 



Transmission ActivitiesTransmission Activities

Catalyze development of wind expansion 
scenarios and their use in regional 
transmission planning

Encourage market rules for energy and 
transmission services that don’t discriminate 
against wind

June 2004 discussion of wind activity in SPP 
region has led to this workshop

Key Result of All NWCC Workshops: Key Result of All NWCC Workshops: 
Enhanced Understanding By AllEnhanced Understanding By All



Wind in the SPP Region

NWCC SPP Workshop I:  Transmission & Wind
Little Rock, AR
October 26, 2004

Mike Sloan
The Wind Coalition
Austin, Texas
(512) 476-9899 / sloan@vera.com

Presented to:

By:

Virtus Energy



Wind Power Developers

• AEP Wind
• Cielo
• FPL Energy
• Gamesa
• PPM
• RES 
• Shell
• Zilkha

• Bonus
• GE
• Trinity Towers
• Vestas

The Wind Coalition

Wind Equipment Vendors

Other Interest Groups

• AWEA
• EDF
• Public Citizen
• TREIA



Wind Development
In the Region



SPP has Tremendous Renewable Potential
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Delaware Mountains – 35 MW

1995



White Deer – 80 MW
(near Amarillo)

2001



Generalized    
Wind Resources     
in SPP & ERCOT 
Footprint

Exceptional

Very 
Good

Possible

Possible

Possible

Exceptional

Good – Long-Term



Existing Wind 
Projects in the 
SPP Region

Possible

Possible

Good – Long-Term

SPP        ERCOT       WEST 



Wind Purchases by SPP Utilities (MW)

2.6%1320946177192SPP
10+%44536080Excel-SPS

Texas/NM
100100KCPL

150150Empire
Missouri

30200Westar
11230Sunflower
200112Aquila

Kansas
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5151OMPA
7575WFEC
5151OG+E

Oklahoma
% of CapacityTOTAL200520032001



Electric Customers 
biggest near-term risk:
Natural Gas Costs



Wind Can Reduce
Electric Bills 
by reducing 

Natural Gas Costs



Wind Power  -- Much Cheaper than Natural Gas 

Wind
Electricity

Natural Gas – Fuel Only

Note – Wind electricity converted into Natural Gas equivalent assuming heat rate = 8,500 Btu/kWh

NYMEX close 10-22-04 = $8.10

NYMEX  5-year strip
10-22-04 = $6.56



COSTS:  Wind + Transmission < Natural Gas

Wind

PPA

Natural 
Gas 
Fuel 
Cost

NO PLANT 
COSTS

Average Fuel Cost for 
Existing Gas Plants 

New Wind Plant with 
New Transmission

$55/MWh
($6.50 gas @ 8,500 HR)

$33/MWh
Transmission 
($5/MWh)

Potential Savings
$22/MWh

Long Term  
Wind Contract 
($25/MWh)

Ancillary Services 
($3/MWh)



If in doubt,
Ask

Customers



Photo Source:  Electric Perspectives, Jan-Feb 1997

Customer Polls in Texas & SPP Consistently 
Have Shown Preference for:

Long-Term Planning

Predictable Costs

Renewable Energy



4 out of 5 Texas Consumers Want Cleaner Energy

Utility Customer Deliberative Poll Results for 8 Utilities in Texas

First Choice Preference (assuming cost same)
49% prefer Renewables (Solar, Wind, Biomass)
31% prefer Reduce Need (Energy Efficiency)
14% prefer Fossil (Gas, Coal)
5% prefer Buy & Transport from others

Willingness to Pay More
+$5.00/month  more for Renewables
+$2.00/month  more for Efficiency

$0 more for coal, natural gas & purchase

Source: Utility Deliberative Polls (1996-1998)



96% 94%

2% 1% 2%
5%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Yes No Don't know

Do you think NPPD should go forward with a 200 megawatt wind 
farm?

Without incentive With incentive 

NEBRASKA PUBLIC POWER DISTRICT CUSTOMER MEETING ON 
ENERGY ALTERNATIVES -- August 19, 2003



Wind Needs re:
Transmission Funding

• Forward Looking (wind = 70% queue)

• Fair (wind & fossil have same Opportunity)

• Finance-able (for wind projects)



CAWG Funding 
Proposal will Not 

Work for Wind 



Obvious Roadblocks to 
Financing SPP Wind Deals
If deal is dependant on a new transmission line

• Must Commit many years in advance
• Go ahead depends on actions of many 

others (20-ish wind projects for X-plan)

• Contemplates Point-to-Point Firm Service

• Economic Upgrades are Voluntary



Wind Coalition Request for:

SPP Transmission Funding Policy: 
Under Base-Funded Projects - Fuel Diversity Waiver 
develop an opportunity for Wind Power.

Allow Flexibility for States that need 
transmission to support generation 
decisions.

Coalition of States should have 
rights to initiate multi-state projects.



Thank You



Wind-Transmission Solution
• Designate Windy Areas
• Authorize Infrastructure Planning, 

Routing & Permitting to those Areas
• Subscribe Users (Wind Open Season)
• Commence Infrastructure construction 

at appropriate threshold of use



Kansas-Panhandle Plan (“X-Plan”)

Supports New Resources
• Wind - 2,500 MW
• Coal - 600 MW
• 11.5 GWh

Transmission Cost
• $405 million

Worst Case 
• $3.5 - $7 per MWh



SPP Wind Market

Oklahoma Max Gen 2001 Wind 2003 Wind 2005 Wind Total to Date 10% 20%
OG+E 6000 51 51 600 1200
AEP-PSO 4000 106 106 400 800
WFEC 900 75 75 90 180
OMPA 600 51 51 60 120
SWPA 1100 0 110 220
GRDA 1200 0 120 240

Kansas
Westar 6000 200 200 600 1200
Aquila 2500 112 112 250 500
Sunflower 500 30 30 50 100

New Mexico
Xcel 200

Missouri
Empire 1000 150 150 100 200
KCPL 3500 100 100 350 700

Arkansas
AREC 2,000      0 200 400

Texas
*Xcel/SPS 3800 5 80 360 445 380 760

Total SPP 40000 1320 4000 8000

*Note: Xcel Texas numbers includes 200 MW NM number.  NM number is not double counted.
Note 2:  With the excpetion of PSO Oklahoma and Xcel all numbers are educated market estim
based on pending rfp's or press announcements in the market place



Wind Power BenefitsWind Power Benefits

Competitive Electricity

Economic Development

Environmental Advantages

Ed DeMeo
Renewable Energy Consulting Services, Inc.

National Wind Coordinating Committee Member
(EPRI Renewable Energy Programs, 1976-1998)

NWCC NWCC -- SPP SPP -- RSC Wind and Transmission WorkshopRSC Wind and Transmission Workshop
October 26, 2004                                Little Rock, ArkOctober 26, 2004                                Little Rock, Arkansasansas



Wind Energy Cost Trend

1979: 40 cents/kWh

• Increased 
Turbine Size

• R&D Advances
• Manufacturing 

Improvements
• Operating 

Experience

2000:
4 - 6 cents/kWh
(no subsidy)

NSP 107 MW Lake Benton wind farm
4 cents/kWh (unsubsidized)

2004: 
3 - 5 cents/kWh
(no subsidy)



Natural Gas SituationNatural Gas Situation

Today’s tight natural gas markets have 
been a long time in coming, and distant 
futures prices suggest that we are not apt 
to return to earlier periods of relative 
abundance and low prices anytime soon

– Alan Greenspan, Federal Reserve Chairman, 
Testimony at Senate hearing, July 10, 2003

Wellhead gas costs Wellhead gas costs -- 20022002--2003: $3 2003: $3 -- $5/MMBTU$5/MMBTU



Cost ComparisonCost Comparison

Wind total capital cost: $1,000 - $1,100 kW today

Wind energy cost: about 3Wind energy cost: about 3¢¢/kWh  (4/kWh  (4¢¢ without PTC)without PTC)

Includes 0.5 to 1.0¢/kWh for O&M

Wind energy costs are Wind energy costs are stable stable over plant lifetimeover plant lifetime

Natural-gas plant fuel cost (HR 7,000 - 10,000)

$/MMBTU: 2 4 5 6 8        gas cost

¢/kWh:        1.4 - 2    2.8 - 4    3.5 - 5    4.2 - 6 5.6 - 8 fuel only

WindWind--gas synergy: save gas when wind blows; burn gas synergy: save gas when wind blows; burn 
gas to provide system reliability during low windsgas to provide system reliability during low winds



NWCC Documents on NWCC Documents on 
Economic DevelopmentEconomic Development

Case Studies Report (February 2003)
Assessing the Economic Development 
Impacts of Wind Power

Related Briefs (June 2004)
Assessment Methodology
Summary of Results

all available at www.nationalwind.org



Qualitative General Qualitative General 
ResultsResults

• Wind development boosts local economic activity

• New jobs are created -- some for construction and some for 
O&M

• Beneficial tax effects occur
• Redistribution of tax burden increases household income
• Or increased tax revenues can improve local infrastructure

• Land-leasing revenues increase household income

• Wind impacts more important in areas with depressed 
economies

• Local investment would keep returns on capital local



Economic Development OpportunitiesEconomic Development Opportunities

Land Lease Payments: 2-3% of gross revenue 
($2500-4000/MW/year)
1-2 jobs/MW during construction
2-5 permanent O&M jobs per 50-100 MW,
Local construction and service industry:  
concrete, towers, some electrical 
Local property tax revenue: 100 MW brings in 
about $500,000/yr 
Equity investors and lenders: returns on 
investment, interest payments
Potential for manufacturing and assembly 
plants (e.g., blade factory in ND)

Source: NREL



Environmental Environmental 
Benefits of WindBenefits of Wind

No emissionsNo emissions of any kind during operation
No SOx, NOx, particulates or mercury
No contributions to regional haze
Hedge against environmental regulations
No greenhouse gases

Global climate changeGlobal climate change is a serious concern to every 
major political entity worldwide 

Avoidance not politically sustainable in the U.S. or 
worldwide

No toxic wastes or health impactsNo toxic wastes or health impacts
Nuclear waste transport and storage unresolved
Respiratory diseases of growing concern



Environmental Environmental 
TradeoffsTradeoffs

We need to evaluate environmental 
impacts on a relative basis.  

No energy-generation approach is 
without impacts.

The choice is wind vs. something --
not wind vs. nothing.



First NWCC SPP Transmission Workshop 

Transmission and Wind -

System Integration Issues

J. Charles Smith
Nexgen Energy LLC

Utility Wind Interest Group
October 25-26, 2004
Little Rock, Arkansas



Why is Transmission Important?

• Wind is remote – needs transmission
• Wind is intermittent – doesn’t need 

transmission all the time
• Wind is new – must compete for transmission 

with established generators
• Project financing requires transmission 

certainty 
• Transmission issues have the potential to 

derail wind development



National Transmission Scene

• FERC Order 2000
– Encourages formation of open competitive markets 

for transmission and ancillary services
– Encourages formation of Regional Transmission 

Organizations (RTOs)
– Rewriting the “rules of the road”

• FERC Order 2003A
– Large Generator Interconnection Rule
– AWEA Grid Code

• Need to increase awareness of wind in 
transmission sector

• Need to ensure wind is treated fairly



What’s the Big Deal With Wind –
How is Wind Different?

• Normally schedule firm generation to meet a 
variable load

• Now we need to schedule variable generation to 
meet a variable load

• Need to realize that wind behaves more like load 
than generation (origin of the concept of 
“negative load”)

• Need to understand the load statistics with and 
without wind



New York State Hourly Load Change 
Without and With Wind High Penetration

Source: NYSERDASource: NYSERDA



Wind Plant Capacity Value

$/kW

% Penetration



Capacity Value Methods

• ELCC Method
– Data intensive 
– Complex (sequential Monte Carlo)
– Rigorous
– Objective

• Simplified Methods
– Less data intensive
– Less complex
– Less rigorous
– Can be subjective



Evolution of Wind Turbine Technology

Past

Present

Future
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How Does Wind Plant 
Performance Compare?

Past Present Future

Voltage Control √- √ √+

Short Circuit 
Contribution

√- √ √+

Flicker √- √ √+

Low Voltage 
Ride-Through

√- √ √+

Stability 
Behavior

√- √ √+

AGC 
Participation

√- √ √+



What’s the Outlook for Wind Plant 
Output Forecast Accuracy?

Currently 5-10 Years

Hour Ahead 4-6% 3-5%

Day Ahead 15-20% 10-15%



What Additional Costs 
do Wind Plants Cause?

$/MWh
Study Relative Wind 

Penetration (%)
Regulation Load

Following
Unit 
Commitment

Total

UWIG/Xcel 3.5 0 0.41 1.44 1.85

MNDOC/Xcel 15 0.23 0 4.37 4.60

PacifiCorp 20 0 2.50 3.00 5.50

BPA 7 0.19 0.28 1.00-1.80 1.47-2.27

Hirst 0.06-0.12 0.05-0.30 0.70-2.80 N/A N/A

We Energies I 4 1.12 0.09 0.69 1.90

We Energies II 29 1.02 0.15 1.75 2.92

Ancillary Services Cost Comparison

Source: UWIG



In Summary

• Wind plants are different from 
conventional power plants

• Wind plant technology is constantly 
evolving towards better performance

• Question has changed from “Can wind 
plants be integrated into utility 
systems?” to “How much does it cost to 
integrate wind plants?”

• Answer is that the costs appear to be 
moderate
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        8          Brickfield Burkette
                   Ritts & Stone (ETEC)
        9
              Michael Wise
       10          Golden Spread
                   Electric Cooperative
       11
              Shane Woolbright
       12          Municipal Electric
                   Systems of Oklahoma
       13
              Gary Roulet
       14          Western Farmers
                   Electric Cooperative
       15
              Sam Ellis
       16          SPP

       17     Harry Dawson
                   Oklahoma Municipal
       18          Power Authority

       19     Anthony Due
                   Grand River
       20          Dam Authority

       21     Quentin Jackson
                   SPP Board
       22
              Phyllis Bernard
       23          SPP Board

       24     Walt Yeager
                   Cinergy Services
       25
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        2            A P P E A R A N C E S (Continued):

        3
              Roger Hurst
        4          AES Shady Point LLC
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        5     Bill Wyne
                   OA&E
        6
              Waut Shumzte
        7          Shumzte & Associates (EEI)

        8     Brian Donahue
                   Arkansas Electric
        9          Energy Consumers

       10     Gary L. Hurse
                   LEA County
       11          Electric Cooperative

       12     Jim Eckelberger
                   SPP Director
       13
              Joyce Davidson
       14          OCC

       15     Kelli Leaf
                   OCC
       16
              Richard Howe
       17          ARPSC

       18     Greg Meyer
                   MoPSC
       19
              Michael Proctor
       20          MoPSC

       21     Samuel C. Loudenslager
                   Director, Research
       22          and Policy Development
                   Arkansas Public
       23          Service Commission

       24     Jess Totten
                   Texas Public
       25          Service Corporation
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        2            A P P E A R A N C E S (Continued:

        3
              Bary Warren
        4          EDE

        5     Dave Christiano
                   Springfield, Missouri
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        6
              Harry Skilton
        7          SPP Director

        8     Steve Owens
                   Entergy Services
        9
              Ricy Bittle
       10          AECC

       11     Cheryl Robertson
                   SPP
       12
              Tom Dunn
       13          SPP

       14     Shah Hossain
                   Westar
       15
              Richard Dillon
       16          SPP

       17     Joshua Martin
                   SPP Director
       18
              Doug Henry
       19          Westar

       20     Tom Stuohlk
                   Westar
       21
              Dennis Reed
       22          Westar

       23     Bob Koenig
                   OGE
       24

       25
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        2            A P P E A R A N C E S (Continued):

        3
              Tony Ingram
        4          FERC

        5     John Roers
                   FERC
        6
              Calvin Crowder
        7          AEP
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        8     Terri Gallup
                   AEP
        9
              Michael Desselle
       10          AEP

       11     Pam Groce
                   Texas State
       12          Energy Conservation Office

       13     Mel Perkins
                   OGE
       14
              Richard Spring
       15          KCPL

       16     Bob Schoenberger
                   SPP Director
       17
              Mike Apprill
       18          Aquila

       19     Miles Keough

       20     Sam Brahon
                   NWCC
       21

       22

       23

       24

       25
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        1            A P P E A R A N C E S (Continued):

        2
              Carl Monroe
        3          SPP

        4 (Present via telephone conference call:)

        5     Ryan Kahn
                   Missouri Office
        6          Of Public Counsel

        7     Walter Wohlt
                   Louisiana Public
        8          Service Commission
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       11
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       13

       14

       15

       16

       17

       18
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       20
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       22
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       24
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        1               (Proceedings began at 1:30 p.m.)

        2               CHAIRPERSON BODE:  If everybody will

        3     please take their seat, we are going to go ahead and

        4     -- and get started.

        5                    We obviously have a significant

        6     agenda, both in length, as well as in substance

        7     today and this is Denise Bode, the President of the

        8     Regional State Committee of the Southwest Power Pool

        9     and Chairman of the Oklahoma Corporation Commission.

       10               And at this time I would like to call to
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       11     order the meeting scheduled for today, the regular

       12     meeting, October 26th, 2004, and I believe that this

       13     meeting is also our annual meeting, is that correct?

       14               And I will call on our Secretary's

       15     representative to call the roll, Bridgett Hedrick.

       16               MS. HEADRICK:  Just before we get started,

       17     a couple of housekeeping matters.

       18               We have placed attendance sign-in sheets

       19     at the front of each of the tables.  If you could

       20     sign those and pass them down.  Please sign even if

       21     you have signed this morning.  We are keeping a

       22     separate record for this afternoon.

       23               And then, secondly, for the benefit of our

       24     court reporter if you are speaking if you could

       25     please identify yourself before you make any
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        1     comment.

        2               So, President Bode.

        3               CHAIRPERSON BODE:  Here.

        4               MS. HEADRICK:  Vice-President Hochstetter.

        5               COMMISSIONER HOCHSTETTER:  Here.

        6               MS. HEADRICK:  Chair Moline.

        7               CHAIRMAN MOLINE:  Here.

        8               MS. HEADRICK:  Treasurer King.

        9               TREASURER KING:  Here.

       10               MS. HEADRICK:  And Secretary Parsley.

       11               SECRETARY CARUTHERS-PARSLEY:  Here.
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       12               MS. HEADRICK:  And Chair Gaw.

       13               COMMISSIONER GAW:  Gaw here.

       14               CHAIRPERSON BODE:  It appears we do have a

       15     quorum.

       16               We have had a presentation this morning

       17     prior to lunchtime from the National Coordinating

       18     Committee and again we want to thank any of those

       19     folks that are still present for a nice

       20     presentation.

       21               I think we all learned a lot and had an

       22     opportunity to have a good discussion over the lunch

       23     break about those -- those issues.

       24               The first thing that we have on the agenda

       25     for this afternoon, though, is the adoption of our
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        1     minutes on September 15th, 2004 and October 6th,

        2     2004.

        3               Do I hear a motion to adopt those

        4     individually?

        5               COMMISSIONER HOCHSTETTER:  I also move

        6     that we adopt both sets of minutes from the

        7     September 15th and October 6th RSC meetings.

        8               CHAIRPERSON BODE:  Is there a second?

        9               TREASURER KING:  Second.

       10               CHAIRPERSON BODE:  It has been moved and

       11     seconded -- seconded by David King.  Is there any

       12     discussion?  Any corrections?

       13               If not, would you please call the roll.
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       14               "All in favor" --

       15               MS. HEADRICK:  Oh, all in favor?

       16               COMMISSIONER HOCHSTETTER:  Aye.

       17               CHAIRMAN MOLINE:  Aye.

       18               MS. HEADRICK:  Any opposed?

       19               CHAIRPERSON BODE:  Okay.  I was hoping

       20     that for all of those votes today, Bridgett, just

       21     for purposes of recording it that you would call the

       22     roll for each one of the key votes that we have

       23     today, so just go down the list of the states, if

       24     you don't mind.

       25               Okay?
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        1               MS. HEADRICK:  Okay.  That's fine.

        2               CHAIRPERSON BODE:  We have got -- we are

        3     all -- we are okay on this one, it is unanimous, but

        4     just for purposes -- because this is going to be an

        5     important meeting, I think I want -- if there is no

        6     objection, I think it would be good to have a

        7     recorded roll call on all of the -- on all of the

        8     decisions made today.

        9               MS. HEADRICK:  Okay.

       10               CHAIRPERSON BODE:  Okay?  Thank you so

       11     much.

       12               Okay.  We have adopted the minutes.  We

       13     now move to the next area of our agenda, which is an

       14     update and I believe the first thing we have on our
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       15     agenda is our Treasurer, David King, from New

       16     Mexico.

       17               TREASURER KING:  All right.  Gentlemen, we

       18     do have, I think, sent out to you the Revised Travel

       19     & Expense Report.  I think everybody has gone over

       20     that but I don't think we formally ever really

       21     approved it, so I would move approval of that.

       22               I don't know that we need to go through it

       23     again.  We went through it before and made a few

       24     changes from the last time we met physically and I

       25     would move approval of the policy, as amended.
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        1               CHAIRPERSON BODE:  Okay.  It has been

        2     moved.

        3               Is there a second?

        4               SECRETARY CARUTHERS-PARSLEY:  I second it.

        5               CHAIRPERSON BODE:  It has been moved and

        6     seconded.

        7               Is -- is there any discussion on the

        8     travel policy?

        9               SECRETARY CARUTHERS-PARSLEY:  I -- I had

       10     one question I don't believe we have addressed and

       11     that is the question of how we determine how many

       12     staff people attend the various meetings that SPP

       13     has going on.  We -- we really hadn't quantified it

       14     or -- or put a preapproval process into place and I

       15     wasn't sure, you know, if there was a subcommittee

       16     that discussed this or -- or any group of folks that
Page 12
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       17     thought about how to make sure that we don't have,

       18     you know, maybe too many folks attending, you know,

       19     too many different committee meetings or how we are

       20     going to make sure that -- that we have, you know,

       21     the prudent number of staff persons attending the

       22     various workshops, task forces, committee meetings,

       23     et cetera, because obviously there is a lot going on

       24     within NSPP and I just -- I wasn't sure how specific

       25     -- because I didn't see anything specific in the
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        1     guidelines, so does somebody want to address that

        2     that?  Has that been discussed in the subcommittee

        3     format?

        4               CHAIRPERSON BODE:  David, you might

        5     mention -- I know that there has been discussion --

        6     and this is Commissioner Bode -- there has been

        7     discussion with regards to our budget and I believe

        8     that there were estimates made that were done on --

        9     that -- that David worked on with SPP staff as to

       10     what was included in our budget proposal for the

       11     next two years, and so in that respect there may be

       12     some, you know, evaluation of the number of, you

       13     know, meetings and people.

       14               TREASURER KING:  Correct.  And I think for

       15     each one of the committees that we have, we were

       16     allowing each state to have their representatives go

       17     on standing committees and there are like four

Page 13



1026 Minutes - Attachment 5 - Transcript
       18     different committees and I didn't bring that with me

       19     today, but I can make that available, but we did go

       20     through and look at the attendance.  In some cases

       21     there might be on one committee a couple of staff

       22     members; on another committee they might not have

       23     anybody, and so it looked like it would work pretty

       24     well across the board.  We tried to look at that.

       25     But every state would be able to participate really
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        1     in each committee is the way that we did the budget

        2     and have a representative -- if we had two or three

        3     on one committee, we might not be able to have one

        4     on all of the other committees.

        5               COMMISSIONER GAW:  Just as a follow-up, I

        6     -- what I am not clear about --

        7               CHAIRPERSON BODE:  Commissioner Gaw.

        8               COMMISSIONER GAW:  This is Steve Gaw.

        9     Thanks.

       10               -- is whether or not there -- it -- there

       11     is a right to reimbursement that -- that flows

       12     through from the travel policy and -- and to follow

       13     up on what Sandy was saying, if you -- if you send

       14     -- if somebody is a member of a committee are they

       15     going to be as a matter of right reimbursed and do

       16     we have any states that have more than one

       17     representative on any committees?

       18               TREASURER KING:  I think we do, but it's

       19     rare.
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       20               COMMISSIONER GAW:  Would we -- would this

       21     policy reimburse for -- for more than one

       22     participant in a state on a -- on a particular

       23     committee?

       24               TREASURER KING:  If I think we, as a

       25     group, thought they were critical for that, we would
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        1     call in a specialist or someone to assist, but it

        2     would have to be by approval.  Besides the one, I

        3     would think it would have to be by approval.

        4               COMMISSIONER GAW:  Is that stated in this

        5     travel policy now?

        6               TREASURER KING:  It pretty much was in the

        7     way we did the budget.

        8               COMMISSIONER GAW:  In the budget, but not

        9     in the policy, itself?

       10               TREASURER KING:  Not in the policy, per

       11     se, probably it is not.  You could tell -- we could

       12     add something along those lines to that.

       13               CHAIRPERSON BODE:  Number Two is probably

       14     the appropriate area where it discuses that "RSC

       15     expense reimbursement must be assigned by members

       16     seeking reimbursement" and in the case of an

       17     assigned delegate by the individual state

       18     commissioner assigned to that state, so, in essence,

       19     every person that's -- every person that is

       20     participating, their commissioner has to sign off on
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       21     their participation and as I recall the discussion

       22     -- and please correct me if I -- if I am mistaken,

       23     but I think in doing so and in changing the language

       24     to do that it put the onus on the -- the delegate

       25     from the state who was signing off for his staff and
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        1     so they would be responsible to the body --

        2               TREASURER KING:  Right.

        3               CHAIRPERSON BODE:  -- if they got carried

        4     away with allowing a lot of their -- their folks,

        5     and so that way they didn't put a specific number

        6     because we may not know what that number is until

        7     the end of that first year having the budget and

        8     having meetings and also they change because the --

        9     the intensity and number of meetings may change, but

       10     if you have got a suggestion --

       11               COMMISSIONER GAW:  I -- I am just.

       12               CHAIRPERSON BODE:  -- Steve, as to how we

       13     might be able to make that a little bit more

       14     specific, I think that would be -- that would be

       15     welcome.

       16               COMMISSIONER GAW:  The only draw -- the

       17     drawback that I see with what we have got here --

       18     and I -- and I don't know if -- if this just needs

       19     to be worked through with experience maybe will tell

       20     us more than trying to imagine what has happened,

       21     but there -- there really isn't one individual in

       22     charge of approving travel requests.  If -- if they
Page 16
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       23     come in and that's -- that's a representative of the

       24     RSC in charge of all travel requests.  You have got

       25     individual commissioners signing off on their staff
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        1     members going, but it is an incentive to defer that

        2     cost off to the RSC from the state commission's

        3     expense, so I am not sure that the -- that we have

        4     got the right check and balance on controlling the

        5     -- the expense from the RSC standpoint and I -- I

        6     would suggest that we at least look at it -- and

        7     maybe we can go ahead and adopt this as a -- as our

        8     starting point, but that we -- we look at the

        9     possibility of having either one person -- maybe

       10     it's the treasurer; somebody -- since we don't have

       11     a executive director, somebody that -- that would be

       12     -- we have certain criteria that says "This is just

       13     going to go through."  If you have got one

       14     representative and that is designated as a work

       15     group, that is going to go through.  If you have

       16     more than one, then either the treasurer has to

       17     approve of it or the board has to have some action

       18     on it, so -- because it is different than the norm.

       19     I -- I don't have a problem with approving this

       20     policy and moving forward, but I do think we ought

       21     to look at that --

       22               TREASURER KING:  One of the things we

       23     talked about --
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       24               COMMISSIONER GAW:  -- modification.

       25               TREASURER KING:  -- that we might do is to
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        1     bring a report monthly or quarterly, whenever we

        2     have these meetings --

        3               COMMISSIONER GAW:  Right.

        4               TREASURER KING:  -- and maybe even when we

        5     have the full meeting sometimes on a monthly basis,

        6     sometimes when we are not meeting physically to

        7     present what's been happening and present those to

        8     the commissioner and then go over that and kind of

        9     approve that on a monthly basis, so that we, as a

       10     board, are looking at it and if we see it is getting

       11     out of line in a certain area, then we can tie it

       12     down, but I think we need to have some kind of

       13     approval.  We talked about that in the process.  We

       14     tried to bring it back and I think that probably

       15     next time we -- we will probably see some areas that

       16     we will want to tighten up on.

       17               CHAIRPERSON BODE:  Are there any -- are

       18     there any suggestions or amendments that you would

       19     like to offer to the policy at this point?

       20               COMMISSIONER GAW:  On that subject?

       21               CHAIRPERSON BODE:  Or on any other

       22     subject, yeah, on the travel policy.

       23               COMMISSIONER GAW:  One other question I

       24     had, Madame Chair, if you are ready for it --

       25               CHAIRPERSON BODE:  Sure.
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        1               COMMISSIONER GAW:  -- and that is on the

        2     30-day request that it be turned in 30 days after

        3     the expense is incurred, are we going to -- we had

        4     talked earlier that it had taken us awhile to get

        5     this policy actually adopted, that there had been

        6     some expenses that had been incurred prior to the

        7     adoption and I -- I am curious about whether or not

        8     that 30-day limit is going to apply to expenses that

        9     have already been incurred by -- by our staffs to

       10     this point?

       11               TREASURER KING:  I think the intent was

       12     from this time forward, you know, that we would go

       13     back at the calendar year and look at expenses.

       14               CHAIRPERSON BODE:  Once we get a budget

       15     worked out.

       16               TREASURER KING:  Because we budgeted for

       17     that.  And I know there were some expenses in some

       18     of the state's task forces and so we couldn't go

       19     back.

       20               CHAIRPERSON BODE:  All right.  Any

       21     additional questions or comments or --

       22               Brian, did you have anything?

       23               MR. PARSONS:  No.

       24               CHAIRPERSON BODE:  Steve, would you like

       25     to offer an amendment for that or do you want to
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        1     just move forward and evaluate this?

        2               COMMISSIONER GAW:  I -- I think that we

        3     could -- we could probably -- if you are going to

        4     approve those expenses, you will probably want to do

        5     that as a board at some point in time anyway.  I

        6     assume you can waive the travel policy when you do

        7     that motion --

        8               CHAIRPERSON BODE:  Okay.

        9               COMMISSIONER GAW:  -- if that -- if that

       10     30-day limit is a problem, so I don't know that you

       11     need to do an amendment to it as long as that can be

       12     done.

       13               CHAIRPERSON BODE:  Okay.

       14               COMMISSIONER GAW:  And someone might tell

       15     us, when do you want those submitted?

       16               CHAIRPERSON BODE:  Okay.  And in terms of

       17     expenses -- to submitting the expenses, I believe,

       18     David, did you recommend that it be submitted to the

       19     SPP directly?

       20               TREASURER KING:  Maybe we can bring it

       21     back.  Otherwise we will have a chaotic situation,

       22     so --

       23               CHAIRPERSON BODE:  Okay.  You know, one

       24     suggestion I might have is that you -- you give us

       25     or ask whoever -- and who is it at SPP that would be
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        1     our -- our liaison for this, our contact?

        2               TREASURER KING:  Well, Dunn had offered

        3     to, Tom Dunn.

        4               CHAIRPERSON BODE:  Tom?  Okay.  I just

        5     thought we needed to have that on the record.

        6               Tom Dunn is the contact at the Southwest

        7     Power Pool for the -- for the -- the reimbursement

        8     requests to go through.  If we could ask Tom to

        9     provide us with maybe a monthly statement, then we

       10     can ratify that, as well, so that we will all be

       11     aware of what is going on and we can make any

       12     changes in the policy as we see necessary once we

       13     are -- once we are actually in operation.

       14               TREASURER KING:  And I think the

       15     grandfather, again, as far as the motion goes on

       16     those previous -- because we ought to try to get

       17     those in for approval.

       18               COMMISSIONER GAW:  Yeah.

       19               TREASURER KING:  We ought to try to get

       20     that in.

       21               CHAIRPERSON BODE:  Absolutely.  Any

       22     further discussion?

       23               Okay.  It's been moved, seconded.

       24               Would you please call the role, Bridgett.

       25               MS. HEADRICK:  President Bode.
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        1               CHAIRPERSON BODE:  Aye.

        2               MS. HEADRICK:  Vice-president Hochstetter.

        3               COMMISSIONER HOCHSTETTER:  Aye.

        4               MS. HEADRICK:  Chair Moline.  Aye.

        5               MS. HEADRICK:  Chair Gaw.

        6               COMMISSIONER GAW:  Aye.

        7               MS. HEADRICK:  Treasurer King.

        8               TREASURER KING:  Aye.

        9               MS. HEADRICK:  Secretary Parsley.

       10               SECRETARY CARUTHERS-PARSLEY:  Aye.

       11               CHAIRPERSON BODE:  Okay.  That motion has

       12     been accepted.  We do now have a travel policy.

       13               Is there anything else that you have,

       14     David, before us?

       15               TREASURER KING:  No.  I think once we get

       16     started with this then we will be utilizing some of

       17     that.  We obviously are still -- the jury is still

       18     out on exactly -- as to exactly the cost allocation

       19     and all of that, but we will have to look at that as

       20     we go along later.

       21               CHAIRPERSON BODE:  Okay.  Do we have any

       22     other reports or comments by other officers of the

       23     RSC?

       24               All right.  Next up on the agenda, we do

       25     have our representatives here; Tony is here, I
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        1     believe, to give us an update on FERC and I think he
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        2     wants to introduce us to a new colleague of his, as

        3     well.

        4               MR. INGRAM:  Right.  I will start by

        5     introducing my colleague, Jon Rogers.

        6               CHAIRPERSON BODE:  And would somebody pass

        7     him a microphone, if that's possible.  It will just

        8     be easier for our court reporter to --

        9               MR. INGRAM:  Good Afternoon to all.  I

       10     just wanted to introduce my colleague, John Rogers,

       11     from FERC.  John moved down with his family.  We are

       12     here for a couple of years and we are in Suite 630

       13     of the Park Plaza Building where SPP is

       14     headquartered and I have thought of a way, I think,

       15     to communicate our contact information globally and

       16     we will follow up with that in the next few days

       17     here so people will know.  I have talked to some

       18     people directly, I have had contact, but as a

       19     general outreach I haven't figured out a way to

       20     really to get that out to a lot more parties, but we

       21     look forward to working with the SPP, the RSC and

       22     the stakeholders and I would invite you to drop by

       23     and visit our offices.

       24               Very quickly in terms of sort of FERC

       25     business, to report out on that, there were a couple
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        1     of developments in the last month that I think will

        2     be of interest certainly to everybody.  One is the
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        3     notice the commission issued I think in

        4     mid-September to review the financial accounting and

        5     reporting requirements for oversight of RTOs

        6     highlighting the review mechanisms and also the

        7     current financial reporting by the RTOs and ISOs to

        8     provide sufficient transparency for their cost.

        9               Another development recently was the RTO

       10     cost study that the commission asked for its staff

       11     to perform.  That staff team received imput from

       12     SPP, other RTOs and some ISOs and the highlight of

       13     that was the annual revenue requirements for RTOs --

       14     i.e., a day-one RTO.  This didn't address Day Two

       15     RTO operations, market operations.

       16               The range was about 50 to 70 million and

       17     the staff team thought that those costs could be

       18     minimized to a "lessons learned" approach, which I

       19     think SPP has had a lot of success in just applying

       20     that.

       21               On the upcoming agenda, October 27th,

       22     tomorrow, a couple of items of interest to at least

       23     some of you, and particularly SPP:  There is a

       24     Midwest ISO order, it is on a Sunshine agenda,

       25     addressing "limits on liability for RTOs."  There is
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        1     also a -- an agenda item involving Redbud Energy.

        2     There is an early order addressing their filing of

        3     rates to be applied to recover costs at the

        4     switchyard, I think, and there is a follow-up order
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        5     on that schedule.  Now those are subject to being

        6     struck, but they were on the Sunshine notice.

        7               Another item that's -- I would note for

        8     you -- it's probably a broader interest, but a

        9     clearer interest to certain SPP members, would be

       10     the note in docket RMO-14 addressing "Reporting

       11     Requirement for Change in Status," so if you have

       12     any questions or need follow-up, you know, feel free

       13     to contact us and I will give you more information

       14     on that, but those are the highlights at this point

       15     in time.

       16               CHAIRPERSON BODE:  Thank you very much.

       17               Are there any questions for Tony while he

       18     is here?  Gollie.

       19               MR. INGRAM:  Thank you.

       20               CHAIRPERSON BODE:  You have got that FERC

       21     official on the line and you don't even have any

       22     questions for him, huh?

       23               Okay.  Thank you for being here and -- and

       24     welcome to our RSC meeting, John.

       25               Okay.  We will now move on to old
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        1     business, but prior to our business meeting I would

        2     like to go ahead and allow those who have signed in

        3     on conference call to announce their presence.

        4               MR. KAHN:  This is Ryan Kahn with the

        5     Missouri Office of Public Counsel.
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        6               CHAIRPERSON BODE:  Thank you, Ryan.

        7               MR. KAHN:  Thank you.

        8               CHAIRPERSON BODE:  Anyone else?

        9               MR. WOHLT:  Walter Wohlt, with Stone &

       10     Figmann, for the Louisiana Public Service

       11     Commission.

       12               CHAIRPERSON BODE:  Okay.  You two are the

       13     only ones?

       14               I guess everybody else is here in the

       15     room.  We have got a full room, guys.  You can't see

       16     it, but we have got a very full room.

       17               Thank you all for coming back on.

       18               We will now move to old business and the

       19     first item on our list of issues that we are working

       20     on is an update or report on the cost/benefits study

       21     that has been commissioned by the FTC/RFC and I

       22     believe, Sam --

       23               MR. LOUDENSLAGER:  Yes.

       24               CHAIRPERSON BODE:  -- are you here?

       25               MR. LOUDENSLAGER:  Yes, ma'am.
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        1               CHAIRPERSON BODE:  Okay.  Could you make a

        2     -- a report, please, sir.

        3               MR. LOUDENSLAGER:  Yes.  My name is Sam

        4     Loudenslager.  I am one of the staff people in

        5     charge of the -- trying to get this cost/benefit

        6     study through and we have been very busy, very busy,

        7     for the last few months trying to hammer out what
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        8     should be included in the assumptions memo and in

        9     the imputs memo.  I am happy to report that, fingers

       10     crossed, I think we are complete and so you should

       11     be seeing a contract this week for signature.

       12               One of the things that -- that you need to

       13     be aware of is we are about three months behind.  We

       14     had a very aggressive schedule when we set the

       15     schedule up.  I knew it was intentionally

       16     aggressive.  And right now it looks like that we are

       17     anticipating the release of the report on February

       18     the 7th, so that is about a three-month pushback.

       19     You know, originally I was going to report to you

       20     today the results of the costs/benefits thing, so so

       21     much for that.

       22               But one of the things we discovered or I

       23     discovered, probably naively, was things that we

       24     thought were clear going in were -- were less than

       25     clear and it's been a healthy discussion.  As I
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        1     reported to you a few weeks ago we now have a

        2     placeholder built into the schedule for two

        3     different sanity or common-sense checks to make sure

        4     that the results we get for the first year's run

        5     make sense, that they do make sense, and the other

        6     thing is I have also been corresponding with Charles

        7     Rivers who is responsible for doing -- kind of

        8     translating the results of the costs/benefits study
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        9     into kind of revenue-requirement type numbers to

       10     show the effects by company, by state throughout the

       11     region about incorporating the -- whatever comes out

       12     of the Cost Allocation Work Group and out of this

       13     RSC, so that we can get a sense of kind of the

       14     impacts there on rates, as well, of the transmission

       15     upgrades.

       16               Let's see.  I guess that is all I have.

       17     We are still kind of kicking around one issue, but I

       18     think we are going to move ahead with the modeling.

       19     That issue has to do with environmental costs and

       20     everybody knows that there are going to be new

       21     environmental rules and regulations that go into

       22     place during the next ten years.  The problem is

       23     nobody knows what, when, where, how with any degree

       24     of certainty, so we are kind of -- kind of milling

       25     our way through those -- those questions and in
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        1     talking to the consultant, what -- I think what we

        2     have kind of concluded is we will continue to

        3     discuss that issue, see if we can get some decent

        4     information that won't require additional costs

        5     associated with the study and -- and see if through

        6     the modeling process if we can go ahead and

        7     incorporate that later.  We may or may not be able

        8     to do that and if we are not able to do that what

        9     you will see is a qualitative assessment in the

       10     report on what -- what impact that could have on
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       11     this whole question of costs and benefits.

       12               I would be happy to take any questions.

       13     That is really all I have today.

       14               CHAIRPERSON BODE:  Does anybody have any

       15     questions for Sam?

       16               Well, you all have done yeomen's work,

       17     your committee, slugging it out and getting this to

       18     a conclusion and we are all eager to see the results

       19     of what you have put together --

       20               MR. LOUDENSLAGER:  Thank you.  No more so

       21     than --

       22               CHAIRPERSON BODE:  -- so February --

       23     February can't come too soon, right?

       24               MR. LOUDENSLAGER:  That's right.

       25               CHAIRPERSON BODE:  Okay.  No comments or
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        1     questions?

        2               Okay.  We will move on and I just wanted

        3     to note for the record in case Nick Brown thought he

        4     was going to get by without having to say anything,

        5     I think we were hoping to have your discussion of

        6     SPP in new business where we are talking about the

        7     -- the -- the Joint Operating Agreement, market

        8     monitor, and other things, or whoever you would

        9     designate.

       10               MR. BROWN:  That's quite all right.

       11               CHAIRPERSON BODE:  Okay.  So I just wanted
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       12     to make sure.  We kind of skimmed right over you in

       13     the agenda, but we thought you would have plenty of

       14     agenda time later on, and so you could make any

       15     additional reports at that time, but that's okay.

       16               MR. BROWN:  That is perfectly --

       17               CHAIRPERSON BODE:  We want -- we want to

       18     move right on now into the discussion of the Cost

       19     Allocation Working Group, which has been eagerly

       20     anticipated, awaited for sometime, and I would like

       21     to recognize Mike Proctor, who will share with us

       22     progress notes.

       23               MR. PROCTOR:  Okay.  Let me -- let me

       24     start around October 5th when the draft was

       25     distributed to all of the -- to all of the
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        1     stakeholders and that was -- that draft was

        2     discussed by the RSC on October 6th and we got the

        3     go ahead to put that draft out without any

        4     modifications to it at that point for our meeting on

        5     October 12th and on October 12th the purpose of that

        6     stakeholder meeting was to discuss that draft in

        7     more detail with the stakeholders, get feedback from

        8     them and also to go forward on economic upgrades

        9     because the draft, that particular draft, only

       10     included base-funded projects and we also had

       11     circulated a draft of a couple of options on -- on

       12     economic upgrades.

       13               We got to the meeting on the 12th and
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       14     basically I would describe that meeting as -- as one

       15     in which we got mixed reviews.  The transmission

       16     owners expressed concerns that there was no funding

       17     by the Requestor that was included as a part of the

       18     plan and they couldn't support the base funding plan

       19     without some component in it or the Requestor being

       20     allocated a portion of the cost from what was

       21     requested.

       22               Just to remind you -- and I don't want to

       23     spend a lot of time reviewing what we put forth

       24     additionally in the base funding plan, but

       25     essentially 33% of the cost of an upgrade would --
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        1     would be relative to a system-wide postage stamp

        2     rate.  The remaining 67% would have been allocated

        3     to various zones and then rolled into the rates in

        4     each of the zones based upon what we would call a

        5     SPP incremental megawatt/mile test.  The objection

        6     was that within the load zone of -- of the Requestor

        7     that we weren't following the cost-causation

        8     principle, we weren't looking at the fact that the

        9     Requestor -- you know, essentially what I would call

       10     the "but for" test; had the Requestor not made the

       11     request the costs would not be there for that zone

       12     and we were asked to look at that.

       13               Following the October 12th meeting, the

       14     CAWG met and at this point I know we met at least
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       15     once, but maybe more than once.  We had a lot of

       16     suggestions.  Mark Rossi put together a suggestion;

       17     Larry Holloway worked on a plan; I worked on a plan

       18     and -- and essentially we came up with -- with two

       19     options.  It came out of -- I think out of our

       20     meeting on October 15th roughly, but then -- then we

       21     got together the following Monday, as well, and --

       22     and kind of trying to clarify exactly what those two

       23     options were and we had a CAWG call on October 20th

       24     in which the commissioners -- some of the

       25     commissioners joined us and we had a discussion of

                   BUSHMAN COURT REPORTERS - 512.372.5115

                       RSC - REGIONAL STATE COMMITTEE
                        FOR THE SOUTHWEST POWER POOL
                                                                34

        1     that and it was decided at that point to circulate

        2     those options and there were two options, requestor

        3     options; there was a third option on recovery of

        4     transmission costs; and the fourth option was no

        5     change to the -- to what we had additionally put out

        6     and those -- those options were circulated to the

        7     stakeholders and we asked for comments.  We realized

        8     that it was a short period of time.  One of -- one

        9     of the various promise was pretty straightforward in

       10     which we would just add a -- a 10% requirement that

       11     the Requestor directly fund 10% of a request for

       12     DNR, irrespective of who that requestor was.  There

       13     were some nuances to that, but -- that dealt with

       14     the length of term of the -- of the contract that

       15     was involved in the designated resource, but -- but

       16     basically it was to require each Requestor to -- to
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       17     fund 10% of the project costs and the other option

       18     for the Requestor was a little bit more difficult to

       19     -- to follow I guess would be the way to -- I am

       20     trying to describe it; since I put it together I

       21     don't want to say that it was more rational or

       22     anything like that, but -- but it -- it looked at --

       23     within the zone, within the load zone, it looked at

       24     the benefits to each of the LSEs within that zone.

       25               We had -- we had talked to Bruce about
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        1     that and talked to SPP about that, was it possible

        2     to come up with a -- a benefits test within the zone

        3     with the LSEs and Bruce assured us that -- that you

        4     could do that, that -- that you could use the same

        5     type of megawatt-mile approach that was being taken

        6     for allocating the cost of the zones and basically

        7     the proposal was then to compare -- for the

        8     Requestor to compare the benefits that were being

        9     allocated to him within the zone, the load zone, to

       10     the load/ratio share and if -- and if those benefits

       11     were exceeded that the Requestor would -- would fund

       12     90% of that difference.

       13               Now that -- that sounds fairly simple,

       14     fairly straightforward and it is a concept, but we

       15     had to work through a lot of examples and -- and we

       16     have worked through several examples.  I am not

       17     saying we have exhausted all of the possible
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       18     scenarios that -- that might come up and just to

       19     kind of -- I am just going to try to get the

       20     extremes of this.  The one example is -- is the

       21     requested designated resource is within the load

       22     zone and basically you can probably find instances

       23     where there are certain lines where the Requestor

       24     would -- would have more than the load/ratio share

       25     of benefits and these -- these would be lines that
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        1     are almost dedicated to that Requestor, okay, but --

        2     but our sense -- and I think the CAWG is pretty much

        3     in agreement on this in terms of our intuitiveness

        4     about it, is that -- is that when you upgrade within

        5     a zone and you are a designated resource within that

        6     zone that the benefits are going to be fairly

        7     proportional to -- to the load in the zone and --

        8     but this proposal -- you know, if we are wrong or if

        9     there are specific lines that are developed that

       10     only the Requestor is really benefiting from it

       11     would pick that that up. I mean we didn't -- we

       12     didn't know, but that was generally our sense of it

       13     and so we ran some scenarios and we looked at that;

       14     was that -- was the smaller TDU making the request

       15     or was that the larger transmission owner making the

       16     request and how the -- how would this work and we

       17     looked at several scenarios on that.

       18               The other thing we looked at was if the

       19     Requestor was requesting the designated resource
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       20     outside the -- the load zone, okay, and in that

       21     context if -- if the other folks within the zone are

       22     not picking up resources in that same zone where the

       23     Requestor is putting that designated resource then

       24     most of the benefits from upgrades out there

       25     actually would come back -- they would come back to
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        1     the zone but they would -- they would be for the

        2     Requestor.  He is the one that is really benefiting

        3     from that particular project.

        4               Our initial October 5th draft had picked

        5     that up, we felt, initially with the $180,000 per

        6     megawatt cap that -- that once you start going

        7     outside the zone you are going to encompass more

        8     upgrades than the $180,000 cap, in essence, if you

        9     exceed that you can go ahead with the project but

       10     you have to fund it, so we -- in our initial

       11     proposal we thought we generally kind of had that

       12     covered and with this other proposal we think it's

       13     also covered, you know, we -- it just covers it in

       14     different ways.

       15               And so we sent -- sent out those two

       16     proposals, but we really haven't even had time -- we

       17     have gotten the feedback and I think these were

       18     distributed here for both the transmission owners

       19     and for the transmission-dependent utilities.  We

       20     have gotten some feedback after -- Mark, when did
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       21     you send it out?  Wednesday?

       22               MR. ROSSI:  The 20th.

       23               MR. PROCTOR:  Yeah.  We sent it out and we

       24     -- we got some feedback within a couple of days.  We

       25     really haven't had the chance to -- to sit down and
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        1     talk through that feedback with -- with those folks

        2     to -- to -- to see and I mean I have gone -- I have

        3     gone over what they have sent and I -- and I have a

        4     whole bunch of questions, but I don't know if this

        5     is the perfect place to ask those questions right

        6     now, but kind of my sense of it is -- is that -- and

        7     I don't want to -- I don't want to make this appear

        8     as something trivial when I use the word "tweaking"

        9     but I think we have to -- we are still in the

       10     process of adjusting this base plan.

       11               The response is basically the

       12     Transmission-dependent utilities said "No.  We -- we

       13     already thought we had a deal deal and you are going

       14     back on that" and the transmission owners told us we

       15     hadn't gone far enough, so we managed to make

       16     everybody mad and I guess that is part of the

       17     process, you know, when you start making proposals

       18     you -- it doesn't make anybody happy, but that's

       19     kind of where we are at at this point and we are

       20     looking, I think, for some direction from the RSC

       21     where they would like us to go.

       22               CHAIRPERSON BODE:  I think, you know, this
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       23     is a perfect opportunity for Mike here if you do

       24     have any questions or any of your working groups

       25     have questions or issues that you would like to
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        1     discuss that we do have this time and I believe this

        2     is also a perfect opportunity for any of the

        3     stakeholders that would like to share their views --

        4     we have several of our independent board members

        5     that are here from SPP that have -- that have spent

        6     all morning with us and are spending the afternoon

        7     and are very interested in these issues and would

        8     love to hear any comments or suggestions, advice on

        9     -- from them, as well, and so I guess Mike, if you

       10     -- if you do have detailed questions, I think it's

       11     the -- the consensus of at least the members that I

       12     saw their heads nodding --

       13               MR. PROCTOR:  Sure.

       14               CHAIRPERSON BODE:  -- when you asked the

       15     question that we would like you to get all of the

       16     questions answered that you had and then let's --

       17     let's have some imput.

       18               MR. PROCTOR:  Okay.  These -- these are

       19     primarily questions to -- to the transmission owners

       20     and I don't know who -- who the spokesperson is for

       21     the transmission owners, but do we have a volunteer?

       22               MR. DESSELLE:  It's me back here, Mike.

       23               MR. PROCTOR:  Oh, Boy.  Okay.
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       24               MR. DESSELLE:  Mike, I --

       25               CHAIRPERSON BODE:  And please identify

                   BUSHMAN COURT REPORTERS - 512.372.5115

                       RSC - REGIONAL STATE COMMITTEE
                        FOR THE SOUTHWEST POWER POOL
                                                                40

        1     yourself for the record for our court reporter's

        2     sake.

        3               MR. DESSELLE:  Sure.  This is Michael

        4     Desselle, with AEP, speaking on behalf of the

        5     transmission-owning members.

        6               And, Mike, if your answer is "I don't

        7     know.  I will get back to you," that is fine, too,

        8     because what you sent out got into some technical

        9     areas --

       10               CHAIRPERSON BODE:  Well, I think we want

       11     to know today.

       12               MR. PROCTOR:  Well, I -- I may have to

       13     call on some of my other --

       14               MR. DESSELLE:  Okay.  One of -- one of the

       15     things that you indicated with respect to what was

       16     called "Option Two," which was "Look at the -- the

       17     benefit test within the -- within the zone and if

       18     the benefits for the Requestor were higher than the

       19     load rates -- the Requestor's load ratio share, then

       20     they would pick up 90% of that difference."

       21               In -- in your response you indicated that

       22     the megawatt/mile method may not be the appropriate

       23     method for allocating or determining benefits within

       24     the zone" and I wish you could expand or have

       25     someone expand on that.  We felt it was consistent
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        1     with what we were doing with respect to allocating

        2     costs to the zones and -- and that one threw me a

        3     little bit about that one not being appropriate.

        4               MR. PROCTOR:  Yeah.  I think we have kind

        5     of touched on this in the discussions this morning.

        6               It's been our review all along that --

        7     that the megawatt/mile method just looks at flows

        8     and that the appropriate methodology might be that

        9     LND is the appropriate methodology, but something

       10     more robust that evaluates the total benefits, not

       11     just the -- just the flows on the transmission

       12     system, because the total benefits, including the

       13     production, the transmission and the -- and the

       14     reliability benefits, and that there are other

       15     methodologies that are more appropriate for that

       16     analysis than the megawatt/mile approach.

       17               MR. DESSELLE:  Let me -- let me follow up

       18     with that question.

       19               I know in Missouri, and I don't know in

       20     the other states, many of the TDUs are on fixed

       21     price contracts and basically these are -- we used

       22     to call them gas take-or-pay contracts, you know,

       23     they are essentially full requirements contracts.

       24               To what extent do the TDUs really have an

       25     opportunity to benefit from the market if you
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        1     decrease congestion, at least in the near term?

        2               I am a little concerned about pursuing

        3     that if -- if what we are pursuing is a set of

        4     benefits that -- that these folks really won't be

        5     able to take advantage of if they -- if they are on

        6     a fixed price contract.

        7               MR. PROCTOR:  I -- I am not sure how to

        8     answer that question, Mike.

        9               If we --

       10               MR. DESSELLE:  Well, let me ask the TDUs

       11     that question.

       12               MR. NEWELL:  My name is Gary Newell.  I

       13     represent Lafayette Utility Systems.

       14               I think there is probably a -- a range in

       15     the TDU community.  Some may be under requirements

       16     contracts that obligate them to purchase from a

       17     particular utility, but I don't know if you could

       18     even generalize enough -- if you could even say that

       19     is common.  Lafayette is not under any sort of

       20     arrangement of that nature and if opportunities

       21     presented themselves in the market to take advantage

       22     of economically-reliable resources, they would

       23     pursue that, so at least for the -- the client I

       24     represent it is important that the benefits of

       25     transmission upgrades in terms of making a broader
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        1     range of resources available is a very important

        2     factor.

        3               MR. PROCTOR:  Okay.  I don't think that's

        4     what's being proposed, Gary, just to -- to clarify.

        5               I think what is being proposed is a LNP

        6     type of test where you are looking at elimination of

        7     congestion costs.  In order to take advantage of

        8     that, your resources have to be dispatchable.  I

        9     have to be able to substitute energy from the market

       10     for energy for my network resource in order to take

       11     advantage of purchasing; I have to be able to

       12     dispatch that resource to sell it to the market to

       13     take advantage as a seller and -- and I am -- I am

       14     concerned -- just my -- my knowledge -- and I

       15     haven't talked to the rest of the -- the states --

       16     my knowledge is -- is that that is not a typical

       17     situation.

       18               MR. NEWELL:  Well, I don't think there is

       19     -- I don't think there is anything --

       20               MR. PROCTOR:  There is no doubt it is

       21     typical.

       22               MR. DESSELLE:  You know, I -- Ron Gary is

       23     here from Lafayette, but I don't think there is

       24     anything that would prevent certainly Lafayette from

       25     doing exactly what you are talking about, Mike and,
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        1     you know, among other TDUs, I -- I wouldn't imagine

        2     there are -- there may be some who would be

        3     restricted from doing that, but I don't know how

        4     many.

        5               MR. ROBBINS:  Mike, if you would let me

        6     speak to that issue, right behind you.

        7               MR. PROCTOR:  Sure.

        8               MR. ROBBINS:  I think the -- I am sorry.

        9     This is Al Robbins for Kansas Municipal Utilities.

       10               I think to respond to your question, Mike,

       11     I actually need to get a little more fundamental

       12     than just the direct LNP.  One question I have about

       13     LNP is since we don't have a LNP regime in SPP, what

       14     is it measuring?  It's, by definition, a fictional

       15     -- fictional measurement for anybody because we --

       16     we don't have that structure at this point in time,

       17     but even if we did, we have a number of municipals

       18     in Kansas who right now have had long term contracts

       19     with an investor-owned utility.  That investor-owned

       20     utility has elected to issue a notice of

       21     termination, so they are being essentially sent out

       22     into the market by the supplier.  Now when they go

       23     out and get new supply if they are not treated

       24     fairly they are being disadvantaged and either have

       25     to incur additional costs to go out and -- and buy
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        1     from that supplier who they didn't ask for in this
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        2     case, oddly enough -- that's upside down from other

        3     circumstances -- or to avoid either direct

        4     assignment of costs or the congestion charges, if

        5     they were there, they may be induced to now go back

        6     to the very supplier that terminated their contract

        7     and what's that supplier going to do if they come

        8     back and say "Well, you terminated our contract.  I

        9     guess we have to buy from you.  How good a deal are

       10     you going to give us, Mr. Supplier"?

       11               There is no way they are going to be able

       12     to negotiate.  They are not in the market, in a

       13     sense.  They are nominally in the market because the

       14     contract has been terminated, but realistically they

       15     are not getting -- getting the opportunity to take

       16     advantage of the full regional market that SPP is

       17     supposed to be the platform for and go out and

       18     access other willing sellers because constraints or

       19     congestion charges or direct assignment or upgrade

       20     costs are going to block that and those are the very

       21     kinds of barriers that this whole process is

       22     supposed to avoid, knock them dead, in the policy,

       23     and so that, in my mind, encapsulates a lot of

       24     concern we have with either Option 1 or 2 and it

       25     goes -- it underlies your question because it would
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        1     respond when we have a LNP regime or not and that's

        2     -- that, I think, is one of the very few points that
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        3     needs to be kept in mind here.

        4               Now, again, throughout the discussions

        5     where we have talked about is that one of the

        6     objectives is to make sure that all native load in

        7     the footprints can be served reliably and

        8     economically and coupled with that take advantage of

        9     the wholesale competitive market that we are

       10     supposed to be promoting and barriers either keep

       11     these entities from taking advantage of it or send

       12     them right back to the very supplier that they are

       13     supposed to be freed up from and that's -- that's a

       14     concern, and so I would respectfully suggest that

       15     anything you consider, among other things, measure

       16     it up against those two very fundamental objectives

       17     because if they don't meet those two objectives, you

       18     come back to the old saying that "If you don't know

       19     where you are going that's where you are going to

       20     end up," and that's what we are eliciting.  We have

       21     clear objectives and we need to meet them.

       22               COMMISSIONER HOCHSTETTER:  Can I have a

       23     quick question to clarify what you just said and --

       24     and that is Option 2 of the CAWG had, simply taking

       25     the SPP megawatt/mile method and applying it
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        1     intrazonally as a second step, it having been

        2     applied interzonally, does -- does that create any

        3     problems separate and apart from LNP?  It seems to

        4     me there are three different methodologies that we
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        5     have talked about with respect to the application of

        6     Option 2.  We have got the SPP megawatt/mile

        7     methodology used intrazonally; we have got a

        8     production cost model to see where generation costs

        9     go down in relation to increased transmission

       10     development; and then we have the LNP-based method,

       11     which, as you, you know, noted, doesn't exist yet,

       12     so out of those three methodologies, does any one,

       13     in particular, the SPP approach, of taking the

       14     megawatt/mile method, that -- does that address your

       15     concerns and ameliorate them to any extent?

       16               MR. ROBBINS:  No, I am afraid not and here

       17     is why.

       18               The concern results from the end product.

       19     If it's a result of whatever method is used to

       20     allocate, if that allocation results in a direct

       21     assignment that falls to the Requestor for some

       22     percentage, then it's creating the barriers that we

       23     are concerned about.  The difference between whether

       24     you use the megawatt/mile approach or a LNP approach

       25     or "I know it when I see it" approach or any other
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        1     approach you come up with is those are details over

        2     how you documented, how you arrived at whatever

        3     percentage the Requestor is then obligated to fund

        4     alone, but the problem, the core problem, is a

        5     result that says "Requestor has to fund," and I know
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        6     I am taking a lot of time, but if I could just add

        7     very quickly, we noticed in the TO comments that,

        8     among other things, they said that "Gee Whiz, you

        9     know, municipals or the TDUs have to have 'skin in

       10     the game.'"

       11               They do.  And without such a provision the

       12     -- the base plan proposal already encompassed, among

       13     other things, a requirement that the TDU be

       14     committed to a resource for at least five years.

       15     That contractual commitment where ownership

       16     entitlement, whatever form it takes, to that

       17     generation resource supplier, that is where the big

       18     dollars are and when they say they don't have "skin

       19     in the game" when they have just committed to at

       20     least a five-year contract is ignoring the bigger

       21     values.

       22               Number Two, the TDUs for the most part are

       23     relatively small -- not all of them, but most of

       24     them are relatively small.  They are all

       25     not-for-profit entities.  Because they are small,
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        1     because they are municipal or customer-owned,

        2     because they are not-for-profit, they are inherently

        3     conservative in their approach.  They are not here

        4     to arbitrage and game the market.  They are here to

        5     get reliable, low-cost power to their customers, and

        6     so the -- the implication that "If you don't put

        7     some extra anchor on them they are going to run free
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        8     and just distort and abuse everything" ignores their

        9     nature, ignores their relative size, ignores their

       10     very mission and ignores the fact that the big

       11     dollars are in the generation and they are already

       12     going to be committed to generation or they never

       13     even have a -- an opportunity to be the basis for

       14     this discussion because of the commitment period and

       15     that sort of thing, so I think it's important that

       16     that not be lost sight of.

       17               COMMISSIONER HOCHSTETTER:  Then what -- I

       18     am sorry, Mike.  I have one more question.  So then

       19     what is your solution, your answer to the

       20     cross-subsidies that could otherwise -- and it

       21     sounds like to me would otherwise -- happen

       22     potentially within a zone if we didn't further

       23     allocate with any zone?  How -- how do we solve that

       24     problem?

       25               MR. ROBBINS:  Okay.  I think the -- that

                   BUSHMAN COURT REPORTERS - 512.372.5115

                       RSC - REGIONAL STATE COMMITTEE
                        FOR THE SOUTHWEST POWER POOL
                                                                50

        1     my answer to that is that in that context those

        2     cross-subsidies have always existed.  As long as you

        3     have had rolled-in rates within a zone, those are

        4     cross-subsidies.

        5               Number Two, on the federal level the

        6     transmission rates, in the olden days -- which

        7     aren't that long ago, but they seem like it -- FERC

        8     did have customer-specific rates, not unlike is
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        9     often the case on the retail level where you -- you

       10     look at customer groups, you look at their profiles,

       11     you ended up with a different allocation of costs to

       12     each customer group and you develop a -- a unique

       13     rate for a specific customers or customer groups.

       14               Since Order 888, FERC moved away from that

       15     and went to a generic unit rate for the zone, a

       16     generic unit rate, by definition, and when you are

       17     on a system average rate for any given zone that

       18     within the zone is a cross-subsidy because it's an

       19     average rate and averages mean that, except for the

       20     happenstance customer, somebody is above and

       21     somebody is below and related to that going outside

       22     the zone, the very purpose of SPP, I believe, as an

       23     RTO, is to create a regional organization.

       24               As soon as you do that you are going to

       25     have some dollars moving across zones.  If there is
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        1     not -- if there is opposition to the notion of

        2     dollars effectively crossing zonal boundaries, then

        3     why are people in this room -- why is -- why are we

        4     even talking about SPP as an RTO, so I -- I think,

        5     with all due respect, yes, that factually it

        6     happens, there are what might be referred to as

        7     subsidies, but they are generally not referred to as

        8     subsidies and it happens all of the time and they

        9     have been happening all of the time and they will

       10     happen and continue to happen within a zone or
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       11     outside a zone unless and until you go to

       12     customer-specific rates in all instances.

       13               MR. REED:  May I -- may I go ahead and --

       14               MR. ROBBINS:  Sure.

       15               MR. DESSELLE:  -- get back on the track

       16     just a little bit -- oh, I am sorry; Dennis Reed,

       17     Westar Energy, talking for the TDUs -- or I haven't

       18     quite got that yet.

       19               I think to respond to your question, Mike,

       20     we -- we have a lot of -- Westar, itself, has a lot

       21     of subsidies.  Part of Order 888 froze a lot of the

       22     historic agreements that basically said that as

       23     those agreements come due that they needed to

       24     terminate them and then break apart the transmission

       25     component away from the energy component.
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        1               I don't -- I can't speak for the rest of

        2     the TDOs in the room, but I know that Westar,

        3     because of when some of our agreements were

        4     renegotiated back in the early '90s, that timetable

        5     didn't hit until about 18 or 24 months ago.  We are

        6     now in the process of most of those agreements being

        7     terminated, so there is quite a mixture coming up of

        8     cities that are underneath full requirements

        9     grandfather agreements, full requirements separated

       10     agreements, partial requirement agreements.  We have

       11     had groups of cities try to form load pools and get
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       12     those agreements underway just internally with

       13     themselves before they go too far.  We have had

       14     cities that have left the control area; we have had

       15     cities come into the control area.  So we have got a

       16     whole hodgepodge of these things out there that are

       17     moving across the market as it exists today, so to

       18     say that grandfather and non-grandfather type

       19     customers -- and I think that's important also to

       20     note that what we are talking about here is not

       21     TDUs, not TOs -- we are talking about transmission

       22     customers.  TOs have loads that are also

       23     transmission customers underneath the rate.

       24               Westar's retail load is -- is specifically

       25     underneath the SPP rate.  We have been one of the
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        1     biggest and one of the few largest network customers

        2     in the SPP footprint.  We have had our load

        3     underneath there for over two years and we have

        4     found it very beneficial probably to do that, but

        5     for other than being larger, we are no different

        6     than any other transmission customer than Patera, so

        7     I think it's important to note that and to just make

        8     a quick comment because I know Mike is back here

        9     wanting me to comment, as well, the -- when we were

       10     talking about a generic -- a generic unit rate just

       11     a second ago, Al, we are -- we are not talking about

       12     a generic unit rate in this case; we are talking

       13     about participant funding of upgrades.
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       14               Underneath the current tariff, that's 100%

       15     participant--funded.  And just about every RTO I

       16     know, except for Texas that is still that way.  We

       17     are trying to look at a methodology here to move off

       18     of that, come a little closer to the middle.

       19               That's something that hasn't been done

       20     across this country outside of -- of limited areas

       21     and it's like we -- we think we are making progress

       22     down that way but we still think that we still have

       23     to have some sort of reasonable way of -- of feeding

       24     economic feedback back to the customer to place the

       25     generation in the right mix.  I see some nods over
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        1     there.  I may not be 100% correct, but I know mostly

        2     from what I have been able to tell from people that

        3     are participating in at least the other major RTOs,

        4     that's the point -- that's the case.

        5               MR. ROBBINS:  MISO PJM do not do 100%

        6     participation.  I don't -- I don't know what you

        7     have in mind, but certainly MISO PJM isn't the case.

        8               MR. REED:  Well, if I might characterize,

        9     maybe they don't have participant -- 100%

       10     participant funding, but they do have cost

       11     cause-or-pays and that's my understanding of what

       12     the other RTOs are doing and you said something

       13     twice now and I want to pick up on that, we seem to

       14     be forgetting about, and this is -- this is very
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       15     critical -- you -- you are talking about an economic

       16     decision that the TDU's want to make, but you want

       17     that economic decision to be funded by the

       18     traditional utilities, the transmission-owning

       19     utilities, and we understand that you want to get

       20     economic purchases and we understand the rationale

       21     for that.

       22               All we are asking for is that you consider

       23     the total benefit and that's how you allocate that

       24     cost, not that we should get allocated some

       25     arbitrary percentage in this process, as this
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        1     proposal has made --

        2               MR. ROBBINS:  May I respond --

        3               MR. REED:  - -- so you have got -- this

        4     designated resource issue is an economic decision

        5     and -- and it ought to be funded the same way we are

        6     looking at economic plans and the base -- and the

        7     economic plan, not the base plan.

        8               MR. ROBBINS:  May I respond?  I am sorry.

        9               MR. REED:  --so -- so that's a fundamental

       10     -- fundamental issue.

       11               MR. ROBBINS:  I think that that is --

       12     ignores the fact that as -- even as wholesale

       13     customers or full-requirements customers of the

       14     utility to start with, they were helping to pay for

       15     the system that they would continue to use.

       16               Now either on their own volition or
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       17     because the supplier says "Off you go," whatever the

       18     circumstance, now they are in what is supposed to be

       19     the market key.  Now they are still going to use the

       20     system that they have been paying for and will

       21     continue to pay for.  There just may happen to be an

       22     upgrade.  It may be that the timing is such, they

       23     may just happen to meet the upgrade because maybe

       24     you gave them notice right after you took care of

       25     your own needs and your own native, loyal customers,
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        1     and so it's a timing thing.

        2               But to suggest that it's an economic

        3     decision and all of a sudden it's that TDU that's --

        4     that's layering that cost on ignores, among other

        5     things, happenstance of timing and the fact that

        6     they have been and will continue to contribute to

        7     the cost and as part of that contribution they have

        8     had -- they have effectively subsidized certain

        9     facilities that were of no good to them.  That is

       10     the nature of roll down.

       11               MR. PROCTOR:  Okay.  Let me move to kind

       12     of back up a little bit because it -- because the

       13     transmission owners said "We appreciated the work,

       14     but we don't think you have gone far enough" and --

       15     and my question is how are we to measure what "far

       16     enough" is?

       17               My sense is that -- that we have set up a
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       18     -- we have set up a benefit's test and we have said

       19     "Look, if you -- if the benefits exceed the

       20     load/ratio share, you would fund 90% of that

       21     difference."  Now it seems to me like 90% of that

       22     difference is going pretty far and I -- and I just

       23     don't understand the comment that we haven't gone

       24     far enough and I would like to hear the response to

       25     that.
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        1               MR. DESSELLE:  Well, I can -- as I

        2     understand your counterproposal, you -- you have

        3     understood our concerns about cost recovery and that

        4     issue is is that if we are going to be allocated a

        5     share of these designated resources or new

        6     designated resources, that we want -- you know, we

        7     have got concerns about getting recovery for funding

        8     those upgrades, and so you come back to us hearing

        9     that concern and you said "Okay.  Well, we can -- we

       10     can shift the ball.  Instead of -- instead of

       11     looking at rolling all of that designated resource

       12     into -- into the zone and allocating it to everybody

       13     in that zone, then we will -- we will look at some

       14     more equitable proposal" and we don't think that you

       15     have gone far enough in that you -- you -- instead

       16     of it being 100%, now it's -- it's 10% that we would

       17     not be responsible for; the remaining 90% we would

       18     be responsible for, as we understand your proposal.

       19     Now, have we missed the mark on that?
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       20               MR. PROCTOR:  Well, I am going to let --

       21     yeah, I think you have, but I am going to let Larry

       22     respond -- that that the thing you have to be very

       23     careful about is -- is to differentiate between

       24     Option 1 and Option 2 and -- and I want to -- to

       25     comment on that initially that the Option 1 that
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        1     Larry put forward, maintains the $180,000 per

        2     megawatt cap and -- and essentially if the project

        3     is going to cost more than that and the funder wants

        4     to go through with it and doesn't get a waiver from

        5     it, then they -- they would fund anything that is

        6     above $180,000 a megawatt and in addition the 10%.

        7               Now -- now the other Option 2 looks at the

        8     beneficiaries test and says that "If the benefits

        9     exceed the load ratio share you are going to find

       10     90% of that" and -- and I don't know how to relate

       11     that to your "10%" answer response.  I mean I -- it

       12     seems to me like I don't know how to go any further.

       13               By the way, we picked 90% and, Mark, I

       14     don't remember the rationale for that, if it was in

       15     the write-up or not, but it was -- it was based on

       16     the fact that these -- these load flows that you do

       17     aren't going to be absolutely perfect.

       18               MR. HOLLOWAY:  This is Larry Holloway.

       19               Let me respond a little bit to that and --

       20     and actually I did have some kind of -- some
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       21     questions of the TO's response because here is the

       22     way that I see either one of these options and while

       23     I came up with Option 1, I -- I have to admit -- I

       24     will be honest -- I like Option 2 a little bit

       25     better, but the way I see either one of these is the
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        1     original base plan proposal by the CAWG attempted to

        2     do a beneficiaries test.  That was the attempt, to

        3     figure out what zones to -- you know, as we looked

        4     at it we thought that there were some regional

        5     benefits, we tried to capture that, and then we

        6     tried to allocate the other benefits per zone.

        7               What either of these options do is it goes

        8     one step further and I hear -- and I want to talk

        9     about this because I hear these terms used

       10     interchangeably and I don't believe they are -- and

       11     what the term is, we went one step further and used

       12     an a "cost causer" assignment.  That is not the same

       13     as a beneficiary test and I think there is a

       14     confusion with the TOs that it is.  A "cost causer"

       15     is the last one that comes along, but, you know, as

       16     Mike said before, "The last baby born pays for the

       17     new wing of the hospital."  That is "cost

       18     causation."  And, you know, we tried to pick up a

       19     little piece of that and assign it -- and assign it

       20     in this portion.

       21               Now I do want -- because I hear these

       22     arguments I do want to make one other quick comment.
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       23     When FERC Order 888 came out, one of the things FERC

       24     was concerned about by providing transmission access

       25     similar to what the transmission owner did for
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        1     hisself was that there would be generation plants

        2     stranded, and so they came up with some way to

        3     address that.  Whether they did it right or wrong, I

        4     don't know.

        5               Now, I think what I am hearing now is a

        6     lot of the TDU's are concerned that their

        7     transmission access is going to be stranded, so I

        8     mean -- I mean, you know, I see this as kind of the

        9     flip side.  As the TOs and their power plants have

       10     -- as they grow to the point where they need to use

       11     their -- their own generation to supply their own

       12     retail load there is a point where you are going to

       13     have to have access for other -- for other folks to

       14     get other generation and what we tried to do in the

       15     base plan was to compare the embedded cost, that

       16     hopefully if you are paying network service you are

       17     already paying anyway, so the question was as you

       18     needed more resources, as you were a TDU, you tried

       19     to get more resources if you could because you are

       20     already paying the same embedded cost of what

       21     everybody else does.

       22               MR. PROCTOR:  I want to give -- I was

       23     asked if I could give a little bit of background to
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       24     -- to folks that haven't been a part of this

       25     discussion up until today and -- and I want to try
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        1     to do that without taking way too much time on it,

        2     but essentially the Southwest Power Pool started the

        3     process and said "We want to look at essentially

        4     three types of requests for transmission service" --

        5     I am sorry -- "Three types of transmission

        6     upgrades."  I didn't even get the short version

        7     right.

        8               And one would be reliability upgrades that

        9     are necessary for -- for the system to operate in a

       10     reliable fashion and the -- the second -- I am --

       11     they actually call the second what they -- would be

       12     in addition to that economic upgrades that would

       13     improve the economics within the region, that would

       14     benefit folks by lowering the total production costs

       15     is the way I would put it, it would allow more

       16     trades to take place with cheaper energy being

       17     substitued for more expensive energy.

       18               The third type of upgrades that can occur

       19     were called "requestor grades," and included in that

       20     originally would be not only requests for

       21     point-to-point transmission that someone might put

       22     in, a transmission customer might put in, but if you

       23     were taking network service you could request a new

       24     designated resource to serve your load.  Now -- now,

       25     a new designated resource could be either a new
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        1     generation facility that was just built or it could

        2     be an existing facility that wasn't being used as a

        3     designated resource prior to that, prior to your

        4     request, so it doesn't -- it doesn't necessarily

        5     mean a new plant that's built, but for the

        6     Requestor, this is -- this is a new resource.  Al

        7     described that on -- on the muni; "My existing

        8     contract has come due and now I have to go out and

        9     -- and fill that contract that I previously had" and

       10     when I do that if it's not with the same incumbent

       11     or the same resource, it would be a new designated

       12     resource and so you have kind of generally those

       13     three categories and the CAWG struggled with "How do

       14     you evaluate for liability upgrades that include --

       15     that go out five years or ten years and don't

       16     include -- include load growth but don't include the

       17     resources necessary to meet that load growth on a

       18     reliability basis"?

       19               We struggled with that.  How do you do

       20     that?  How do you put a plan together that doesn't

       21     have enough generation to meet the load and -- and

       22     just about every way we could think of and I think

       23     initially we came back and reported to the group:

       24     "Well, we will just put in the minimum cost

       25     resource," but the one that's going to not require
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        1     any upgrades -- "the minimum transmission cost

        2     resources," the ones that don't require any upgrades

        3     and we could have gone that route, but we made the

        4     decision to include designated resources as a part

        5     of the base plan, you know, the transmission owners

        6     who -- and include it in the funding of the base

        7     plan.

        8               But let me say we -- there is a difference

        9     there and there is an important difference there.

       10     On a reliability upgrade, 33% of that upgrade is

       11     spread to everyone in the SPP footprint on -- on a

       12     load/ratio share basis.  I think SPP uses the 12

       13     points of peak as the load, but it's spread, and

       14     that was our proposal, to spread 33% of the costs to

       15     -- to everyone.

       16               The other 2/3rds, we said, would go to

       17     zones on a reliability upgrade and it would be

       18     allocated to the zones based upon this incremental

       19     megawatt/mile test, the idea being if you do an

       20     upgrade you -- what, you are going to -- you are

       21     going to reduce the flows on the existing system and

       22     when you reduce the flows on the existing system

       23     that is a benefit to the folks that are paying for

       24     that existing system, you know, in whatever load

       25     that -- that occurs in then they would get a -- a
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        1     portion of the cost allocated to them because they

        2     were benefiting from that -- benefiting from that

        3     upgrade.

        4               So -- and that is -- and we have not

        5     changed our position on that for reliability

        6     upgrades, pure reliability upgrades and -- but

        7     secondly our proposal on October 5th is this is a

        8     designated resource.  Okay.  We would use that same

        9     basic formula of 1/3rd-2/3rds, you know, 1/3rd

       10     region-wide, 2/3rds at a cost going to the zone, but

       11     we had a set of conditions that were added.  Now in

       12     those conditions -- and those have been mentioned,

       13     but a 5-year -- at least a 5-year contract in order

       14     for it to be in the base plan; the cost had to be

       15     less than $180,000 a megawatt; it couldn't exceed

       16     125% reserve margin; so -- Mark, did I get them all?

       17                    MR. ROSSI:  Yes.

       18                    MR. PROCTOR:  Okay.  This is -- we

       19     have been living this stuff, so I think I have got

       20     -- and those conditions were just placed on the

       21     designated resources.  That wasn't there for a

       22     reliability upgrade, and so we separately -- we

       23     understood that -- that there are some economics

       24     that go into the decision about the resources

       25     designated.
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        1               We understood that, but -- but it's really

        2     -- think about it back in terms of "What I have got

        3     here in the test that I am running are essentially

        4     reliability tests.  Can I meet the load with the

        5     generation?  I don't care what the cost is.  That's

        6     not the models I am running."  Excuse me.  "Those

        7     aren't the models I am running.  I am -- I am trying

        8     to determine whether or not I can rely -- reliably

        9     meet the load with those resources that have been --

       10     that people have designated that they are going to

       11     meet their load with" and that is an essentially

       12     fundamental -- the only question that we are asking,

       13     we have included the designated resources in that

       14     because it just makes sense to us if you are going

       15     to put in 10 years' worth of load growth we had

       16     better have some generation out there, you know, the

       17     reserves out there that are needed to meet that load

       18     growth and that's why we combined them and -- and we

       19     -- and we put them together.

       20               We also wanted to take into account, I

       21     think, the concerns that had been expressed by the

       22     -- the munis that -- about having competitive

       23     alternatives.  I am going frankly, you know, that is

       24     a concern that we have got.  Most of our -- most of

       25     our areas are still under traditional regulation.
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        1     Yeah, wholesale is deregulated, but do they have
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        2     competitive alternatives?

        3               So we put waivers in and we said, for

        4     example, "Muni, if you go out and -- and you try to

        5     get a new contract and -- and the best that you can

        6     do given the competitive alternatives is going to

        7     cost $200,000 a megawatt rather than $180,000 a

        8     megawatt, ask for a waiver."  We will see that.  And

        9     I think we are going to hear from the market monitor

       10     today and we didn't put it in our proposal, but it

       11     would make sense to me that the market monitor could

       12     evaluate that and say "Yeah.  Did this -- did this

       13     entity have these alternatives or -- or didn't they

       14     have these alternatives"?  I mean it seems to me

       15     like a straightforward process and a straightforward

       16     way to get a waiver.

       17               If they were just shopping around to get

       18     the best deal -- and that sounds great, you know,

       19     but -- and then going to -- to just want to kind of

       20     roll the costs -- the additional transmission cost

       21     from -- from that -- from the absolute best deal

       22     onto the other folks, that's where that $180,000 cap

       23     would come in and -- and would play a role and they

       24     could ask for a waiver, but the -- the answer would

       25     be "No."  You know, "If you want this best deal, you
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        1     are going to have to pay for that incremental" --

        2     so, I mean, honestly I can speak for the CAWG, we
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        3     felt like they had "skin in the game."  I mean that

        4     -- that's the terminology that they have used in our

        5     initial proposal, but -- but we got this other

        6     feedback, so we tried to come up with some

        7     alternatives that would put some additional amount

        8     and -- and Larry came up with a proposal and I think

        9     it -- I think it was right on.

       10               When you start to look at the numbers and

       11     -- and you say "Should I go above 10%?" you know,

       12     and -- and you look at it in terms of -- and I am

       13     just going to lay it out flat the way I see it --

       14     transmission owners that -- that have 80% or 90% of

       15     the load-ratio share in -- in their area, okay, and

       16     it really -- it really doesn't make much -- much

       17     difference if we go up to 100% for those folks.

       18               They are going to pay 90% of it anyway.

       19     Okay?  And -- and I am just trying to help you get

       20     an understanding -- an understanding of what this

       21     10% is.

       22               It's probably, for most TOs, the increment

       23     they wouldn't have to pay anyway.  You know, if they

       24     went to lower rate -- ratio shares they pay 90%.  If

       25     we -- if we pull an additional 10% in there -- I
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        1     mean that -- that was kind of the limit or the

        2     rationale I think on that portion of it there.

        3               We also felt the current policy is way out

        4     of whack and I am not sure that is where you ought
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        5     to be measuring it from.  If the TO builds the

        6     transmission line to upgrade its -- for its DNR it

        7     can roll that into rates and -- but the TDU, the

        8     muni, the small guys, can't.  They get 100% of it

        9     assigned to them and that's the current policy and

       10     that's the -- by the way, it's the same policy as

       11     MISO.  I -- I agree with them on that attachment end

       12     of it.

       13               I have gone over that and over that and

       14     it's hard to read, but I think it's -- you know, I

       15     think it's a bad policy.  I think it's -- I think

       16     it's biased against the -- the small guys and, you

       17     know, I think most of the people on the CAWG have

       18     felt that, as well, so that's -- I am trying to give

       19     an overview to -- to folks that -- that haven't

       20     heard this before.  If you have heard it all before,

       21     I am sorry to take the time -- but to kind of give

       22     you the views and what we have been struggling with.

       23               CHAIRPERSON BODE:  Before -- before

       24     anybody else breaks in, we have a photographer with

       25     SPP that would like to have the board just quickly
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        1     take a picture and it's probably a good time for our

        2     court reporter to have a little break, as well as

        3     all of the rest of us, to visit the bathrooms and we

        4     will -- so we will take a break at this point and be

        5     back here at 3:00 then.
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        6               (Brief recess)

        7               CHAIRPERSON BODE:  As we are getting back

        8     together, Larry, did you want to add something?

        9               I saw that you were -- you were angling

       10     towards the microphone and did you want to add

       11     something to the discussion since you were a very

       12     big part of the group put together with Mike?

       13               MR. HOLLOWAY:  I -- I just wanted to

       14     quickly add -- let's -- I think we focused a lot on

       15     the DNR and stuff this base plan.  Let's don't

       16     forget that the FERC board of 2003(a) basically pays

       17     back for generation interconnections, so, I mean, I

       18     don't care you want to get in a situation where --

       19     where it actually makes more sense for a TDU to go

       20     to a new generator because they can get generation

       21     -- they can get network service upgrades and get

       22     their transmission credit paid for without having to

       23     pay for any upgrade, so I mean I -- I think -- I

       24     don't think we want to lose sight of what order

       25     2003(a) does and I am worried that there could be
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        1     some gaining between the two if we are not careful.

        2               CHAIRPERSON BODE:  Thank you.

        3               SECRETARY CARUTHERS-PARSLEY:  Which option

        4     do you think that are out there, either -- and

        5     actually I think there is actually a third option,

        6     which is just not adopt either one, but of those

        7     three options, which do you think is the most
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        8     credible?

        9               MR. HOLLOWAY:  Well, actually, I think

       10     they all kind of doable.  I mean the CAWG came up,

       11     of course, with Option 3, which was not to change

       12     our original base plan was our original suggestion.

       13     You know, Option 1 or 2 were the other options that

       14     we came up with to try to address some concerns,

       15     and, like I said, I think my Option 2 is a lot more

       16     scientific than my Option 1, which was just to try

       17     to -- to -- if I can use the vernacular I guess "put

       18     some skin in the game" for the cost causer, so I

       19     mean I guess that would be my -- my perspective on

       20     that.

       21               CHAIRPERSON BODE:  Thank you.  Did anybody

       22     else have -- have any questions or comments?

       23               SECRETARY CARUTHERS-PARSLEY:  I -- I

       24     actually did have a question.

       25               I agree.  I thought that the "skin in the

                   BUSHMAN COURT REPORTERS - 512.372.5115

                       RSC - REGIONAL STATE COMMITTEE
                        FOR THE SOUTHWEST POWER POOL
                                                                71

        1     game" was the long-term contracts and the other

        2     impositions -- the other conditions that we imposed

        3     on -- on seeking a transmission upgrade in this way

        4     and I guess my question is if you have to have a

        5     long-term contract in order to come to SPP and try

        6     to get your base upgrade, yet you have to have some

        7     estimation of this additional layer of cost that you

        8     are going to be possibly incurring how can you go
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        9     get a long-term contract before you can come to SPP

       10     to actually even see if you can get the upgrade?

       11               And I am just wondering if we are not

       12     making this actually, as a practical matter,

       13     impossible for anyone to go forward with a contract

       14     that they will actually know is a better deal for

       15     them in the market than what they have got or what

       16     they need because they are put in a very difficult

       17     time coming up with that?  Let me see if anybody has

       18     got any thoughts about that.

       19               MR. TOTTEN:  I -- I think -- Al, you may

       20     be better to answer that -- this is Jess Totten --

       21     but I think we have thought about it as a kind of a

       22     sequential process that you would probably have a

       23     conditional contract initially that you would take

       24     to get some evaluation of the transmission

       25     requirements from the Southwest Power Pool planning
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        1     folks and then once you made your decision and went

        2     from a conditional contract to a firm contract, then

        3     you would get the -- the transmission built to get

        4     that power moved to your loads.

        5               MR. ROBBINS:  I guess it would have to --

        6     you know, part of what to my knowledge has not been

        7     addressed are some of the mechanical procedural

        8     implementation efforts of whatever policy is adopted

        9     and what you are raising certainly brings that to

       10     the forefront.
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       11               And I think you are quite right that as

       12     the -- the Requestor is looking at power-supply

       13     options and in running its economic analysis it's

       14     going to have to have some idea of what the overall

       15     costs are going to be, if that's going to include

       16     the transmission costs, and the more variability

       17     there is to what its ultimate transmission

       18     responsibility is the more uncertain its planning is

       19     going to be and at some point uncertain planning

       20     becomes no planning because they can't take the

       21     risk, so they may have to go with what appears to be

       22     a potentially more expensive generation option

       23     because it's more stable.

       24               That is contrary to the notion of the

       25     market, but it's consistent with most municipal and
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        1     co-op planning that they meet stability, they meet

        2     predictability, they are not risk-takers, so, you

        3     know, with that -- you know, that said, you still

        4     have to get transmission and you still have to put

        5     the request in, so there is a certain amount of lead

        6     time built in anyway and so I guess one of the keys

        7     would be that as part of this process of the lead

        8     time you get some early indications of what the

        9     outcome or application of whatever policy is adopted

       10     is going to translate into, but that in my mind,

       11     among other things, also argues for simplicity and

Page 69



1026 Minutes - Attachment 5 - Transcript
       12     transparency, so that that process is not prolonged,

       13     it's not delayed, it doesn't get bogged down in a

       14     dispute because it is not transparent or it is

       15     overly complicated and -- and that sort of thing.

       16               You know, even -- admittedly even into the

       17     October 5th proposal where there is 180,000 per

       18     megawatt cap, until the Requestor puts its request

       19     in and gets some sort of preliminary study from SPP,

       20     the Requestor doesn't know, number one, is any

       21     upgrade required at all; and, number two, if there

       22     is, what's the cost?  And until you have those

       23     answers you don't know whether you are looking at

       24     something over having to directly pay for any excess

       25     over 180 and/or if you think you qualify seeking a
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        1     waiver for planning purposes you have to at least

        2     take the conservative assumption and build it into

        3     your studies any excess over 180, so it is a

        4     concern, but to some degree it's inherent in

        5     anything we do in here, but it can be aggravated

        6     significantly by complexity and lack of transparency

        7     I think.

        8               SECRETARY CARUTHERS-PARSLEY:  It also

        9     seemed that SPP would have to run several different

       10     analyses because if you couldn't go to one -- well,

       11     you -- maybe it could go to one generation and see

       12     if it works and try -- and try to see if that is the

       13     most economic, but if it's not then you would have
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       14     to run a series of things I would assume through SPP

       15     and try to see if they would be doable at all.

       16               MR. ROBBINS:  Right.

       17               CHAIRPERSON BODE:  How expensive are

       18     those?

       19               MR. ROBBINS:  The studies?

       20               CHAIRPERSON BODE:  Yes.

       21               MR. ROBBINS:  I think SPP can tell you

       22     better than I can, but I know that later on my

       23     clients close up -- and I have not heard anything

       24     less than $25,000 a study for initial studies and

       25     that's not -- that is usually just the initial -- I
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        1     am blank on the term, but that's the initial -- it's

        2     not the actual facility study.  It's the --

        3               MR. PROCTOR:  The impact study.

        4               MR. ROBBINS:  -- impact study.

        5               CHAIRPERSON BODE:  I think Julie asked a

        6     good question.

        7               Could someone walk through the process, as

        8     we know it, you know, in terms of what you would do

        9     to apply?  Bruce -- Bruce would probably be a good

       10     one or do you want -- whoever -- whoever has that

       11     information, kind of what would you -- what is the

       12     first step?  Just remind us.  And I have heard this

       13     before, but -- if it's a stupid question, I

       14     apologize.
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       15               MR REW:  Sure.  This is Bruce Rew, with

       16     Southwest Power.

       17               I will try to walk through that.  The way

       18     we would look at this is all of the load-serving

       19     entities would designate their resources needed to

       20     meet their load forecast for the planning horizion

       21     and at that time there would be some entities that

       22     would know right up front that they are going to

       23     need to request waivers, you know, if you are over

       24     the 125% capacity margin or if your contract is less

       25     than five years, so we would probably work through
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        1     those waivers at that -- at that point.

        2               Then we would go and do the initial

        3     evaluation to determine what, if any, upgrades are

        4     needed to serve the load through the planning

        5     horizion.  It's at that point that once we have

        6     determined the upgrades, the thing -- we would go in

        7     and evaluate which upgrades are expensive, which

        8     requests would be over the $180,000 cap and then we

        9     would go back to the customer at that point and --

       10     and finalize the arrangements, working through any

       11     other deals that we need to for a specific request

       12     that -- let's say of over $180,000, so that's a -- a

       13     very high-level process that we would go through to

       14     determine what upgrades would be part of the

       15     reliability needs.

       16               CHAIRPERSON BODE:  Well, Bruce do you see
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       17     any -- do you see any -- any situations where people

       18     when you make the first -- you ask -- you ask the

       19     first question and they are looking at their own

       20     needs that they would not know where they could get

       21     the best deal until you all did the study?

       22               MR REW:  Yes.  I think there may be some

       23     times when customers have two options that they are

       24     looking at and transmission costs would be part of

       25     that.
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        1               There are certainly a lot of other factors

        2     that go into it and transmission typically is a

        3     small percentage of the overall generation costs,

        4     but if there were situations where the transmission

        5     price is -- is a -- you know make or break for some

        6     deals, then the options would be for them to, you

        7     know, request some type of special evaluation to

        8     look at that and, you know, that may be a specific

        9     study or service that we could provide in looking at

       10     transmission needs for specific requests and -- and

       11     I think the other thing that will happen is as we go

       12     through this over time and gain some years of

       13     experience people will become familiar with what the

       14     transmission rates are and what it will cost to get

       15     into an area, just like they are today after we have

       16     had five years of long-term transmission service the

       17     people pretty much know what it costs to get out of
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       18     certain regions in the SPP for transmission service

       19     and that will occur as well in the -- the base plan

       20     evaluation.

       21               CHAIRPERSON BODE:  Thank you.

       22               Michael.

       23               MR. DESSELLE:  Thank you.

       24               I want to respond to something Larry said

       25     earlier about the issue -- I am sorry; this is
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        1     Michael Desselle on behalf of the TOs -- he said the

        2     issue of cost-causer and the issue of beneficiary

        3     pays that we are confused with.  Well, we are not.

        4     We truly -- we truly do understand that issue and --

        5     and we were sort of in the position originally

        6     saying "Well, whoever benefits ought to pay" and we

        7     -- and we understand that if we benefit from a new

        8     designated resource we ought to pay for that.

        9               What we have said is that the way to

       10     analyze how we benefit, the appropriate way to

       11     analyze that, is to predict full cost of the service

       12     and whether that's a production cost model or LNP,

       13     we are not -- we are not tied to one way or another,

       14     but you have to look at it from the total cost in

       15     providing the service and megawatt/mile is not the

       16     appropriate approach in our view.

       17               What -- what's been asked, as we

       18     understand these proposals, we aren't the ones that

       19     are going to be causing these particular designated
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       20     resource requirements, and so if -- if they are

       21     caused by one of our transmission-dependent

       22     utilities and what's being proposed here is that the

       23     dollars that will come out of that -- at the end of

       24     that process will be allocated to us and then we

       25     will have to be going to our state commissions and
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        1     saying "Gee, we have got these new, additional

        2     costs.  We don't necessarily benefit from them

        3     because we have done a test and we -- we benefit

        4     whatever the percentage is, but the incremental

        5     amount is going to be allocated to us anyway and we

        6     are -- we are wanting some recovery of that" and so

        7     that is our concern.

        8               So we understand the cost-causer.  We

        9     understand the beneficiary pays and -- and the

       10     bottom -- at the end of the day what we are saying

       11     is is to do the determination of how the beneficiary

       12     is determined it has to be done at a full cost of

       13     providing the service.

       14               COMMISSIONER HOCHSTETTER:  Can I ask a

       15     quick question, Michael?

       16               What is the financial differential in

       17     terms of impact to the TOs between the megawatt/mile

       18     refinement of what, you know, our original base plan

       19     solution was in your production cost model approach,

       20     in other words, if we were going to take Option 2 as
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       21     a CAWG's list, which is the fine-tuning of the

       22     megawatt/mile approach to an intrazonal cost

       23     allocation, how does that prejudice you more or

       24     actually cost you more money than a production cost

       25     model?
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        1               Have you all quantified that at all?

        2               MR. DESSELLE:  No, I don't think we have,

        3     but if I look at this and it says 30 -- 33% of that

        4     new designated resource is going to be allocated to

        5     everybody in the zone; whether they benefit from it

        6     or not we don't know; it's going to be -- right off

        7     of the top it's going to be given to everybody in

        8     the zone or everybody in the footprint -- excuse me

        9     -- and then the remaining 67%, then they are going

       10     to do a cost/beneficiaries test and I don't know

       11     what the difference would be between the

       12     megawatt/mile approach and an full-blown costing

       13     approach but what isn't being measured in a

       14     megawatt/mile approach is the production costs

       15     benefits and how -- and how that new designated

       16     resource and the transmission built to -- to provide

       17     that energy to that designated -- to that TDU, how

       18     does that benefit us in our company, SWEPCO, for

       19     instance, and -- and if you do it by the

       20     meagwatt/mile you are never going to get that number

       21     and what the incremental is, we haven't done the

       22     calculation to determine that.
Page 76



1026 Minutes - Attachment 5 - Transcript

       23               MR. HOLLOWAY:  Yeah.  If I could respond

       24     just a little bit?

       25               You made a statement that -- that I -- I
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        1     fundamentally disagree with and that is you said you

        2     would never use the DNR.  In my mind, if you are a

        3     vertically-integrated utility that owners

        4     transmission and generation -- let me give you an

        5     example -- say you have a 500 megawatt coal plant.

        6     Right now you are selling 200 megawatts to TDUs.  I

        7     mean -- I mean saying -- say you have got a

        8     50-megawatt contract that lasts five years.  When

        9     that contract is up you decide "No.  I am no longer

       10     going to sell that.  I am going to use it to serve

       11     my retail load," you have just designated a new

       12     50-megawatt DNR when you did that.  That -- that 50

       13     additional megawatts to that coal plant has become

       14     the designated network resource for you.

       15               MR. DESSELLE:  You are absolutely right

       16     and -- and in that case the analysis shows that the

       17     beneficiary is my company in that particular

       18     instance and we are not suggesting that we shouldn't

       19     pay for it in that case, but if you will look at a

       20     TDU situation where they -- they are looking at a

       21     new designated resource that is going to benefit my

       22     company, then the dollars are significantly

       23     different.
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       24               MR. HOLLOWAY:  But -- but the network

       25     transmission service tariff that hopefully everybody
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        1     is eventually on is -- is paying for the cost of

        2     service to your transmission I mean and what we are

        3     simply attempting to do is to -- is that -- is so

        4     that everybody uses the transmission system equally.

        5               MR. DESSELLE:  Well, that assumes a couple

        6     of things, that when we come to the state to get

        7     recovery of that that it's allowed.  There is no

        8     guarantee that that's allowed and -- and that's the

        9     concern.

       10               MR. HOLLOWAY:  That's a different issue.

       11               MR. DESSELLE:  And that we get full

       12     recovery of those costs.

       13               SECRETARY CARUTHERS-PARSLEY:  Can I just

       14     make an observation?

       15               It is kind of an interesting idea that a

       16     competitive market would benefit one particular

       17     company or another and what you just said, Michael,

       18     was that this doesn't benefit your company, but it's

       19     a competitive wholesale market, so it, by

       20     definition, wouldn't benefit your company, so I -- I

       21     think you have got some disconnects going on here --

       22               MR. DESSELLE:  I don't think I said that.

       23               SECRETARY CARUTHERS-PARSLEY:  No?

       24               Well, you said it didn't benefit you, so

       25     it wouldn't -- shouldn't be allowed and my point is
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        1     that it should be a system of a competitive,

        2     wholesale market.  I mean maybe I am wrong, but

        3     that's just -- it seems to me that that's right.

        4               MR. DESSELLE:  Right.  This could benefit

        5     in part.  The difference is that the source and

        6     synchs are different and now we are looking at

        7     synchs that may be -- or for sources that may be in

        8     entirely different places than they are originally

        9     intended to be or -- or had been in the past.

       10               MR. ANDERSON:  I would like -- if the --

       11     this integrated transmission system is so integrated

       12     -- I am sorry.  This is Gene Anderson with OMPA --

       13     that one of the difficulties we have with dealing

       14     with megawatt/mile or LMP or -- or even production

       15     costing is if an upgrade is built today in the

       16     example Larry gave is because AEP just designated

       17     another 50 megawatts of -- of DNR at the existing

       18     plant and there are upgrades that are made we don't

       19     know tomorrow who is going to benefit from those

       20     upgrades, but the very fact that they are now

       21     integrated into the system causes other things to be

       22     possible that weren't even contemplated when they

       23     made that decision and it's just a never-ending

       24     picture of -- of who benefits by these different

       25     upgrades and -- and there is no good way to measure
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        1     that.  I -- it's interesting to me that we keep

        2     rolling back to -- to cost recovery and I can tell

        3     you we have absolutely no objection to the TO's

        4     getting cost recovery for the facilities they put in

        5     and -- and, so, we support them being allowed

        6     appropriate cost recovery and that -- really I would

        7     like to move that off of the table.

        8               But I really think that the overarching

        9     obligation -- I didn't think that was funny, but

       10     nevertheless -- the -- the overarching business of

       11     SPP ought to be to build a robust transmission

       12     system that encourages competition and when we start

       13     down the road -- if -- if we had a full-production

       14     costing model just think about what that does; if I

       15     can go off to a different zone and I can buy energy

       16     and save $2 a megawatt-hour but I come back to my

       17     own zone and say "Well, Gee, what we are going to do

       18     is allocate your transmission," so we take that $2 a

       19     megawatt-hour back away from you, what's the point?

       20     I mean we didn't encourage competition.  We

       21     encouraged staying at home and -- and we just really

       22     need to stick with that -- our overarching business

       23     is providing a robust transmission system that --

       24     that encourages competition and that we compensate

       25     those people who have invested in it appropriately
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        1     and if we do that, you know, it's a matter of --

        2     then of just doing good planning and figuring out

        3     what makes the best economic sense and moving on

        4     down the road.

        5               MR. DESSELLE:  Well -- this is Michael

        6     Desselle again -- and for once I have to agree with

        7     Gene.

        8               MR. ANDERSON:  That is the second time,

        9     Michael.

       10               MR. DESSELLE:  That's fine.  The second

       11     time that I have to agree with Gene.

       12               What we are proposing here is to -- to

       13     figure out the appropriate way to allocate the costs

       14     to someone, to whoever that entity is, and we don't

       15     think that it's fair in the proposal today that we

       16     should be picking up the costs.  We are not opposed

       17     to creating a robust transmission system that

       18     benefits competition.  We are 100% for that.  What

       19     we are -- what we are opposed to is paying for it on

       20     our customer's backs.  It ought to be equally shared

       21     and it ought to be shared on who benefits.  That is

       22     all we are suggesting.

       23               Now, this proposal is one -- you know that

       24     the one that came out before October 5th, we don't

       25     agree with.  This one is more in the right
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        1     direction.  We threw it out the last time we met

        2     50/50 and, you know, there are a number of ways to

        3     get to it, but all we are trying to do is make sure

        4     that our customers don't pay for that, that

        5     everybody share in the appropriate -- in the

        6     relationship to their benefit.

        7               CHAIRPERSON BODE:  You all decide amongst

        8     you who wants to -- just take turns.

        9               MR. NEWELL:  This is Gary Newell, for

       10     Lafayette again.

       11               CHAIRPERSON BODE:  Move closer to this, so

       12     we can hear you.

       13               Thank you.

       14               MR. NEWELL:  How does that sound?

       15               CHAIRPERSON BODE:  Thank you.

       16               MR. NEWELL:  Is that better?

       17               This is Gary Newell, again.

       18               Commissioner Parsley asked a question

       19     about whether doesn't everyone benefit from, you

       20     know, a enhancement to competition in the region and

       21     I think the answer is "Absolutely yes."  The problem

       22     with these benefits analyses that we have been

       23     talking about, whether it's, you know, a

       24     meagwatt/mile or producing costs or whatever, is

       25     that they tend to be sort of too narrowly focused in
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        1     my view and they don't incorporate the full range of
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        2     benefits that are provided to the region as a whole

        3     from bringing in a new competitive resource in the

        4     area and even looking more narrowly at just the

        5     transmission upgrades.  You need to think about the

        6     reliability enhancements that accompany any further

        7     reinforcement to the highly-integrated network.  If

        8     you get into a hot day where things are starting to

        9     fall apart on the electrical system, you know, just

       10     about every element that's in service is going to be

       11     helping -- helping you maintain reliable service and

       12     that -- that can't be ignored.

       13               The other -- the other point I was going

       14     to make is -- and this came back -- I was talking

       15     with Mike at the break about the question he had

       16     asked earlier, whether everybody will benefit from

       17     upgrades that alleviate congestion to some degree; I

       18     think the answer is "Yes."  Even customers who serve

       19     under "full-requirements" arrangements typically

       20     will buy energy based on some measure of the cost of

       21     supply and so where -- you know, almost nobody buys

       22     at a fixed energy price.  They might buy in a fixed

       23     capacity price, but typically the energy price is

       24     going to be tied back to the cost of supply and so

       25     if you are able to integrate a new resource that
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        1     reduces the cost on a region-wide basis or if you

        2     build an upgrade that reduces congestion to some
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        3     degree, unless you are a full-blown LNP, which is

        4     down the road quite a ways, those benefits will

        5     typically be more widely spread than to, you know,

        6     individual discrete purchasers.

        7               What that takes me in the direction of

        8     concluding is that any exercise in trying to trace

        9     benefits on a very precise basis is -- is extremely

       10     subjective in the final analysis and has to both be

       11     very broad-based looking at all of the benefits,

       12     reliability and economics, as well; it also has to

       13     be updated frequently because those benefit

       14     distributions will change depending upon the

       15     topography of the network.  It leads me back to

       16     saying -- concluding that rolling in the costs is

       17     really the best way of recognizing that the region,

       18     as a whole, will benefit from -- from the upgrades

       19     and anything that tries to parcel out benefits on a

       20     more customer-specific basis is subjective and,

       21     therefore, is subject to reviews.

       22               MR. ROBBINS:  Al Robbins, for KMU.

       23               Two points:  Just quickly picking up on

       24     the example that Larry used before, I mentioned

       25     earlier that some of the CMU members have now
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        1     received notice of termination of their contracts,

        2     which means these current suppliers no longer are

        3     going to have to use that generation to serve them

        4     and in Larry's example for all we know they are
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        5     going to use it to serve their native load or

        6     whoever, so they have been, in effect, designated a

        7     "new resource."  I don't see anything in the policy,

        8     though, that suggests they would be deemed the

        9     "requestor."  They may have put us out in the

       10     market.  If our new supply requires an upgrade, as

       11     far as I know we are going to be deemed the

       12     "Requestor" -- not them.

       13               Now they are the ones who -- who initiated

       14     it.  Even if they didn't initiate it, you still have

       15     this duality that the power supply is changing, that

       16     resources are now being used in -- in both ways and

       17     why is one the Requestor rather than the other?

       18     What is the motivation here?  Who is suggesting that

       19     TDUs should be tagged "Requestor"?  The comment has

       20     been made that we are not talking about TDUs and TOs

       21     and IOUs; we are talking about transmission

       22     customers, yes.

       23               But are the rules being written precisely

       24     enough so that in this situation, for example, there

       25     is not a bias of who ends up wearing the hat with
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        1     "Requestor" across it?  It doesn't seem to be the

        2     case, so I think it's a very good point that Larry

        3     makes and that we need to focus on.  Thank you.

        4               Second --

        5               COMMISSIONER HOCHSTETTER:  Can -- can I
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        6     ask a quick question on that point that you just

        7     made?

        8               When SPP's megawatt/mile load flow

        9     analysis pick up that concern and addresses this

       10     that you just mentioned it would show who is getting

       11     the benefit of the changed flows on the grid -- Mark

       12     is nodding his head; Bruce is nodding his head -- I

       13     mean, you know, that fixes that problem and I keep

       14     going back to, you know, let's -- let's find some

       15     kind of a simple way of tracking those kinds of

       16     changes and can Bruce or Mark respond to that?

       17               MR. ROBBINS:  Can I take a stab first,

       18     Bruce, and then you can tell me if I have got it

       19     right?

       20               The -- under the October 5 proposal you

       21     are not -- except if you are going over the $180,000

       22     or seeking a waiver -- let's simply this for the

       23     moment; assume you are not, then, you are -- if I am

       24     not forgetting anything it doesn't matter who the

       25     Requestor was, as such.  It does matter if either
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        1     you are seeking a waiver or you are going over one

        2     of those -- you are going over the limit.  Otherwise

        3     the megawatt/mile is just allocating among the

        4     zones, not down to specific entities within the

        5     zone.

        6               COMMISSIONER HOCHSTETTER:  I am talking

        7     about the refinement, the October 19th or 20th
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        8     refinement that we are finally getting at this

        9     problem, which is my concern, the cross-subsidies

       10     within each zone, their solution satisfies that,

       11     doesn't it?

       12               MR. ROBBINS:  Well, no.  My -- my point is

       13     that if you go under -- I guess by "the refinement,"

       14     you are talking about Option 2 --

       15               COMMISSIONER HOCHSTETTER:  Right.

       16               MR. ROBBINS:  Well, that -- that takes me

       17     back to the initial concern.

       18               Now what you are measuring is how much

       19     does the Requestor benefit, so the first point is

       20     who was the Requestor?  If -- why isn't the company

       21     issuing the notice of termination to the Requestor

       22     so you are looking to see how much they benefit

       23     rather than to see how much we are benefiting and --

       24     and, yet, the way I read the policy it would be the

       25     muni who has been thrown out in the market that is
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        1     the Requestor that is going to be the cause of that

        2     study, you know?

        3               MR REW:  If I can just respond, my Option

        4     Two that we have proposed, its intent is to identify

        5     the beneficiaries within that zone based on the

        6     Requestor and it will -- will set a cap on the other

        7     entities to be their load/ratio share, so it will be

        8     evaluating these incremental megawatt/mile changes
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        9     which reflects a change in its usage of its system

       10     to determine the beneficiaries.

       11               MR. DESSELLE:  Let -- can I ask a

       12     question?  In some of the studies that are underway

       13     right now, aren't you looking at generator benefits?

       14               MR. HOLLOWAY:  Let me -- let me address

       15     this specific issue real quick, if I could, Mike.

       16               This is Larry Holloway.

       17               MR. DESSELLE:  I would like to hear that

       18     answer, if you wouldn't mind.

       19               MR. HOLLOWAY:  Well, I -- I don't think

       20     it's going to answer the -- the question that --

       21     that Chair Hochstetter asked or Vice-Chair

       22     Hochstetter asks was -- was "Did this Option 2

       23     address" -- you know "What was the effect of Option

       24     Two"?  Option 2 weights it on the Requestor, that is

       25     correct.
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        1               I know Mike and I have exchanged some

        2     e-mails.  There is a possibility that the upgrade

        3     would actually have -- one or the other LSEs could

        4     actually -- inside the zone could actually have more

        5     benefits than the Requestor in relation to their

        6     load/ratio shared.  It wouldn't be impossible.

        7               Option 2 would -- would -- as I said

        8     earlier, it's a cost-causation assignment, not

        9     necessarily a beneficiary assignment.  Now, I think

       10     -- I think the effect would be minor, but --
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       11               COMMISSIONER HOCHSTETTER:  Can it be

       12     changed to reflect beneficiaries because I thought

       13     that was the way that we were doing it on a macro

       14     level on the interzonal allocations, we were looking

       15     to see who benefited from the changes of flow.  Why

       16     can't we do that intrazonally, too?  I thought that

       17     is what Option 2 was, so I mean if that is not what

       18     Option 2 does, can we fix Option 2 to make it do --

       19     do it within the zone the way we are doing it

       20     between the zones?

       21               MR. HOLLOWAY:  I think we do.  Within the

       22     zone, you are just back to load/ratio share, I

       23     think.  Maybe -- no; no; I am sorry.  You can do it

       24     that way.

       25               MR. ROBBINS:  That actually takes me to my
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        1     second point.  I think -- Mike will probably think I

        2     am taking it out of context; I am not meaning to, if

        3     I am -- but he said that, you know, the costs ought

        4     to be borne pro rata or equally from those folks in

        5     the zone.  I think if you roll the cart to that

        6     portion, we go back to, say, October 5, 67% is going

        7     to be allocated to the zone.  Within that zone right

        8     now all transmission customers would bear their

        9     costs basically relative to their load/ratio share.

       10     That is all bearing it equally.  We are bearing

       11     costs that we don't necessarily benefit from; there
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       12     are other customers that are bearing costs that they

       13     may or may not benefit from.

       14               That takes it back to the fact that it is

       15     an integrated grid with rolled-in rates and it is

       16     being shared because we don't pay 50% of our

       17     load/ratio share for transmission rate; we -- we pay

       18     a full rate.  We don't get a discounted rate.  So

       19     when we pay the full rate, what -- how is it that we

       20     are not bearing our pro rata share of the costs that

       21     were allocated to the zone?  It goes both ways.

       22               And so that answers -- we are -- we are --

       23     by trying to get more granular than that you are --

       24     you are not achieving that; you are departing from

       25     that and you are doing other things and creating
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        1     other consequences whether you intend it or not.

        2               CHAIRPERSON BODE:  Michael, I think you

        3     had a question that you wanted to have answered by

        4     Bruce.

        5               Let's finish that up and then we can go

        6     back.

        7               MR. DESSELLE:  Do you remember the

        8     question, Bruce?

        9               In studies that you are looking at today,

       10     do you -- do you measure other than just a

       11     megawatt/mile?  In fact, are you looking at

       12     generator benefits and other -- other tasks?

       13               MR REW:  Well, in studies such as the
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       14     circle evaluation, we were looking at both the

       15     liability and economic benefits for that particular

       16     upgrade, so we do have the capability to do that.

       17     You know, we are in the early percentages of

       18     determining economic benefits, so it is not a mature

       19     process by any means, but we do have the tools

       20     in-house to do the economic evaluation.

       21               COMMISSIONER HOCHSTETTER:  So, going back

       22     to, you know, trying to get your arms around a

       23     methodology that would assess the actual

       24     beneficiaries, not just the cost-causer pay aspect

       25     of allocating costs, you know, not just between zone
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        1     but within a zone, so is there some enhancement to

        2     the megawatt/mile method then that SPP could use and

        3     thinks maybe it should use to get at some of these

        4     concerns about not just new designated resources,

        5     but changes and use of existing network resources

        6     and to see who is actually benefiting from the

        7     changes in the flows?

        8               MR REW:  The Option 2 attempts to do that

        9     and here is how it does that.  We look at the

       10     benefits that each one of the load-serving entities

       11     within the zone receives, so if it is a -- a smaller

       12     portion of the benefit then you get assigned a lower

       13     portion of the costs; at the same time we recognize

       14     who the cost-causer is and we don't have a cap on
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       15     him like we do the other load-serving entities, so

       16     we -- we kind of have a mix of both the load-serving

       17     entity -- or, excuse me -- the cost-causer and the

       18     beneficiaries.

       19               Do you agree with that, Mike?

       20               MR. DESSELLE:  Yeah.  I think Larry was

       21     giving us an example that, quite frankly, the CAWG

       22     has not sat down and gone into detail about it and

       23     that's what happens when you change a designated

       24     network resource.  I know -- we have talked about it

       25     internally, but I don't think that we have talked
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        1     about it as a group because -- because when you --

        2     when you drop one resource as a designated resource,

        3     in essence that frees up some portions of the

        4     transmission system and it provides benefits to

        5     other folks and then when you adopt a new designated

        6     resource, a different one, you know, that adds flows

        7     and then when you put in the upgrades that are

        8     necessary you are reducing those flows, but we

        9     haven't worked -- gone through -- Commissioner

       10     Hochstetter, we haven't gone through the details of

       11     some of these specific examples of the type that

       12     Larry is talking about and they add an additional

       13     complexity to it and that is "Well, what if that

       14     resource that was dropped is now picked up by

       15     somebody else as a designated network resource?" and

       16     perhaps even the timing issues associated with that.
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       17               As a group, we just haven't had time.  I

       18     mean we -- I gave you the dates at the outset, you

       19     know, and we -- we got the feedback on October 12th.

       20     We came up with some proposals by the 15th and then

       21     refined that as the next Monday.  We haven't had

       22     time to sit down and go through all of -- all of the

       23     possible situations that could potentially occur out

       24     there to -- to see how they would fit together under

       25     Option 2, so that's -- that's really my answer.
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        1               We haven't discussed in detail how the

        2     incremental megawatt/mile approach would work.  I

        3     wanted to answer another question and that is when

        4     you bring in the economic benefits along with the

        5     reliability benefits, somebody is going to have to

        6     make a decision about how much weight you put on

        7     each of those.  You know, if you are running

        8     incremental megawatt/mile and you are running a

        9     production costs or LNP or whatever, and we -- the

       10     CAWG discussed that and at -- at some point somebody

       11     is going to say -- have to say "How much weight do

       12     we put -- put on each of these analyses?"  We got

       13     both of those benefits running around.  You know, we

       14     have unloaded the part of the system and that's a

       15     benefit to people in the context of reliability and

       16     -- and we have relieved congestion and that's a

       17     benefit in terms of -- in terms of economics and how
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       18     do we weigh each of these is we put together some

       19     sort of cost allocation proposal and -- and that's a

       20     difficult -- that's another question we would have

       21     to answer if -- if we looked at those things.

       22               I am going to add a third thing, that when

       23     you start looking at economics and -- and I have

       24     been involved with that at the Midwest ISO.  They

       25     have a proposal going out, there was a vote on it
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        1     yesterday, on how to treat economic upgrades and how

        2     to measure the benefits from those.  That discussion

        3     -- and, Walt, you can correct me if I am wrong -- I

        4     think it took over six months, eight months just

        5     really focused on that question:  "How do you

        6     measure the benefits?" and -- and then when we got

        7     to the end I don't think anybody was very satisfied

        8     with "How then do you allocate those benefits?"  We

        9     can measure them.  You know, they decided that they

       10     would measure them as change in production costs.

       11     That is the Midwest ISO proposal.

       12               But then how do you allocate those to

       13     load-serving entities?  And -- and just to give you

       14     a quick example of that, when you relieve

       15     congestion, some entities are going to benefit from

       16     that through increased sales of -- of electricity,

       17     they are going to make more profit, and some

       18     entities are going to benefit from it through

       19     purchases.  They are going to be able to buy power
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       20     at a lower rate.

       21               How do you -- how do you put all of those

       22     together when you got this mix of IPPs, traditional

       23     utilities, and I will -- I will defer to -- to what

       24     Gary said before, but you have got -- I think you do

       25     have a mix of transmission-dependent utilities, some
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        1     of them that are on fixed price contracts and -- and

        2     they may benefit if you purchase, but they may not

        3     benefit if your costs go down, but they may not

        4     benefit from -- from the profits that the generator

        5     makes.

        6               All of those issues get very complex in

        7     terms of trying to determine who the beneficiaries

        8     are on -- on the economic side and where the CAWG

        9     has come down on this when you are looking at

       10     economics was to make that a -- a Requestor or

       11     voluntary funding approach because we felt the

       12     market participants were the one -- the ones that

       13     could best determine whether they would benefit or

       14     not from this and how do you benefit or not from

       15     this and -- and I am -- I mean if we get direction

       16     to include economic benefits in -- in our

       17     base-funded project we will do that, but it -- our

       18     general feeling -- and I am going to speak for --

       19     for me and what I hope my Commissioner Gaw -- was

       20     the reason that we could go on with putting 33% of
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       21     the upgraded cost into a region-wide rate was to

       22     account for the economic benefits that would be

       23     there from any upgrade and while you can take a

       24     picture of those economic benefits and -- and maybe

       25     determine that they are there and maybe if you are
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        1     lucky determine who gets -- who they get allocated

        2     to, if you can come to an agreement on that, that

        3     that's a picture in time and the next year that

        4     picture is going to change because gas prices

        5     changed or because something else changed and -- and

        6     what I told my commissioner was "Frankly, the only

        7     way I know how to deal with that is to roll that

        8     into a region-wide rate because generally everybody

        9     is going to benefit from it."

       10               In -- in my sense -- and I am just, again,

       11     speaking for me -- that trying to bring the

       12     economics into the picture at this point is -- is

       13     really going to elongate this process tremendously

       14     and -- and I felt that we had already done that by

       15     including the 33%, but I am willing to do it.  Okay.

       16     We will go down that road.  But it's not a short

       17     road; I just want you to know that.  It's a very

       18     long road.

       19               SECRETARY CARUTHERS-PARSLEY:  Mike, I

       20     don't remember if you said this or Larry said this,

       21     but I think that someone said earlier today that

       22     "After looking at these other two options, the
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       23     CAWG's recommendation was still that we stay with

       24     what we initially decided three weeks ago"?  I guess

       25     that you would consider that to be -- this is
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        1     actually Option 4.  There is an Option 3 which is a

        2     -- a different option, but I just wanted to make

        3     sure that that -- that I heard that correctly?

        4               MR. DESSELLE:  Well, I am not sure that

        5     Larry said that because the CAWG did not discuss a

        6     recommendation.  It has not sat down and said "Out

        7     of these options, what is our recommendation?" per

        8     se, so I don't think I can speak for the group on

        9     that.

       10               I -- I can say that -- that we felt that

       11     was a good recommendation at the time that we made

       12     it, we thought we had covered a lot, but we -- we

       13     also got this feedback on the 12th and -- and we

       14     were willing to respond to that feedback with a

       15     couple of more options and -- and I don't think we

       16     are -- right now, Larry, you can say, or the other

       17     people in the CAWG can say, but I don't think we

       18     have sat down and said "Okay.  Out of these three,

       19     what -- which one do we think is the best?"

       20               MR. HOLLOWAY:  And I was just stating per

       21     my position we -- and I think Mike stated it also --

       22     is -- is that, of course, we have our initial plan,

       23     which is included an option not to change it; we
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       24     came up with a couple of other options to respond to

       25     concerns and -- and that's what we are doing.  The
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        1     RSC is -- is considering some additional options to

        2     modify the plans should they determine it's

        3     feasable.

        4               CHAIRPERSON BODE:  So there is no

        5     recommendation?

        6               MR. DESSELLE:  Thanks a lot.

        7               COMMISSIONER HOCHSTETTER:  You know, at

        8     the outset of this meeting I think somebody made the

        9     comment that this Option 2 refinement on the October

       10     5th proposal which is to use the SPP megawatt/mile

       11     approach to -- to an even finer-tuned level to do

       12     intrazonally what we had all previously agreed to do

       13     interzonally that -- that that was also something

       14     that, you know, you had opposing thoughts on, in

       15     other words, you know, the TOs weren't totally happy

       16     with that and the TDUs weren't totally happy with

       17     that, so it almost seems like the fine-tuning has --

       18     has morphed into a middle-ground position or a -- a

       19     common-ground position.

       20               You know, if you look at the stakeholders

       21     and the respondent of it my sense of it is that

       22     there is a lot of logical symmetry to fine-tuning

       23     the October 5th proposal and making it a little bit

       24     more granular to eliminate, you know, some

       25     additional cross-subsidies that -- that we have
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        1     become aware of, so it is my sense that Option 2

        2     makes more sense to further track the benefits of

        3     the investments, you know, to allocate costs to

        4     beneficiaries especially since nobody is perfectly

        5     happy with it, you know, that -- that may, in fact,

        6     be, you know, our new reasonable compromise.

        7               SECRETARY CARUTHERS-PARSLEY:  I don't know

        8     if I see it that no one is really happy with it.  I

        9     think that that's -- no one is really happy with it,

       10     but in this case I think it's -- I think it's

       11     actually going back and revisiting the allocation

       12     that we as a policy choice determined is what the

       13     RSC wanted to go forward with.  I think it's just

       14     going to make it very complex for people to actually

       15     try to go to SPP to try to get the upgrades.  I

       16     think we have already imposed so many restrictions

       17     on people being able to go under the -- under what

       18     we proposed three weeks ago.

       19               This adding this additional layer, if we

       20     do it I don't think anybody is going to go get -- I

       21     don't think anybody is going to be able to use the

       22     system at all, so if -- if we do it, we can do it,

       23     it is not going to make any difference because I

       24     don't see how people could actually go forward under

       25     that scenario and actually -- and make it work,
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        1     frankly.

        2               COMMISSIONER HOCHSTETTER:  Well, can we

        3     have SPP respond to that?  It seems like it's the

        4     same computer model, it's just, you know, a -- a

        5     finer-tuned version of exactly what we talked about

        6     on October 5th, so maybe if Bruce can explain -- I

        7     mean you are going to have to go to SPP anyway --

        8     the question is how much more additional work is

        9     this, how much more time will it take SPP?

       10               MR REW:  I -- I would think Option 2 would

       11     be a significant workload because we will have to

       12     evaluate each individual upgrade within the zone, we

       13     will have to look at why the upgrade is needed, who

       14     specifically is requesting it, so it will take a

       15     significant amount of resources in that complexity.

       16               COMMISSIONER HOCHSTETTER:  Can you put a

       17     dollar figure on that or -- or give us a -- an

       18     estimate of the time?  I mean how much of a bigger

       19     deal is it, Bruce?

       20               MR REW:  Well, it -- it's going to depend

       21     on how many upgrades you have obviously, but I would

       22     probably estimate that it will as a minimum double,

       23     if not triple, the work for each upgrade, the amount

       24     of work we have to do for each upgrade.

       25               COMMISSIONER HOCHSTETTER:  Well, and in
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        1     response to what benefits?  I mean from the TO's

        2     perspective how much cross-subsidies will we be

        3     eliminating?  I mean if we went this extra step -- I

        4     mean I am trying to get an order of magnitude here

        5     on what incremental benefits we would get from

        6     fine-tuning the process in exchange for this extra

        7     cost and extra time?  You know, is this a huge

        8     intrazonal subsidy problem that we would be curing

        9     with all of these extra dollars and extra time.

       10               MR. ANDERSON:  That is part of what I

       11     would like to -- to make Option 2 work.  The other

       12     thing you have to deal with is what rights does a

       13     person get for being responsible for these

       14     directly-assigned costs and when you look at

       15     Attachment "Z", which is the -- what so far we have

       16     talked about that is inadequate, but what happens

       17     here is if you directly assign the cost, any cost,

       18     and you assign the appropriate crediting rights, my

       19     sense is that over a certain amount of time you are

       20     going to be right back to load/ratio share because

       21     if I fund half the upgrade -- the only way it really

       22     works, if I have -- if I fund half of the upgrade

       23     and nobody ever gets a benefit from that, I -- I get

       24     no revenue for that additional part that I funded,

       25     but if everybody benefits from it and I get
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        1     appropriate credit for being responsible for those

        2     costs they are going to pay me back and I am going

        3     to be right back to where I would have been if we

        4     hadn't gone through this whole process, so I -- we

        5     are really just making this a whole lot more

        6     complicated, but if -- but if we keep Attachment

        7     "Z", part of what Attachment "Z" -- "Z" does is it

        8     takes away some of those benefits that says that you

        9     can't have them -- you can't have cost recovery on

       10     the costs you are responsible for fully, but the

       11     only way this will work is to assign the appropriate

       12     rights to receive revenue credit and if you do that

       13     I think we are going to start right back around to

       14     load/ratio shares.

       15               SECRETARY CARUTHERS-PARSLEY:  Just -- I

       16     guess my question is is there really any cross-

       17     subsidies?  If these are allowed to be recovered in

       18     the transmission rate, is there really any

       19     cross-subsidy at all because that really -- are we

       20     focusing on the wrong issue?  Is it really just a --

       21     totally different issue in the rate?

       22               MR. ANDERSON:  It seems to me that if you

       23     take a snapshot in time and you say, you know, "The

       24     cost-causer, the person who made this request, needs

       25     that flow gate over there to be upgraded and nobody
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        1     else needs it to be upgraded today" and you take
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        2     that snapshot and you build it and you roll it in

        3     the rate, yeah, you are going to have some folks

        4     paying for something that they didn't really need or

        5     benefit from, but tomorrow who is to say that

        6     because it's there -- you know, now, there are a lot

        7     more places where you can put generation that makes

        8     sense and you can benefit from that.  You can also

        9     do economic transactions that you benefit from.  You

       10     also did that last week and a years ago and five

       11     years ago where you did the very same sorts of

       12     things that these folks over here got to pick up

       13     costs that they didn't really get a benefit from, so

       14     is there a cost subsidy?  I think it's very hard to

       15     find except when you take that one snapshot in time

       16     and say "Today we wouldn't do this but for you," but

       17     that's the only day that I think you can take that

       18     picture and -- and tomorrow whether there is a cost

       19     subsidy or not is a whole -- is a whole different

       20     picture.

       21               CHAIRPERSON BODE:  We have got Shane and

       22     we have got Michael and then, Al, I think you wanted

       23     to speak again.

       24               MR. ROBBINS:  Please.  Thank you.

       25               MR. WOOLBRIGHT:  Mr. Chairman, thank you
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        1     very much for your comment in looking for some

        2     methodology to try to simply the process.
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        3               I am probably the least likely person to

        4     do that.  I am Shane Woolbright and I represent the

        5     Municipal Systems as a whole in the State of

        6     Oklahoma.

        7               And you, as commissioners, are interested

        8     in rates to the ultimate consumers and in this room

        9     we have interested TDUs and TDOs and in the last 15

       10     years the ultimate consumer of the TD -- I mean the

       11     -- the ultimate consumer of the TDO, there has been

       12     gap developed between what part of the unit rate is

       13     transmission to those who own systems as opposed to

       14     who do not own systems and I think your October 5th

       15     proposal is the one that is most likely to look at

       16     trying to close that gap and I think that's what the

       17     discussion here today is about is will that gap

       18     continue to widen or are we going to have

       19     methodology where we can have more contribution from

       20     each side in order to keep that gap from widening

       21     and I hope you will cooperate to keep that from

       22     happening.

       23               CHAIRPERSON BODE:  Michael.

       24               MR. DESSELLE:  Thank you.

       25               Let's just use an example of PSO for a
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        1     minute and let's assume that ONPA who is a TDU and

        2     -- and that -- this is not an example; it's for real

        3     -- they are -- they are a -- a TDU on our system.

        4     Well, if they want to designate a new resource,
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        5     let's suppose that it's, you know, $100, what is

        6     going to happen in -- under -- under the present --

        7     the October 5 proposal is is we will take that and

        8     what will happen is 90% -- roughly 90% of the system

        9     is going to -- that's going to benefit from new

       10     designated resource in our zone is going to be us,

       11     we are looking at the interzonal and so what's going

       12     to happen is that now ONPA wants to designate a new

       13     resource for economic reasons so that it can serve

       14     their customers more reliably and more efficiently

       15     and more cost-effectively is that our customers are

       16     going to pick up 90 cents of those -- of that dollar

       17     under the October 5 proposal.

       18               Under this proposal, the Option 2, we are

       19     going to take $33 and we are going to shift it to

       20     everybody in the SPP and they are going to pay a

       21     share of that and the remaining 67%, we will do an

       22     allocation on and we will figure out who gets to pay

       23     for it.  It's not clear to me, looking at this, that

       24     this is probably closer, but -- but using the

       25     megawatt/mile is not going to really, truly evaluate
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        1     what the true benefit is to our customer, so we are

        2     going to have to come and those 90 cents in the --

        3     in the October 5 proposal and the 67 cents in the

        4     other proposal or some share of that 67 cents we are

        5     going to have to come and get recovery of someday,

Page 105



1026 Minutes - Attachment 5 - Transcript
        6     so there is a cross-subsidization.  I am not sure

        7     that when we come to the Oklahoma Commission in a

        8     rate case that we will be allowed to recover it and

        9     so what happens is it comes out of our shareholder's

       10     pockets, so there is a cross-subsidization and it's

       11     not that difficult to figure out and at -- at the

       12     risk of -- of --

       13               COMMISSIONER HOCHSTETTER:  Michael --

       14               MR. DESSELLE:  -- making you angry with

       15     us, but --

       16               COMMISSIONER HOCHSTETTER:  -- if you get

       17     -- I am sorry to interrupt, but -- but if you did

       18     get the recovery, would there be a cross-

       19     subsidization?

       20               MR. DESSELLE:  Yeah, there is a

       21     cross-subsidization.  Even if we get the recovery of

       22     it, our customers are paying for their -- for their

       23     system, for those that do an economic upgrade.

       24     "Does that make us competitive?"  "Not necessarily."

       25               COMMISSIONER HOCHSTETTER:  And you are not
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        1     going to use it?

        2               MR. DESSELLE:  We will use our share of it

        3     and we will pay for our share of it.

        4               COMMISSIONER HOCHSTETTER:  And they use

        5     your -- but they use your system and they pay for

        6     their share of it, right?

        7               MR. DESSELLE:  They -- that's correct.
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        8               COMMISSIONER HOCHSTETTER:  I am still

        9     having a hard time seeing the cross-subsidy.

       10               MR. DESSELLE:  The cross-subsidy is is

       11     that the new designated resource, $100 of that --

       12     $90 under the October 5 proposal -- our customers

       13     don't benefit from that, but the only benefit we get

       14     is the $10 or --

       15               MR. ANDERSON:  Can I jump into that --

       16               COMMISSIONER HOCHSTETTER:  They are going

       17     to -- so they are going to pay your transmission

       18     rate?

       19               MR. ANDERSON:  The other thing that

       20     happens is --

       21               MR. DESSELLE:  No, they won't.  They will

       22     be paying the SPP's transmission rate.

       23               MR. ANDERSON:  Well, that's a -- but the

       24     next upgrade -- in this example they are 20 times as

       25     big as we are, so the next upgrade is for them, for
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        1     their DNR it's 20 times as big as the one we asked

        2     for because that's the relative size we are and we

        3     are going to pay 5% of it and -- and, so, is there a

        4     cross-subsidy there?  We -- we didn't -- I mean

        5     that's the way it works.  We pay 5% of what they do;

        6     they pay 95% of what we do and -- and, you know,

        7     over the long haul those things have a way of moving

        8     back out to load/ratio share, which is what we have
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        9     been doing for a long time.

       10               CHAIRPERSON BODE:  Yes.

       11               MR. ROBBINS:  A couple of quick points.

       12               First of all, on this last one, it's --

       13     it's also a little misleading when -- when you --

       14     this business about 90% and 10%.  That's on a

       15     system-wide basis.  They are just talking about

       16     their negatively load as a whole versus --

       17               MR. DESSELLE:  We are talking interzonally

       18               MR. ROBBINS:  Well, hang on.

       19               Within the zone each -- their half -- it's

       20     not as if for every dollar one of their homeowners

       21     is paying 90 cents and one of ours is paying only 10

       22     cents.  When you get down to the -- to the -- that's

       23     what makes up the load.  Every individual customer

       24     or the unit rate on each is the same, so every

       25     customer is paying a dollar or a penny, whatever it
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        1     is.  It is not that each of their customers is

        2     paying nine times what our customers are, so let's

        3     not lose sight of that.

        4               They are talking about what their share of

        5     the total zone now would be in the aggregate.  That

        6     is not how it breaks down on a per customer basis.

        7               MR. DESSELLE:  He is right.  What -- what

        8     happens in Oklahoma in this example is that our

        9     retail customers are going to pay 98 cents, or

       10     roughly a dollar increase, a month, and our
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       11     industrial customers, large industrial, are going to

       12     pay roughly $1,000 a month incremental difference

       13     under this -- under this proposal, the October 5th

       14     proposal, as it stands.  I haven't evaluated the

       15     numbers for this Option 2, but we certainly have

       16     figured out what it's going to cost and -- and, you

       17     know, someday we are going to have to get recovery

       18     of that.

       19               MR. ROBBINS:  That's got to be a function

       20     of your retail rate design, then because in terms --

       21     in terms of load/ratio share the load is the load

       22     and the cost per killowatt is the same.  Our

       23     killowatts aren't more expensive or less expensive

       24     or unevenly weighted compared to your killowatts

       25     when doing a load/ratio share, so the cost per
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        1     killowatt per customer is the same.  If then how you

        2     allocate among your different retail customers

        3     routes doesn't track that, that's outside the

        4     discussion of this.  That is a retail rate design

        5     issue that we don't need to fool with here.

        6               Now what I -- if I could just -- the other

        7     thing I wanted to point out is if we are going to --

        8     there is -- the Chairman asked if there is a

        9     cross-subsidy.  The -- coming back to the situation,

       10     if we are going to get more detailed and start doing

       11     intrazonal allocations, then among other things we
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       12     are going to have to focus a lot more on "Who is the

       13     Requestor?"

       14               I come back to the example this morning,

       15     the live example:  "We just, in effect, got booted

       16     off of their system.  So now we go in the market.

       17     If we end up going somewhere else, does that make us

       18     the Requestor?"  Well, the cost-causer to start that

       19     was the company that decided to issue notice.  Is

       20     that is going to be recognized?  It seems to me if

       21     we are going to analyze who -- what the benefits to

       22     the Requestor are, we had better first figure out

       23     who the Requestor really is.

       24               Second, that gets complicated.  If -- if a

       25     vertically-integrated utility who is serving its
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        1     native load develops a new load pocket in a service

        2     area, a big new subdivision, a new whatever, and

        3     they now -- let's say they have the resources to

        4     serve them and now they pick up that additional load

        5     that is going to change the flows.  It is a new

        6     load.  Is that -- is that going to be treated as a

        7     new network resource or is it not a new network

        8     resource because it's still the same generator even

        9     though it's going to a different load pocket,

       10     whereas a LSE, like a muni, suddenly everything they

       11     do is more discrete and is treated as new, as

       12     separate, where -- because their not under the same

       13     shell that the big company is where they are moving
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       14     stuff around and it never gets visible and comes

       15     into play here and that is a big difference.

       16               COMMISSIONER HOCHSTETTER:  I -- I asked

       17     this question before and -- and maybe SPP can answer

       18     it.

       19               If -- if we didn't focus as much on the

       20     Requestor, which -- which is a net "but for"

       21     category, but, in fact, we look at load flow

       22     changes, how difficult is that to do to just look at

       23     load flow -- you know, the flow-based changes

       24     intrazonally?

       25               MR REW:  Well, a significant part of the
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        1     work will be the calculation of the intrazonal

        2     load-based impacts and -- because once you calculate

        3     that then you just go through the allocation and

        4     looking at their load/ratio share and finalize the

        5     cost allocation, and so a significant amount of work

        6     will be the engineering analysis to break out each

        7     individual entity and their designated network

        8     resources.

        9               COMMISSIONER HOCHSTETTER:  You know, I --

       10     I am a firm believer in not reinventing the wheel,

       11     so I am sitting here kind of wondering "How did MISO

       12     handle their base plan?"  Did they put changes in

       13     designated network resources in their base plan or

       14     is that all economic?  I mean I am starting to
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       15     wonder here if maybe the mistake we made was to not

       16     just treat the base plan pretty simply and just look

       17     at that in terms of things needed to meet the FERC

       18     reliability criteria and look at network resource

       19     upgrade and changes in designated network resources

       20     and economic; is that, in fact, what MISO did?

       21               MR. PROCTOR:  Unfortunately, MISO has not

       22     addressed the base plan.  They have just addressed

       23     the economics and the economic upgrades and that is

       24     one of my complaints with what MISO has done, that

       25     --
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        1               MR. DESSELLE:  Did they consider DNRs in

        2     the economics?

        3               MR. PROCTOR:  No.

        4               CHAIRPERSON BODE:  So is MISO going to be

        5     -- is there anybody else that's looked at DNRs as

        6     part of the base plan along with reliability and --

        7     and how have they handled this particular issue or

        8     are we the first one, the first region, to look at

        9     DNRs as part of the base plan along with

       10     reliability?

       11               MR. TOTTEN:  Well, in Texas we roll all of

       12     the upgrades, whether they are base plan or --

       13               COMMISSIONER HOCHSTETTER:  Yeah.  Yeah.

       14     We -- we know that.  We know that.  We have heard

       15     that.

       16               It ain't going to happen here.
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       17               MR. TOTTEN:  I just wanted you to know.

       18     It is done.  It is working.  We are building

       19     transmission.  We have got a vibrant wholesale

       20     market and a vibrant retail market.

       21               SECRETARY CARUTHERS-PARSLEY:  And can I

       22     just say --

       23               MR. DESSELLE:  And you have cost recovery,

       24     Jess.

       25               SECRETARY CARUTHERS-PARSLEY:  But that's
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        1     true -- that's true and we are not saying you can't

        2     have cost recovery.

        3               MR. DESSELLE:  Well, I don't hear -- I

        4     don't -- with all due respect, I don't hear that

        5     coming back saying we do have cost recovery.

        6               SECRETARY CARUTHERS-PARSLEY:  Well, I

        7     don't -- that is what I just asked you, though, if

        8     you have got cost recovery if that would take care

        9     of your -- of your cross-subsidy problem and you

       10     said "No," so I don't know why you are --

       11               MR. DESSELLE:  It takes care of it, but

       12     it's still -- there is a cross-subsidy.  "Is that

       13     cross-subsidy appropriate?"  "Not necessarily."  You

       14     know, one of the problems if we get recovery of it

       15     it doesn't necessarily mean that there isn't a

       16     cross-subsidy.

       17               MR. TOTTEN:  The fundamental problem here
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       18     is we are dealing with resources that have multiple

       19     uses and there is no firm, fixed method of deciding

       20     who the beneficiary is.  We have developed methods

       21     to try to come close to that, but that's the best we

       22     can do; we can come close to it.

       23               SECRETARY CARUTHERS-PARSLEY:  And I guess

       24     my question is that if it addresses the

       25     cross-subsidy issue, why is the cross-subsidy issue
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        1     still not appropriate?  I think maybe that's where

        2     we are --

        3               MR. DESSELLE:  Let me --

        4               SECRETARY CARUTHERS-PARSLEY:  -- we are

        5     having a misunderstanding.

        6               MR. DESSELLE:  Let me try and -- let me

        7     try this.  I will talk this through.  Let's assume

        8     that we get -- you know, the example that I just

        9     used, let's assume, okay, we get recovery of that in

       10     Oklahoma.  Well, our customers are going to pay for

       11     that.  Every time I --

       12               CHAIRPERSON BODE:  You are using Oklahoma,

       13     Michael, or are you just using me as an example?

       14               MR. DESSELLE:  No.  I am just using -- I

       15     am just using --

       16               CHAIRPERSON BODE:  I resent that and I

       17     hope that you are using East Texas --

       18               MR. DESSELLE:  I will use East Texas

       19     co-ops, who might want to do similar things, okay,
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       20     and they are in SWEPCO and in Arkansas and in

       21     Louisiana -- and I can tell you for sure we are

       22     going to have problems in Louisiana with this

       23     proposal -- what will happen is -- and let's assume

       24     we got the cost recovery.  Okay.  We get the cost

       25     recovery.  "Does that make us any less competitive?"
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        1     "No."

        2               We have subsidized somebody else and our

        3     customers that are in our service territory who

        4     count on us for providing low-cost service are --

        5     just got their rates raised for no -- no benefit

        6     they that are going to get and -- and so it is a

        7     cross-subsidization and, you know, we get the

        8     recovery, yeah, our company is going to be fine, but

        9     "In the long run, does that make us more competitive

       10     and does that make us a better provider?"

       11               "Not necessarily."

       12               CHAIRPERSON BODE:  Yes.

       13               MR. PROCTOR:  Can I attempt to answer your

       14     question?

       15               SECRETARY CARUTHERS-PARSLEY:  Yes, please,

       16     Michael.

       17               MR. PROCTOR:  I have spent many, many

       18     years with the Missouri Commission, doing class,

       19     cost and service studies and -- and one thing I

       20     learned is that if you have a proposal for
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       21     allocating costs and you don't like the other

       22     person's proposal you say "Their proposal results in

       23     a cross-subsidy" and in cross-subsidy in any of

       24     these allocation methods is in the eye of the

       25     beholder.  It's -- what you are trying to do -- and
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        1     Ms. Bode just left, but she used --

        2               CHAIRPERSON BODE:  No.  I am here.

        3               MR. PROCTOR:  Oh, you are here?

        4               Oh, okay.  Sorry.

        5               -- she used the word "rough justice" and

        6     -- and I think it's the best that you can expect

        7     from any of these allocation methods is "rough

        8     justice" to -- to fine-tune it down to -- to -- to

        9     some specific thing that's true and right and

       10     everybody agrees to frankly isn't going to happen.

       11               I mean people are going to say there is a

       12     cross-subsidy.  I think what's important to keep in

       13     mind is that within these methods you are taking a

       14     snapshot.  This has been said before.  And based on

       15     that snapshot at that point in time somebody might

       16     be paying for something they are not benefiting from

       17     given the type of snapshot you are taking, whether

       18     it is megawatt/mile or -- or whatever -- you know,

       19     whatever it is, and -- but if you take that snapshot

       20     two years later things have changed in that two-year

       21     period.  I mean we -- we saw that in class cost of

       22     service studies all of the time.  The -- the thing
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       23     about it was -- and I -- I am actually going to get

       24     to answer your question -- the -- the thing about it

       25     was that when that rate design case or that rate
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        1     case came up there was just a revenue requirement

        2     that was going to be collected from all of those

        3     customers and -- and the Commission may or may not

        4     adopt a certain class cost of service study to

        5     correct those or maybe people agreed to or came to

        6     some agreement within the case about how to do it.

        7     "Did that result in a cross-subsidy?" and my answer

        8     is "No."  Now, if I was an industrial intervenor I

        9     might say "Yes."

       10               If I was a -- if I was representing

       11     residential customers, I might say "Yes," you know,

       12     residential subsidizing industrial or industrial

       13     subsidizing -- I think that -- I think that we are

       14     just wasting our time talking about

       15     cross-subsidization because it -- we have no

       16     absolute measure of what that is.  We don't know.

       17     What we can hit is "rough justice" and I -- I like

       18     that term and I can that's our intention here is to

       19     -- is to come out with something that -- that

       20     roughly approximates who the beneficiaries are and

       21     -- and allocates the cost, so I guess I am just --

       22     to me it isn't obvious -- so obvious that what was

       23     out there like on October 5th was producing
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       24     cross-subsidies in anybody's view.

       25               I -- I thought we were responding to the
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        1     concern about sending price signals to people who

        2     were designated resources.  That's the way I would

        3     describe it as an economist.  Larry describes it as

        4     "skin in the game," but, you know, finding some way

        5     to say "You are making the decision.  It is an

        6     economic decision and -- and you are going to have

        7     to contribute something to this" and Larry's

        8     proposal was a simple proposal, you contributed 10%

        9     and the proposal I make actually varies that

       10     percentage that -- based upon a -- a beneficiary's

       11     test, you know, so --

       12               COMMISSIONER HOCHSTETTER:  Can -- can I

       13     ask Bruce -- and I hate to put you on the spot

       14     because I know you are trying very, very hard to be

       15     a neutral party in all of this, but this goes back

       16     to my earlier comment or -- or my quest to get some

       17     order of magnitude of how much we need to fix the

       18     October 5th proposal and how many benefits would

       19     come from that in terms of eliminating

       20     cross-subsidies, if you will, relative to the

       21     increased cost and time and -- and additional

       22     resources that you would have to put into it; from

       23     your perspective in SPP how much of a difference do

       24     you actually think there is between the October 5th

       25     proposal and either Option 1 or Option 2 in the
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        1     October 19th set of proposals?  I mean do you really

        2     think that extra work and extra time and cost is

        3     going to eliminate or change very much in terms of

        4     cost allocation?

        5               MR REW:  The amount of work that will be

        6     required for staff, like I told you before, I would

        7     estimate it to be about double, so right now we have

        8     approximately four to five engineers working on it,

        9     so you are looking at about double that.

       10               If you look at Option 2, what we end up

       11     with for specific allocations, the percentage is

       12     relatively small but there is a change in

       13     percentage.  For specific cases it may be a greater

       14     change, in other words, if the load-serving entity

       15     was remote or something unusual about it such that

       16     the reliability upgrade only benefited them, then

       17     they would incur a greater percentage of the costs,

       18     though we have to remember that what we are looking

       19     at here are reliability upgrades, so that means that

       20     if you have a small load-serving entity in the

       21     footprint that's going to be a relatively small

       22     amount of increase of flow in the facilities, so

       23     then you would deduct that the facility was

       24     heavily-loaded to begin with, so these reliability

       25     upgrades for -- in certain cases will benefit
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        1     load-serving entities in a portion that is different

        2     than their load-ratio share and Option 2 measures

        3     some of that change.

        4               COMMISSIONER HOCHSTETTER:  Is -- is it

        5     possible to add that type of a nuance to the list of

        6     waiver criteria that we had in the October 5th

        7     proposal?  I mean can you really accomplish the same

        8     thing in terms of, you know, if there is a bizarre

        9     result, you know, in -- in the allocation of the 67%

       10     between like let's say there are three zone or -- or

       11     even one zone and something bizarre pops up in terms

       12     of who is getting an allocation of those costs

       13     relative to the benefits, I mean is that something

       14     that we can encompass just by expanding the list of

       15     waiver criteria as opposed to going to one of the

       16     options in the October 19th memo?

       17               MR REW:  Is this a waiver requirement or

       18     an actual directly assignment cost-causer charge?

       19               COMMISSIONER HOCHSTETTER:  Well, I mean it

       20     could be that -- that you add a direct assignment

       21     responsibility if something pops up on the screen in

       22     your planning process when you are running your

       23     analysis and something looks out of whack and it

       24     looks like there is going to be a really bad

       25     cross-subsidy situation within one zone or between,
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        1     you know, two or three zones then you can handle

        2     that, you know, that would be another factor in that

        3     list of -- do you know what I am saying -- another

        4     factor to -- to kick it out, so to speak, and

        5     address it differently?

        6               MR REW:  Yes.

        7               COMMISSIONER HOCHSTETTER:  Is that an

        8     option?

        9               MR REW:  Yes.  We could define "criteria"

       10     such that we would evaluate those upgrades and --

       11     and flag anything that was outside some bandwidth.

       12               CHAIRPERSON BODE:  So, in other words, you

       13     would go back to the original proposal and then add

       14     that in as an option and that way you wouldn't have

       15     to do it in every single case because of the

       16     relative cost versus benefit of doing the analysis

       17     in every case?

       18               MR REW:  Yes.

       19               CHAIRPERSON BODE:  Does that make -- did

       20     you understand what I am saying?

       21               MR. DESSELLE:  You would still have to do

       22     it every time to see if they violated the criteria.

       23               CHAIRPERSON BODE:  Right.

       24               MR REW:  Yeah.  You would still have to --

       25               MR. DESSELLE:  You would still have to
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        1     look at every single one to see if they -- if they

        2     exceeded the trigger limit or whatever.

        3               SECRETARY CARUTHERS-PARSLEY:  I think the

        4     recommendation -- yeah.  I think the recommendation

        5     is just in the normal course of what we proposed

        6     earlier on December the 13th, whenever that was, you

        7     -- in the course of running that analysis if it hit

        8     a certain criteria or it violated a certain

        9     bandwidth, I think Bruce just said, then you would

       10     engage a second tier of scrutiny about whether there

       11     should be some allocation in this -- in this flag?

       12               MR REW:  Yes.  I think what we would

       13     attempt to do is to develop some type of -- of quick

       14     screening -- some type -- so we could filter out the

       15     facilities that we know are with -- within our

       16     bandwidth and the detailed studies on those that we

       17     want to flag and that would certainly reduce our

       18     manpower requirements and the time -- it's also a

       19     time factor on how quickly we can get the answers

       20     out to the customers who are going to be waiting on

       21     the results and want to know what the transmission

       22     costs are going to be.

       23               CHAIRPERSON BODE:  Mike, can you -- can --

       24     I am sorry, Shane.

       25               MR. BRIAN:  Well, you know, 15 minutes
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        1     ago.
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        2               CHAIRPERSON BODE:  I am sorry.

        3               MR. BRIAN:  Well, no.  That's okay.  I

        4     almost forgot what I was going to say.

        5               David Brian, East Texas Cooperatives.

        6               Mike said a lot of the things that I was

        7     going to say.  You know, this mission of cross-

        8     subsidization is -- is troublesome because I think

        9     it's a problem that doesn't really exist.

       10               Yes, TO's load will pay for a share of our

       11     upgrade costs, but, yes, we also will pay for a

       12     share of their upgrade costs and -- and their

       13     upgrade costs are heck of a lot more than ours, but

       14     they have got 90% of the load, so -- so it's all

       15     part of the cost-sharing scheme and -- and to me,

       16     you know, unless you have got an idea that we are

       17     going to use the system differently than they are;

       18     they are going to use the system differently than we

       19     are, then there is no reason for this additional

       20     exercise of going into the zone and trying to

       21     identify beneficiaries.

       22               You know, we are all going to use -- over

       23     the long run, we are all going to use the system the

       24     same, we are all going to do designated resources

       25     and -- and serving our load.  We are not going to do
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        1     it any differently than they are.  We are all

        2     looking at the same market.  We are all looking at
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        3     the same check, so I don't see a problem there -- I

        4     don't see a cross-subsidization problem.

        5               If there is not a problem, I don't see a

        6     need to try to fix a problem by doing an intrazone.

        7     It doesn't -- it just doesn't make sense to us.

        8               CHAIRPERSON BODE:  Shane, did you have

        9     comment?

       10               MR. WOOLBRIGHT:  Just one -- one note here

       11     to follow up on that.

       12               We don't mind the growth in the

       13     metropolitan area.  We don't mind that folks are

       14     growing and having to make significant load

       15     improvements in the transmission system in order to

       16     serve all of that growth when we have had negative

       17     growth on that system and I just want to reiterate

       18     the area -- we will pay what the system cost is even

       19     though we probably don't contribute to the increase

       20     in the system cost because we have got a negative

       21     growth here and I think that's consistent and I

       22     think that's the reason that we stay within the

       23     simplicity of the October 5th model.

       24               CHAIRPERSON BODE:  Michael, did you have

       25     something?
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        1               MR. DESSELLE:  Well, I was going to say

        2     that -- that if we are going to go to simplicity,

        3     just do a cost -- just do an analysis of whoever

        4     causes the cost and let's pay for it, that's the
Page 124



1026 Minutes - Attachment 5 - Transcript

        5     simplist approach, and we don't need any of these --

        6     these proposals and just somebody do the analysis

        7     for what's the cost-causer, who caused the costs,

        8     and then they ought to pay for the benefits.

        9               MR. PROCTOR:  Is that the "Last baby

       10     method?  The last baby method?"

       11               CHAIRPERSON BODE:  We are not talking

       12     about base plan.

       13               MR. WOOLBRIGHT:  We were talking about

       14     designated resources.

       15               MR. DESSELLE:  That is the same thing.

       16               MR. WOOLBRIGHT:  That is not the same

       17     thing.

       18               MR. DESSELLE:  Well, we don't agree.  The

       19     TOs don't agree that it is the same thing.

       20               SECRETARY CARUTHERS-PARSLEY:  And,

       21     frankly, honestly, Michael, if you don't like it,

       22     you can file comments with FERC, if you don't like

       23     what we are doing and -- and I expect you probably

       24     will.

       25               That's -- and I don't think any of us want
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        1     to get in a fight here, but we only have to take

        2     everybody's comments and we take the good of the

        3     region into consideration.  That's what we are

        4     really trying to do and we under -- we understand

        5     exactly what you are saying.
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        6               MR. DESSELLE:  And we appreciate that and

        7     -- and we appreciate all of the effort that has gone

        8     into this and all we are saying is we are willing to

        9     pay our share as TO's and everybody else ought to be

       10     willing to pay their share.  If they cause some cost

       11     to be made on designated resources then they ought

       12     to pay for it.  That is the fair way.

       13               CHAIRPERSON BODE:  We want to take about a

       14     five-minute break or 10-minute break just so that

       15     our court reporter can also take a break and there

       16     may be -- there may be an opportunity for some

       17     off-line discussion among the staff and -- and

       18     members here and again we will be back at 20 'til,

       19     if you can, 20 'til.

       20               (Brief recess)

       21               CHAIRPERSON BODE:  If you will be seated

       22     one more time.

       23               We will go back on -- we will go back on

       24     the record and there has been a -- a caucus to

       25     address ideas that have been -- and concerns that
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        1     have been expressed and my understanding is that we

        2     do have an alternative proposal on the screens or

        3     waivers and I will turn the microphone over to Mark

        4     Rossi to make that proposal.

        5               MR. ROSSI:  Thank you, Madame Chairperson.

        6               The proposal -- the question was how could

        7     we -- whether or not we could add another criteria
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        8     to what would qualify as a DNR and just to summarize

        9     the caucus discussions, it goes like this:  The DNR

       10     request would still be included as part of the --

       11     the base plan process.  The existing -- the three

       12     existing criteria that are there, which are the

       13     five-year commitment, the $180,000 per megawatt safe

       14     harbor limit and the 125% reserve margin would still

       15     be there and on top of that we would add a fourth

       16     that said "to the extent the cost -- the dollars

       17     assigned to any one zone caused the zonal rate to

       18     increase by more than an agreed percentage," which

       19     could be in the range of 5 to 10% -- that is still

       20     to be determined -- "then those -- the dollars in

       21     excess that caused it to go over that threshold

       22     would be directly assigned to the Requestor," and so

       23     now you have an area where there are two potential

       24     buckets that could be assigned to the Requestor;

       25     it's the dollars that caused zonal rate in any of
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        1     the zones that are deemed to benefit from it would

        2     be assigned to the Requestor as well as potentially

        3     the dollars in excess of the $180,000 safe harbor

        4     limit.

        5               SECRETARY CARUTHERS-PARSLEY:  And with

        6     that amendment, I would move that the RSC adopt the

        7     proposal at this time.

        8               MR. ANDERSON:  Second.
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        9               CHAIRPERSON BODE:  Admitted and seconded.

       10               Is there any discussion on the

       11     alternative?

       12               The question has been called.  Would you

       13     please call the roll, Bridgett.

       14               MS. HEADRICK:  President Bode.

       15               CHAIRPERSON BODE:  Aye.

       16               MS. HEADRICK:  Vice-president Hochstetter.

       17               COMMISSIONER HOCHSTETTER:  Aye.

       18               MS. HEADRICK:  Chair Moline.

       19               CHAIRMAN MOLINE:  Aye.

       20               MS. HEADRICK:  Chair Gaw.

       21               COMMISSIONER GAW:  Aye.

       22               MS. HEADRICK:  Treasurer King.

       23               TREASURER KING:  Aye.

       24               MS. HEADRICK:  Secretary Parsley?

       25               SECRETARY CARUTHERS-PARSLEY:  Aye.
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        1               CHAIRPERSON BODE:  I believe the "Ayes"

        2     have it and we have a proposal that we will be

        3     finishing up and moving on in the process.

        4               I believe we have a couple of other

        5     reports now at this point.  That concludes our old

        6     business and we have a couple of other reports that

        7     are going to be presented by Carl.

        8               Nick isn't back yet?

        9               MR. MONROE:  The one -- no.  Nick is not

       10     back.
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       11               The one thing that I know that I need to

       12     give is an update -- is an update on the SPP.  Most

       13     of this we will be covering tomorrow in the board

       14     meeting and Nick doesn't apologize, he had a human

       15     resources subcommittee of the board meeting that he

       16     had to go to.

       17               The one thing that he wanted to make sure

       18     that you -- that we celebrated together was RTO

       19     recognition as of October 1st and that's a big

       20     development both in our organization and in the

       21     services that we can provide.

       22               The SPP, there were some conditions that

       23     were placed that needed -- compliance conditions and

       24     the SPP will have and has developed recommendations

       25     in order to take, yet again, some additional
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        1     conditions into account and those -- they will be

        2     bringing those to the board tomorrow.

        3               There was a -- an additional order on the

        4     MISO JOA that -- the order, itself, included the

        5     condition that we would use as the joint operating

        6     agreement up until December 1st, the one that was

        7     filed by SPP and as of December 1st we would either

        8     use the one that MISO had filed as a joint operating

        9     agreement or an executed agreement between MISO and

       10     SPP.  We still have one issue that we are working

       11     with MISO on.  It deals with the forward -- what
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       12     they are calling the forward allocation of unused

       13     capacity at the flow gate.  At the present time we

       14     would like to see a forward recognition that there

       15     is available capacity and that each party would

       16     recognize those limits and then provide a mechanism

       17     that they could actually request that -- use of that

       18     available flow gate capacity or available

       19     transmission capacity.  MISO would like to use what

       20     they agreed to with SPP where they allocated and

       21     then on the back end if there are any disputes about

       22     whether there is an amount available for someone to

       23     use that they resolve that on the back end.

       24               So we are still seeking to reach agreement

       25     with MISO on that particular issue.  We also have --
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        1     we can also seek rehearing on the 1st of November

        2     and it looks like, depending upon what the board

        3     wants to do tomorrow, we will seek rehearing on that

        4     particular issue in the MISO JOA.

        5               Tomorrow also the board will be

        6     considering a -- a numerous number or actually three

        7     criteria changes -- four criteria changes and three

        8     tariff changes and you can see those in the

        9     background material for the -- for the board.

       10               Also the board will be looking at the

       11     proposed budget program finance committee that was

       12     approved from the finance committee for SPP for the

       13     next year.
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       14               So with that, that's all of the SPP

       15     update.  I don't know if anybody has any questions

       16     about other activities or other things that are

       17     going on within the SPP organization?

       18               CHAIRPERSON BODE:  Are there any

       19     questions?  Any comments?

       20               Obviously that doesn't need any action

       21     from us?

       22               MR. MONROE:  At the present time, I can't

       23     see any that we haven't had -- that we haven't

       24     already brought with the cost allocation and the

       25     stuff that you are working on.
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        1               CHAIRPERSON BODE:  Okay.

        2               COMMISSIONER HOCHSTETTER:  On the joint

        3     operating agreement, Carl, is there some point in

        4     time over the next few weeks that you think you may

        5     need help or assistance from the RSC, either at FERC

        6     or otherwise?

        7               MR. MONROE:  It's -- it's possible with

        8     the rehearing that as we issue the rehearing it

        9     might -- it might be helpful for others to also

       10     chime in and say that they support our request for

       11     rehearing, so if you like I can get that to Sam and

       12     Sam can pass it on to the RSC.

       13               SECRETARY CARUTHERS-PARSLEY:  Well, I

       14     think Steve Gaw would like to see it.
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       15               What's the deadline for filing rehearing

       16     on that issue?

       17               MR. MONROE:  October -- November 1st.

       18     Monday.

       19               SECRETARY CARUTHERS-PARSLEY:  Okay.  So --

       20     but -- but the FERC will accept comments filed after

       21     a deadline in support of somebody else's rehearing

       22     notice; is that accurate?  I am not real clear on

       23     what the FERC rules are.

       24               MR. MONROE:  Yeah.  I am not sure about

       25     that either.
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        1               MR. ROSSI:  Our attorney is saying no, but

        2     maybe we could get away with submitting a letter?

        3               COMMISSIONER HOCHSTETTER:  Or a petition

        4     for clarification or a letter supporting a rehearing

        5     --

        6               MR. ROSSI:  Right.

        7               COMMISSIONER HOCHSTETTER:  -- because that

        8     is a statutory time scheduling.

        9               CHAIRPERSON BODE:  What's the

       10     recommendation in terms of assistance on the JOA

       11     issue?  Do we need to quickly do something this week

       12     or help me out on that because I think that is a

       13     critical issue for us?

       14               MR. LOUDENSLAGER:  I would assume that

       15     once we see the Petition for Rehearing filed by SPP,

       16     then the states could put together a letter or
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       17     something in support of it and that -- we won't see

       18     that until next Monday so as soon as we see it I

       19     will make sure that it gets around.

       20               Does that make sense?

       21               CHAIRPERSON BODE:  Okay.  Any other

       22     comments or questions?

       23               Do you have any other questions for Carl

       24     while he is here on any other subjects?

       25               Fine.
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        1               MR. PROCTOR:  Carl, could you -- this is

        2     Mike Proctor with the Missouri commission -- Carl,

        3     could you give us just a brief update on the status

        4     for the imbalanced market start-up?

        5               MR. MONROE:  Yes.  And, again, we will go

        6     through this thoroughly on the board, but at the

        7     present time the market working group went through a

        8     reassessment of the schedule based upon where they

        9     were in the development of protocol and some of the

       10     -- the issues with delays, both in market

       11     participants and systems.  At the present time the

       12     -- the MOPSI has accepted a schedule of October 1st

       13     of 2005 for the implementation of the imbalanced

       14     market.  There is still a -- a number of issues and

       15     they will go through those with the board tomorrow

       16     -- a number of issues that are still unresolved, so

       17     --
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       18               CHAIRPERSON BODE:  Okay.

       19               MR. MONROE:  So, that's the -- at the

       20     present time it is October 1st of 2005.

       21               CHAIRPERSON BODE:  Okay.  Is there

       22     anything else that you need from -- need from Carl?

       23               MR. MONROE:  And, again, I will be around

       24     this afternoon and I will be around tomorrow, too,

       25     if you have any other questions.
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        1               CHAIRPERSON BODE:  Thank you very much and

        2     tell Nick we missed him.

        3               MR. MONROE:  I will do that.

        4               CHAIRPERSON BODE:  We also have a couple

        5     of reports, one from our market monitor, and also

        6     from the operational control task force.

        7               What is sort of the time line on that?  I

        8     think we hoped that we might be able to get out of

        9     here by 5:30.  Is that still a -- a possibility?

       10     You have been so patient to wait for us.

       11               MR. ROACH:  Thank you.  You tell me.  I

       12     can do any version.  Ten minutes?

       13               Will ten minutes do it?

       14               CHAIRPERSON BODE:  Try a 10-minute version

       15     and then we can ask questions.

       16               MR. LOUDENSLAGER:  President Bode --

       17               CHAIRPERSON BODE:  Yes.

       18               MR. LOUDENSLAGER:  -- Sam Loudenslager.

       19               When we initially set this up it was our
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       20     intent to provide the RSC board with the opportunity

       21     to -- to hear what the market monitor is up to,

       22     provide imput into what he is trying to put together

       23     for a filing before FERC and we had set aside, I

       24     think, 30 minutes for the market monitor and then on

       25     the operational control task force, we had set aside
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        1     about 15 minutes and we can -- we can do that.  We

        2     can send out the presentation on the OCTF or bring

        3     it back before you all the next time you need it if

        4     you like on the OCTF, but I would encourage you to

        5     go ahead and hear the -- the market monitor --

        6               CHAIRPERSON BODE:  Okay.

        7               MR. LOUDENSLAGER:  -- for a half hour

        8     today because --

        9               CHAIRPERSON BODE:  All right.  Well, I

       10     understand the reception is -- is now off -- it was

       11     on -- since everybody is in here, so I think that if

       12     it's okay with everyone let's go ahead and hear from

       13     the market monitor if everyone is at peace with that

       14     and -- and then we will have the operational control

       15     task force, as Sam has suggested, at -- at our next

       16     meeting and we have been caucusing a little bit on

       17     what time we might want to set our next meeting for

       18     and so you all please look at your calendars.  I

       19     think we are talking about November 10th as posting

       20     that.  That ought to be enough advance time, either
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       21     in the morning or the afternoon, so while he speaks

       22     you all check your calendars and at the conclusion

       23     of his presentation then we will -- we will

       24     determine what our next time will be.

       25               Thank you, sir.  I appreciate you waiting
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        1     for us.

        2               MR. ROACH:  Thank you.  I am Craig Roach,

        3     with Boston Pacific Company.  Rob Janssen, my

        4     colleague, is with me and we are the independent

        5     market monitor for SPP.

        6               We appreciate the RSC making time for us

        7     today.  Let me just start by saying why we are here

        8     and what -- what I am hoping to do.

        9               As Sam indicated, we now have drafts of

       10     what is termed the "Market Monitoring -- Market

       11     Power Monitoring Plan" and a draft that is "Market

       12     Power Mitigation Measure."  We have gone through --

       13     through a good stage in the stakeholder process.  We

       14     just thought it would be appropriate to bring these

       15     issues to the RSC.  We have gotten some good imput

       16     from the states, but we are really here -- what we

       17     are asking today is for any level of advice and

       18     imput you would like to make to us and it would be

       19     great if we could get it before this was filed.

       20               And the timing, as we understand now, is

       21     that the stakeholder groups will make decisions on

       22     both the market protocols, how the market is going
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       23     to work, and market power mitigation in December and

       24     the hope is to file all of this at FERC in February.

       25               I have -- I had planned about 20 minutes.
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        1     I will go a little faster, with these.

        2               In terms of outlining, I have already

        3     given you a little background, a little background

        4     on the purpose of what we are doing.  Now I want to

        5     jump into just some -- some of the content of the

        6     monitoring plan and then I will talk about

        7     mitigation first, transmission market power; next

        8     energy market power; energy is the -- the market we

        9     are talking about is the balanced market; resource

       10     adequacy, we see that as a key element of market

       11     power mitigation and then I am required to talk

       12     about a comparison to MISO and I will give a quick

       13     -- a quick comparison there.

       14               Turning to page 3, again I have already

       15     mentioned that every RTO has to have a market

       16     monitoring plan and mitigation measures.  These

       17     actually in condensed form become attachments to the

       18     open axis transmission tariff.  That is the vehicle

       19     in which they are enforced.  Again, we need to get

       20     those approved before the market start-up and what's

       21     available for your review and many of you have seen

       22     this is -- and laid out the page for the -- the

       23     members of the RSC, there is a draft piece of
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       24     testimony which explains the market monitoring plan

       25     and gives a draft of the monitoring attachment to
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        1     the OACT and then there is a much fatter document

        2     which is a piece of testimony explaining the

        3     motivation and the mechanics of the mitigation

        4     measures and that's what's available for review.

        5               As you get into it, you will see that we

        6     could not start with a clean piece of paper.

        7     Marketing power is a big topic at FERC.  This is

        8     something of a FERC template.  We had responded to

        9     that.  We say what pieces we have included and --

       10     and not included.  We promised from the beginning we

       11     wouldn't do a cookie-cutter proposal.  We hope this

       12     is tailored to the needs of SPP.  We -- we didn't

       13     just propose that template.

       14               We have been very pleased with the

       15     collaborative process.  We have gone through several

       16     layers of committees.  We have gotten very

       17     constructive work.  We have been pleased with the

       18     state feedback, too, and, again, we appreciate more

       19     -- I can't help but give honorable mention to Sam

       20     Loudenslager.  I see him every time I give this

       21     present -- presentation.  The poor guy has had to

       22     sit through every presentation I have made so far

       23     and I think that is really admirable.

       24               Let me jump to the monitoring plan next.

       25     The monitoring plan is all about relationships, who
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        1     does what.  SPP has chosen to have two kinds of

        2     monitoring.  There is the independent market

        3     monitor, which -- which we lead, and then there is

        4     an in-house market monitoring unit.  In the

        5     monitoring plan, the general split of

        6     responsibilities is that the IMM will take primary

        7     responsibility for designing the mitigation measures

        8     and the in-house MMU will take primary

        9     responsibility for enforcing those measures.

       10               In the monitoring plan, there are lots of

       11     key topics.  One of the important ones is

       12     investigations.  Every market participant and every

       13     interested government agency, obviously including

       14     state agencies, may request an investigation from

       15     either the IMM or the MMU at any time they choose to

       16     do that.  We have set up an investigation process

       17     that begins with an informal process and a

       18     confidential process.  We think it's in everyone's

       19     interest that if there is an issue between parties

       20     if we can resolve that before it blossoms into

       21     something like litigation that's good for all

       22     parties, so we have that first, the informal phase.

       23     If we can't resolve it in that phase there is a

       24     formal process.  We can issue demand letters to

       25     cease a certain activity; we can impose sanctions;
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        1     we can go to FERC and ask for additional sanctions.

        2               Another big topic is confidentiality.

        3     There are probably a dozen times that's mentioned in

        4     the monitoring plan.  The hottest topic, as many of

        5     you know, are confidentiality requirements for state

        6     commissions.  We do not make a proposal.  We will

        7     accept SPP's decisions.  We understand this is an

        8     important case ongoing for MISO.

        9               Finally, emergency corrective action.

       10     This is a bit of humility.  We know, you know, all

       11     of you are going to design a wonderful market, but

       12     we wanted something in there -- if this market ever

       13     got disfunctional, especially in the first 12

       14     months, that there been a -- an ability to step in

       15     and say "Let's shut this down.  Let's mitigate.

       16     Let's minimize the harm."  There are several

       17     features in here, but basically the SPP president

       18     would be given that authority for this emergency

       19     corrective action.

       20               The final point on monitoring plan on 6,

       21     just the RSC and states have lots of opportunities.

       22     We really look forward to working with the states.

       23     We are here again today and have been seeking advice

       24     and imput on mitigation measures, investigations can

       25     be requested, the investigation results can be
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        1     provided to the states, copies of reports to the

        2     states.  The content of those reports can be

        3     influenced by the states.

        4               Turning to page 7, transmission market

        5     power, we discussed transmission market power in --

        6     in a vertical market power sense and that bluntly

        7     means that someone who owns both transmission and

        8     generation is in a position possibly to exercise

        9     vertical market power.  The most important

       10     mitigation of vertical market power is the SPP RTO,

       11     itself.  To the extent that function are taken over

       12     by the SPP we no longer will look for vertical

       13     market power in those functions.  To get to that

       14     point we have proposed an initial assessment to

       15     identify the remaining opportunities for vertical

       16     market power exercise.  We are looking for where

       17     transmission owners, transmission/generation owners

       18     still have imput into the process of determining how

       19     much transmission is available to whom.

       20               Once we do that initial assessment, that

       21     will become the focus for transmission market power

       22     monitoring and mitigation for both the IMM and MMU

       23     and we are, I think, much more explicit than most

       24     mitigation plans have been.  We think this is for

       25     the benefit of both the transmission owners and
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        1     transmission users.  We don't just say we are going

        2     to mitigate.  We say what we are going to focus on.

        3               Turning then to energy market power in the

        4     next slide -- I am on 8; that is good -- again the

        5     energy market here is the imbalanced market.  We

        6     have come to this looking for mitigation measures

        7     based on three principles:  First, we propose

        8     mitigation where we will only mitigate at times and

        9     in locations with binding transmission constraints.

       10     The reason for that is if you look at SPP in total,

       11     the -- the large market, it is workably competitive

       12     by all -- all quantitative measures.  Market shares

       13     are relatively small.  There is a good number of

       14     competitors.  So if you couldn't compete SPP-wide,

       15     it would be a workably competitive market.  It is

       16     only when that market is vulcanized with

       17     transmission constraints that we begin to see a

       18     problem, so we are only going to mitigate during

       19     binding transmission constraints.

       20               We will only mitigate those suppliers --

       21     that is, suppliers, through a quantitative test are

       22     demonstrated to have the ability to affect price and

       23     we will only mitigate to what we term here "long-run

       24     marketable cost."  It's a very important theme at

       25     FERC, I believe, and for us.  We don't want to do
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        1     anything in mitigation that worsens resource
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        2     adequacy.  You don't want to aggravate or create the

        3     shortage and the bottom line here is that we won't

        4     mitigate prices.  We -- we attempt not to mitigate

        5     prices below a level that is necessary to justify

        6     new investments and we -- we take as our proxy for

        7     new investment the cost of a combustion -- a new

        8     combustion turbine facility.

        9               If you will turn to page 9, again, this

       10     just implements those principles.  The primary

       11     mitigation in the energy market is an offer cap, so

       12     when there is a transmission constraint and if there

       13     is a pivotal supplier involved, that pivotal

       14     supplier will not be able to bid the price above the

       15     offer cap and the offer cap will be based on the

       16     full cost of a combustion turbine and what that does

       17     is it varies the offer caps according to the

       18     situation; the more severe, the more frequent that

       19     constraint, the tighter the offer cap, the lower it

       20     is, in dollars per megawatt-hour, so it varies and

       21     because we keep a running, rolling average on the

       22     constraint, these will vary over time.  As

       23     constraints get worse or as they loosen, the offer

       24     cap will loosen.

       25               There is -- these are the most explicit
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        1     mitigation measures.  Another area where we believe

        2     there is a role for the MMU and the IMM is enforcing
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        3     market behavior rules.  Everyone who gets

        4     market-based rates at FERC agrees to abide by market

        5     behavior rules.  We believe FERC is asking for some

        6     enforcement help there.  We have already begun to

        7     identify, with the help of stakeholders, some of the

        8     issues and most of the times what we hope to do with

        9     -- with these market behavior rules is to change

       10     market design to eliminate the opportunity for

       11     behavior that would harm consumers.

       12               Resource adequacy is the next topic.  We

       13     know that everybody in this room spends a lot of

       14     time caring about working on keeping the lights on

       15     of it we would like to pick up that theme here in

       16     part because there -- there is a new regional

       17     dimension to the markets and new questions have to

       18     be asked, but also in part from the market power

       19     mitigation perspective, any shortage, even if it's

       20     local, is definitely the devil's playground as far

       21     as market power to the east coast.  So to the extent

       22     that we can help in any way to -- and, again, I know

       23     you -- you do this, but to the extent that we can

       24     help in any way to be an early warning system for

       25     any shortage, any temporary shortage or -- or
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        1     regional shortage, we would like to do that.

        2               We have two what we consider to be pretty

        3     mild proposals.  First, we would like to propose an

        4     annual summit to be hosted by the board and the RSC.
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        5     I know you already do a transmission summit.  If we

        6     could somehow splice into that process, we would

        7     propose that as part of a mitigation effort and,

        8     finally, in "C", although there are resource

        9     adequacy requirements, there is no uniform

       10     enforcement of that requirement in SPP.  We propose

       11     that the IMM and the MMU write a white paper that

       12     would serve is a heads-up to the board and to the

       13     RSC laying out some options on that what I really

       14     call resource adequacy -- not requirement, but

       15     enforcement of that requirement.

       16               Finally -- the final slide, the final

       17     topic, is comparison to MISO.  MISO -- MISO just got

       18     approval of its mitigation measures in August of

       19     this year.  If you read into it and you take your

       20     time, I think there are very similar principals in

       21     MISO:  "Don't mitigate unless you have a binding

       22     constraint; only mitigate pivotal suppliers" and for

       23     their most heavily constrained areas, their narrow

       24     constrained areas, they use a CT-based offer cap

       25     just like we propose here, but there are differences
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        1     in mechanics.

        2               Again, on transmission market power, I

        3     think we are much more explicit in our approach.

        4               On energy market power, again I think we,

        5     by using that -- that offer cap on a CT-based offer
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        6     cap, we have eliminated a lot of mechanics that --

        7     that MISO would go into.  I think we have simplified

        8     it and made it much more efficient.

        9               With that, Madame Chair, thank you and I

       10     would be happy to answer any questions.

       11               COMMISSIONER HOCHSTETTER:  Craig, this is

       12     Sandy Hochstetter.  I have got a question for you.

       13               When you were talking about the annual

       14     summit for resource adequacy and maybe time adequate

       15     transmission, one of the things that the RSC has in

       16     its by-laws -- we have structured our by-laws into

       17     two sections, one of which is the role that we play

       18     with respect to helping determine the things that

       19     were decisional, if you will, in the white paper;

       20     and the second category of responsibilities is for

       21     us to coordinate amongst each other and with each

       22     other those things that are state jurisdictional,

       23     such as generation planning and -- and transmission

       24     planning and resource adequacy and I am wondering on

       25     that latter topic -- you know, this is a part of
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        1     coordination -- do you have -- you know, obviously

        2     that's something that is going to last more than --

        3     you know, or it's something that needs to take place

        4     in a bigger fashion than just a one-day summit.

        5               Is there something that you would suggest

        6     or that you have thought about in terms of a way for

        7     us to coordinate with each other on long-term
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        8     generation planning, particularly since many of our

        9     utilities, that are regulated, anyway, are multiple-

       10     jurisdictional, it seems like that would help SPP in

       11     its transmission planning and -- and reserve margin

       12     determinations and the market monitor, as well; have

       13     you given any thought to how the RSC should play

       14     that coordinating role?

       15               MR. ROACH:  The summit -- a summit might

       16     be a -- a starting point.  I -- your point is

       17     well-taken that a lot of this planning effort is

       18     done -- just getting presentations by some of the

       19     utilities all in a consistent fashion might be a

       20     step forward.  Just asking the right questions on a

       21     given day, and big, bold questions, you know, blunt

       22     questions about infrastructure, the adequacy of

       23     transmission infrastructure, all the way down to the

       24     adequacy of emergency procedures; just asking all in

       25     one place, all at one time with this focus on
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        1     keeping the lights on, just that I think is a good

        2     first step.

        3               Now those are difficult topics.  Things

        4     will fall out of that.  Work plan may fall out of

        5     that.

        6               CHAIRPERSON BODE:  I think that is good

        7     enough.

        8               Steve.

Page 147



1026 Minutes - Attachment 5 - Transcript
        9               COMMISSIONER GAW:  Thank you.  May I have

       10     the mike?

       11               I have got a couple of questions.

       12               In regard to the dispute resolution

       13     mechanism that you might have to try to resolve

       14     issues, what kind of transparancy will there been to

       15     that to -- outside the players, including the

       16     states, and if there -- if there is -- the degree of

       17     transparancy will then effect a follow-up question,

       18     so --

       19               MR. ROACH:  Do you have anything to add,

       20     Robert?

       21               MR. JANSSEN:  Rob Janssen, Boston Pacific.

       22               We are required to report on the results

       23     of every investigation in the annual market or

       24     annual statement market's report.  There are also

       25     going to be some investigations that when they
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        1     affect the market to a certain extent we need to

        2     bring those immediately to the attention of the

        3     board, the RSC, and I would have to go back now just

        4     to double-check the plan to see at what level

        5     different issues go from being confidential to

        6     public, but there is some transparancy.  I can't say

        7     that everything is transparent without, you know,

        8     reviewing this.

        9               COMMISSIONER GAW:  If you had a -- if you

       10     had a particular party that had -- was noticeable in
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       11     the voluntarily of complaints that -- that you were

       12     addressing, that -- that would be public, would it

       13     not?

       14               MR. JANSSEN:  Yes, I would say so.

       15               COMMISSIONER GAW:  In regard to the issue

       16     of -- of confidentiality and sharing information

       17     with the state commissions and with the regional

       18     state committee, how would you see the process of

       19     going forward on discussing that and do you have

       20     recommendations for the -- for us about -- about

       21     getting ahead of that rather than waiting for -- for

       22     it to develop like it seemed to do in MISO?

       23               MR. JANSSEN:  If I understand your

       24     question correctly, I believe that the nondisclosure

       25     agreement task force in which Sam is involved with
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        1     is already proceeding and addressing some of those

        2     issues.  There is a draft policy out there.  I

        3     participated in the last conference call to start

        4     making sure that the monitoring plan issues are

        5     synching up with that confidentiality policy because

        6     they need to be similar.  I think that SPP having

        7     that task force is getting out ahead of the issue

        8     right now and other than continuing to work through

        9     it, we need to have conference calls and the next

       10     conference call is scheduled for next week -- that's

       11     all that I can think of that needs to be done at the
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       12     moment.  I don't know if anyone else has a

       13     suggestion, but --

       14               COMMISSIONER GAW:  Thank you.  I -- I

       15     think that probably gives me an update on some

       16     things.  I will give that back to Julie.

       17               MR. LOUDENSLAGER:  Chairman Gaw, Sam

       18     Loudenslager.

       19               COMMISSIONER GAW:  Yes, Sam.

       20               MR. LOUDENSLAGER:  Just so you will know,

       21     each of the states has been invited to participate

       22     -- there are -- some of the attorneys have been

       23     invited to participate in a conference call this

       24     week that will start going over that draft policy --

       25               COMMISSIONER GAW:  Okay.
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        1               MR. LOUDENSLAGER:  -- that SPP has

        2     generated or that the task force has generated and

        3     then feed that -- that back into the -- the call

        4     next week with the NDATF, so Datheim is involved in

        5     that --

        6               COMMISSIONER GAW:  Yes.  Okay.

        7               MR. LOUDENSLAGER:  So --

        8               COMMISSIONER GAW:  Good.  Thank you.

        9               CHAIRPERSON BODE:  That's good.  Maybe we

       10     should put that on our agenda, Bridgett, for our

       11     next meeting is to have a report on -- on the

       12     confidentiality that the task force is working on,

       13     too.
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       14               Sam, would you be the one who would make

       15     that report or who would?

       16               MR. LOUDENSLAGER:  I would suggest either

       17     Steve Datheim or Mary Cochran.

       18               CHAIRPERSON BODE:  Okay.  So we will put

       19     Steve -- Steve first since we have got him signed up

       20     for it and he is not here and he can't, you know --

       21     are there further questions for Craig?

       22               Yes.  Sam.

       23               MR. LOUDENSLAGER:  Yeah.  Craig, what's

       24     kind of the drop-dead date for imput for the states

       25     on what you guys have been working on?  I know you
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        1     said you have got -- you are looking -- you are

        2     trying to get everything finished up so that you can

        3     make a filing in February at FERC, so January 31st

        4     or, you know, January 1st or what?

        5               MR. ROACH:  I tend not to give drop-dead

        6     dates to states, but you are welcome at any time,

        7     the sooner the better -- you know, I think -- I

        8     think that you will find a lot to chew on in what

        9     you have right in front of you, so comment at that

       10     stage and then we will be putting together another

       11     draft certainly in January, so comments at that

       12     time, but, really, anytime up until filing would be

       13     very much appreciated.

       14               CHAIRPERSON BODE:  Okay?  Any other
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       15     comments or questions?

       16               Thank you very much for an excellent

       17     presentation.  I will look forward to working with

       18     you and coming up, I think, an opportunity for us to

       19     have a retreat or a meeting on -- on these issues

       20     and -- and we will work together and try to get that

       21     set out in the very near future.

       22               MR. ROACH:  Thank you for your time and I

       23     look forward to working with all of you.

       24               CHAIRPERSON BODE:  Thank you very much.

       25               Well, we appreciate you staying for the
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        1     afternoon.

        2               I believe we have -- we have one other

        3     thing on the agenda that we are going to add to the

        4     next meeting, as opposed to hearing it at this

        5     meeting, so I think all we have left for this

        6     afternoon is to decide when we are going to have our

        7     next meeting and I will ask you all to take a look,

        8     I believe, at November 10th, which we had already

        9     kind of put November 10th at 10:00 on our agenda,

       10     but I think Patricia Parsley said that they have an

       11     open meeting that morning and wanted to know if

       12     there was a possibility of doing it that afternoon,

       13     but we may be -- what time does your open meeting

       14     start?

       15               SECRETARY CARUTHERS-PARSLEY:  9:30.

       16               CHAIRPERSON BODE:  At 9:30?  What does
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       17     everybody else think?

       18               Steve or Brian?  November 10th is a

       19     Wednesday.

       20               COMMISSIONER GAW:  As far as I know -- I

       21     will have to check.  I know that DNR is the

       22     following week.

       23               CHAIRPERSON BODE:  Right.  Are you going

       24     to Nader?

       25               Okay.  Well, it could be that we could
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        1     arrange for a face-to-face meeting with Nader where

        2     a number of us are there, put a conference call on;

        3     for others, as well, but I think we do -- we do

        4     probably want to have a report back before then,

        5     perhaps even tomorrow, on the issue that we voted on

        6     earlier, we want to have the language finalized on

        7     that as soon as possible.

        8               Mike, what time -- when do you all think

        9     that you all might be able to get sort of the final

       10     language on that piece?

       11               MR. PROCTOR:  I am looking -- on the cost

       12     allocation proposal?

       13               COMMISSIONER HOCHSTETTER:  I think it is

       14     Mark Rossi that needs to answer that question.

       15               MR. PROCTOR:  Yeah.

       16               Yeah.  I think so.

       17               MR. ROSSI:  Here is the notes.  I will
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       18     draft it up for you.

       19               COMMISSIONER HOCHSTETTER:  All right.

       20     Just out of curiosity, are you going to be able --

       21     or will you be prepared to present that in a more

       22     finely detailed format tomorrow for the board

       23     meeting?

       24               MR. ROSSI:  Yes, ma'am.

       25               COMMISSIONER HOCHSTETTER:  I see some
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        1     folks nodding their head yes.

        2               MR. ROSSI:  Yes, ma'am.

        3               COMMISSIONER HOCHSTETTER:  Okay.  Great.

        4               MR. WARREN:  Madame President, this is

        5     Bary Warren, with Empire District.

        6               Could -- Mark, could you do me a favor,

        7     and maybe some of us, can you reread that that you

        8     are going to rewrite and if we can can we make sure

        9     we understand that the motion that was approved, it

       10     was voted on very quickly and I wanted to be sure I

       11     got that understood.

       12               MR. ROSSI:  Sure.

       13               MR. WARREN:  Thank you.

       14               MR. ROSSI:  And I apologize.  I forgot my

       15     big target sign here.

       16               I will read you my notes.  It may not be

       17     the same order that I said them before.

       18               The -- the DNR's request would be -- would

       19     continue to be in the base plan as proposed on
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       20     October 5th.  The three criteria that are there

       21     would remain.  We would add a fourth criteria --

       22     sorry -- before that, the 33%/67% split regional

       23     zone would still remain as in the original proposal.

       24               Then what we are doing is for the 67%

       25     split to the zone you are going to look at what is
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        1     the impact on the zonal rates of the dollars that

        2     are allocated to each of the zone, so if there are

        3     three zones that benefit, and so you split -- the

        4     67% gets split between the three zones, you are

        5     going to look at the dollar impact to the zonal

        6     transmission rate of that allocation of dollars and

        7     if that allocation of dollars exceeds an agreed debt

        8     gain, which is still yet to be approved -- we -- we

        9     said we need to do a little bit more homework on

       10     that -- but it's in the neighborhood of 5 to 10%.

       11     Then the dollars that caused it to go over the top

       12     would be directly assigned to the Requestor of the

       13     upgrade.

       14               Okay?  Now I want to add one point of

       15     clarification that may not have come in the

       16     original, but the -- the analysis is only of the 67%

       17     dollar impact.  It does not include the 33%, which I

       18     couldn't remember if I said that or not earlier --

       19               CHAIRPERSON BODE:  Yes.

       20               MR. ROSSI:  -- but I just wanted to
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       21     clarify that.

       22               CHAIRPERSON BODE:  I think you did.

       23               MR. ROSSI:  Okay.

       24               CHAIRPERSON BODE:  That is what we

       25     understood.
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        1               MR. ROSSI:  Okay.  That's what you voted

        2     on, right?

        3               SECRETARY CARUTHERS-PARSLEY:  You might

        4     also want to clarify what you meant by "requestor."

        5               MR. ROSSI:  I am sorry?

        6               SECRETARY CARUTHERS-PARSLEY:  Your

        7     "requestor" -- you might also want to clarify what

        8     is meant by "requestor"?

        9               MR. ROSSI:  This would be "the

       10     transmission customer requesting either the change

       11     or addition of the designated network resource and

       12     that request would have to meet all four

       13     requirements now rather than the initial three to be

       14     eligible for base funding and if you exceeded that"

       15     --

       16               CHAIRPERSON BODE:  That is not -- my

       17     understanding, it is not the transmission customer,

       18     that the person requesting the change, so it could

       19     be an existing transmission owner or it could be a

       20     transmission customer.

       21               MR. ROSSI:  They are still transmission --

       22               CHAIRPERSON BODE:  "Change in designated
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       23     resources"?

       24               MR. ROSSI:  Yes.  Okay?

       25               Yes.
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        1               CHAIRPERSON BODE:  Okay.  Did you get

        2     that, Bary?

        3               MR. WARREN:  Yeah.  And just to clarify,

        4     it's -- it's a modification to the October 5th

        5     proposal --

        6               MR. ROSSI:  Yes.

        7               MR. WARREN:  -- proposal, not Option 2.

        8               MR. ROSSI:  That's correct.  Not Option 2.

        9               MR. WARREN:  And, Madame President, could

       10     we -- could we get -- the motion that was approved,

       11     could we get that reread just to make sure?

       12               SECRETARY CARUTHERS-PARSLEY:  I think all

       13     I said was that I moved to adopt the October 5th

       14     proposal with -- with the amendment that Mark had

       15     read.

       16               MR. WARREN:  Thank you.

       17               CHAIRPERSON BODE:  Are there any further

       18     questions?

       19               MR. ROSSI:  I am sorry.  I didn't mean to

       20     interrupt you.

       21               We are going to post the changes before

       22     8:00 tomorrow morning.

       23               CHAIRPERSON BODE:  Okay.  Thank you very
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       24     much.

       25               If there -- is there any further business
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        1     to come before the SPP?

        2               Yes.

        3               CHAIRMAN MOLINE:  Is it still a plan to

        4     have a face-to-face meeting in conjunction with the

        5     board meetings, and if so do we have any idea when

        6     those will be so we can plan them?

        7               MR. LOUDENSLAGER:  I think the board

        8     meetings are coming up -- one is in Shreveport in

        9     January -- this is Sam Loudenslager -- the one after

       10     that in April is in Austin; the one after that in

       11     July is in Santa Fe, I believe.

       12               CHAIRPERSON BODE:  Are those all posted on

       13     the website?

       14               MR. LOUDENSLAGER:  Boy, that is a good

       15     question.  The dates are.  I don't know that the

       16     locations are.

       17               CHAIRMAN MOLINE:  The dates -- the dates

       18     are, you say?

       19               MR. LOUDENSLAGER:  The dates are.  Yes,

       20     sir.

       21               CHAIRPERSON BODE:  SPP has said that the

       22     -- the dates are on there and the calendar and the

       23     locations are posted on the SPP website.

       24               CHAIRMAN MOLINE:  Thank you.

       25               CHAIRPERSON BODE:  Are there any further
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        1     comments or questions?

        2               COMMISSIONER HOCHSTETTER:  Did we resolve

        3     what time we are doing a conference call on the 10th

        4     or is that going to be something that we will handle

        5     via e-mails with each other over the next few days?

        6               CHAIRPERSON BODE:  I think what we talked

        7     about was tentatively we would stick with the 10:00

        8     on November 10th time, which Julie said that she

        9     thought she could step out for a while and if not --

       10     they are beginning to shake their heads "No," but if

       11     not, we can -- we will have -- we will have Jess out

       12     there or Bridgett with a tag team.

       13               Okay.  And let us know, Steve.

       14               And so tentatively you will be November

       15     10th at 10:00 a.m. and Bridgett will get that posted

       16     for us unless we tell her something different and

       17     you have the agenda items of things we did not

       18     complete here, an update on the items we had on the

       19     agenda before and then the additional item that we

       20     talked about that we did not get to accomplish at

       21     this meeting.

       22               Okay?  Is there anything further we need

       23     to bring -- bring to the floor before we adjourn?

       24               If not, I would entertain a motion to

       25     adjourn.
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        1               CHAIRMAN MOLINE:  So moved.

        2               COMMISSIONER HOCHSTETTER:  Seconded.

        3               CHAIRPERSON BODE:  It is seconded.

        4               All in favor, say "Aye."

        5

        6

        7

        8

        9

       10

       11

       12

       13

       14

       15

       16

       17

       18

       19

       20

       21

       22

       23

       24

       25
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Travel Policy 

 
The Southwest Power Pool Regional State Committee (“RSC”) will reimburse RSC members 
(and their delegates assigned to specific task forces and working groups) and RSC associate 
members (hereinafter severally and jointly referred to as “Member(s)”) for all fair and reasonable 
expenditures incurred by Members when conducting RSC business. It is intended that Members 
should neither lose nor gain money as a result of reimbursement.  
 

1. Travel expenses must be submitted on the RSC expense reimbursement form within 30 
days after the conclusion of the travel. Receipts are required for all expenses. 

2. The RSC expense reimbursement form must be signed by Member seeking 
reimbursement and in the case of an assigned delegate, by the individual state 
Commissioner assigned to the RSC.   

3. While traveling and away from home, Members are expected to use good judgment when 
incurring expenses for lodging, meals, transportation, etc. RSC will reimburse business 
related mileage at the rate approved by the IRS.  Reimbursement will be for mileage 
claimed due to travel to business location and return.   

 
4. Members are responsible for making their own arrangements for transportation, lodging 

and car rentals. All accommodations should be purchased as far in advance as possible to 
obtain available discount fares/rates. All air travel is to be booked at the lowest 
accommodating fare. 

  
5. Lodging reservations should be made at mid-priced establishments, when available. If a 

Member is attending a meeting or function being held at a specific facility, then 
reservations may be made at that facility. 

 
6. The RSC will not accommodate advances for travel expenses; the RSC will only 

reimburse expenses after the fact with supporting documentation and approval as 
specified in this policy. 

 
7. If a spouse or family member accompanies a Member on a business trip for non-business 

reasons, the family member’s travel expenses are not reimbursable.  
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Travel Guidelines 

These numbers are provided as guidelines and are based on historical averages. Members  are 
expected to use their best judgment while traveling.   
 
Price Guidelines: 

1. Airfare - $500 roundtrip within the SPP footprint 
2. Hotel - $130/night 
3. Meals - $45/ day 
4. Car Rental - $70/day 
5. Parking - $10/day 
6. Tips & Gratuities – 15% tip for meals, 10% tip for cab fare, $1 per bag for baggage 

handling 
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Expense Reimbursement Policy 

 
This policy is intended to identify reasonable, necessary and customary business expenses, which 
are eligible for reimbursement.  Southwest Power Pool Regional State Committee (“RSC”) 
participants eligible for reimbursement include RSC members (and their delegates assigned to 
specific task forces and working groups) and RSC associate members (hereinafter severally and 
jointly referred to as “Member(s)”) 
 
Business Mileage – Members will be reimbursed for all mileage incurred while using a personal 
vehicle for business. The Member will be reimbursed at the standard IRS mileage rate. 
 
Personal Auto Use on Company Business – If a Member requests use of a personal vehicle in 
lieu of air travel, reimbursement will be made at the approved reimbursement rate for the most 
direct mileage to and from the business destination unless round trip air travel is less expensive. 
When this occurs, the round trip air travel cost will be reimbursed instead.  
 
Mileage will be reimbursed at the then current IRS mileage rate. This expense is to be turned in 
on an expense account (within 30 days) with the number of miles and the purpose of the trip.  
 
Rental Cars, Taxis, Bus Fares, tolls, etc. – Reimbursement will be made for transportation while 
on RSC business, including transportation to and from airports and transportation to and from 
local businesses. Members are expected to use cost effective methods. The standard rental 
automobile will be a mid-size sedan. 
 
RSC Meals –Members will be reimbursed for meals under the following circumstances: 
 

• When out of town on business, the reasonable costs of the Member’s meals will be 
reimbursed. 

• Business meals will be reimbursed when business is discussed and the Member 
documents the business purpose and who attended. 

 
Lodging – Members will be reimbursed for lodging expenses incurred while on RSC business.  
 
Meetings - The following are guidelines for a meeting the RSC might incur. 
 

1. Lunch – plan for $25/ person 
2. Continental Breakfast – plan for $10/person 
3. Afternoon Break – plan for $150/total 
4. Beverages – plan for $12/person 
5. Meeting Room (<20 people) - $250/day 
6. Meeting Room (>20 people) - $650/day 
7. Supplies (<20 people) - $350/day 
8. Supplies (>20 people) - $700/day 
9. A/V Equipment 
10. Conference Phones 
11. Internet Access 
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12. Teleconference : 25 ports/2 hr. meeting 
 

 
Receipts are required on all expenses. 
 
Reimbursement will be approved per this policy.  Periodically, reimbursements will be 
reviewed by the RSC officers for compliance with this policy.  
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  Cost Allocation for Base Plan Upgrades 

October 5, 2004  2 

Straw Proposal for Base Funded Upgrades 
The purpose of this short paper is to summarize the key elements of a proposal to allocate costs 
for base funded projects within SPP.  This paper reflects the discussions of the CAWG members 
on September 16, 2004 and subsequent meetings with the CAWG and stakeholders.     

Key Elements of Proposal to Allocate Costs for Base Plan Upgrades  
The general consensus is that costs should be allocated using a regional/zonal approach.  Given 
that context, the CAWG discussed proposals that consisted of the following elements: 

1. Determine the regional allocation factor - X% of costs is allocated to SPP-wide regional 
postage stamp rate using a defined methodology. 

2. Allocate remaining costs to zones – Allocate (100%-X) costs to zones using a defined 
methodology. 

3. Flexibility for including future resources in base plan – this element addresses the 
question as to the flexibility accorded transmission customers to change their resources in 
the planning process so that any associated transmission upgrades qualify as a base 
funded project.  This element consists of two components: 

a. Commitments required for resources to be included in base plan – this element 
defines certain criteria that must be met in order for a resource to be included in 
the base plan and hence eligible for any associated upgrades costs to be base 
funded.   

b. Limitations on requesting future resource requirements –  
i. A concern was expressed as to how much capacity a transmission customer 

is permitted to reserve in relation to its historic requirements.  One 
approach is to establish a hard cap (e.g., 125% of peak load).  Another is to 
establish a reasonability check.   

ii. Another concern was expressed regarding the potential for excessive costs 
that could be associated with designating a resource a long distance from 
the load.  One approach is to limit location of network resource to be within 
a certain distance from the load.  Another is to set a $/MW cap on 
transmission investment. 

4. Waivers – the CAWG recognized that there may be certain circumstances that would 
justify waiving certain provisions that would disqualify a proposed upgrade from being 
eligible for base funded upgrade status.   

Combinations Discussed 
There were two basic approaches discussed and these are summarized in the table below. 

Element Approach 1 Approach 2 
Regional allocation factor *  50% 
Allocation of (1-x) costs to zones Use the SPP MW Mile 

approach to identify zones 
that benefit from upgrade 

Allocate remaining costs to 
zones in which facility(ies) are 
electrically connected. 

Commitment required 5-7 years 3 years 
Limits on requesting future 
resources 

125% of peak load SPP performs a reasonability 
check on case-by-case basis. 

Approach 1 is a variation on the theme of the SPP proposal.  Approach 2 is a mix of elements that 
were discussed at the meeting.  The different elements are not exclusive to one approach so that 
different parts can be mixed and matched as desired.   
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* A voltage level allocation or an alternative fixed amount is recommended.  Two options have 
been proposed for the Regional Allocation Factor: Option A, as shown below, uses a voltage 
level determinate; Option B would fix the allocation to the region between 25 and 33%.  

KV Levels Regional Allocation 
> 345 kV 100% 
345 kV – 161 kV 40% 
< 161 kV 20% 

Recommended Approach 
After weighing the different approaches, the CAWG has developed a recommended approach for 
allocating costs for base plan upgrades defined by the elements in the table below: 
 
Element Recommended Approach 
Regional allocation factor X = 33% meaning that 33% of the base plan 

upgrade costs will be included in an SPP region 
wide rate.  

Allocation of (100%-X) costs to zones Use the SPP incremental MW Mile approach to 
identify zones that benefit from the upgrade and 
allocate remaining costs of base plan upgrades to 
these zones. 

Conditions on including future 
designated network resources in base 
plan 

 

a.  Commitment required before 
upgrades associated with requests 
to change DNRs are eligible for 
base funding approach 

5 years, meaning transmission customers would 
have to demonstrate a firm commitment to a 
resource for at least 5 years before any associated 
upgrade costs would be eligible to be included in 
base plan funding.   

b. Maximum reserve margin 125% of peak load will be used as an initial limit.  
Requests that exceed this limit will be subject to a 
reasonability check by SPP before being approved 
and included in the base plan. 

c.  Safe harbor provision for 
associated network upgrade costs 

$180,000/MW1, meaning that if upgrade costs are 
less than this figure, they may be included in the 
base plan if they meet provisions a and b.  If the 
upgrade costs exceed the safe harbor amount, the 
transmission customer must seek a waiver to have 
the additional costs eligible for base plan funding.  
 
 

Waivers See amended Waivers section below.   
Review of the Regional Allocation 
Factor 

Review required at least once every 5 years.  SPP 
Board may elect to review more frequently if 
conditions warrant.   

                                                      
1 This figure was calculated as the average of the transmission investment throughout the region using each 
transmission owner’s annual revenue requirements and fixed charge rate.  Hence, a transmission customer 
requesting to add or change a DNR for 100 MW of service would have a safe harbor limit of $18M in 
transmission upgrade costs ($180,000/MW * 100 MW). 
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Other Considerations 
There were two other general areas that were discussed: waivers and review of the regional 
allocation factor. 

Waivers 

The CAWG recognized that any plan must have sufficient flexibility built in to it so that it is both 
practical and doesn’t create any undesirable barriers to the competitive market place.  During the 
meeting, the group discussed including the following waivers to the commitment period and 
limits on additional resources as part of any proposal: 

1. Lack of competitive alternatives – it may be appropriate to approve a project as a base 
funded project if there are no competitive alternatives for (one or a group) of transmission 
customers. 

2. Dollar magnitude – there may be a de minimus standard that is appropriate for small 
projects in terms of dollar amounts that provide significant value to the region. 

3. Fuel diversity – to the extent a proposed project would benefit the region’s fuel diversity, 
it may be appropriate to allow certain upgrade costs to be eligible for base funding. 

4. Upgrade costs in excess of safe harbor limit – to the extent a transmission customer’s 
request to change a designated resource has network upgrade costs that exceed the agreed 
safe harbor amount (i.e., $180,000/MW), the customer may be required to demonstrate 
commitment beyond the minimum five-year commitment before such costs would be 
eligible for base plan funding.2   

5. Commitment period waiver – it may be appropriate to grant a waiver for requests that do 
not meet the five-year commitment period if conditions such as the following are met: 

a. Transmission upgrades associated with the request that are less than the 
$180,000/MW safe harbor amount may justify flexibility in the minimum period 
commitment.3   

b. Cost-benefit – facilities with a very short payback period4 may be eligible for 
flexibility in the minimum period commitment.  

Review of the Regional Allocation Factor 
The CAWG discussed the question as to how often the regional allocation factor (e.g., 33%) and 
the zonal allocation methodology (e.g., SPP MW-mile) should be reviewed and updated.   The 
discussion focused primarily on whether the allocation factor and methodology should be: (1) 
updated on a regular basis (e.g., every planning cycle); (2) tied to the commitment level for the 
resources (e.g., the 3 year or five year term); or (3) fixed for a minimum period of time.  The 
consensus position developed was that regional allocation factor should be reviewed at least once 
every 5 years.  The SPP Board and RSC could review this more frequently if circumstances 
warranted.  However, the SPP should review the reasonability of this factor under any 
circumstances at least once every five years. 

                                                      
2 For example, a project that requires $20M in upgrade costs for 100 MW of a requested designated 
network resource (i.e., $200,000/MW) but has a ten-year commitment may qualify as a base funded project 
even though it exceeds the safe harbor limit of $180,000/MW. 
3 For example, a project that costs $8M in upgrades costs for 100 MW of a requested designated network 
resource (i.e., $80,000/MW) and has only a three-year commitment may qualify as a based funded project 
even though it is below the five-year minimum to qualify as a designated network resource in the base plan. 
4 The payback period is the amount of time that is required for the economic benefits from upgrades 
associated with a designated network resource to cover the cost of the project.  For example, if the payback 
period is 3 years or less, a project with a three-year commitment may qualify as a base funded project. 
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A. Background
1. Market Monitoring Plan and Market Power 

Mitigation Measures are required for all 
RTOs

2. Filing and approval required prior to market 
start up

3. FERC “Template” both informs and 
constrains us

4. Committed to a collaborative process
5. Committed to a close working relationship 

with the states

I. BACKGROUND AND PURPOSE

BOSTON PACIFIC COMPANY, INC.

4

B. Purpose of the Monitoring Plan and 
Mitigation Measures

1. To protect consumers from the abuse of 
horizontal and vertical market power in SPP 
Markets and Services

2. IMM and MMU also have a role in ensuring 
efficient market design and operation that 
enables consumers to get the best possible 
deal in terms of price, risk, and reliability

I. BACKGROUND AND PURPOSE
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A. Relationship and Process

B. Independent Market Monitor (IMM) and 
Internal Market Monitoring Unit 
(MMU)

C. Some Key Topics
1. Investigations
2. Confidentiality
3. Emergency Corrective Actions

II. THE MONITORING PLAN
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D. Significant Opportunities to Interact 
With the States

1. RSC advice and input on Mitigation 
Measures

2. Investigation requests from State 
Commissions

3. Results of investigations may be provided to 
the RSC

4. Copies of reports to RSC and State 
Commissions

5. RSC advice and input on development of 
performance indices, metrics and screens for 
reviewing market data

II. THE MONITORING PLAN
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A. The SPP RTO Itself Is the Primary 
Mitigation

B. Initial Assessment for Remaining 
Opportunities to Abuse Transmission 
Market Power

C. Monitoring & Mitigation of Future 
Abuses

III. TRANSMISSION MARKET POWER 
MITIGATION
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A. Principles for Mitigation Measures
1. Mitigate only at times and in locations with 

binding transmission constraints
2. Mitigate only Pivotal Suppliers
3. Mitigate only to long-run marginal cost 

(LRMC) of new investment

IV.  ENERGY MARKET POWER 
MITIGATION
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B. Specific Mitigation Protocols for 
Economic Withholding

1. Offer cap is equal to:
a. Annual fixed cost of peaking plant divided 

by actual hours of constraint (rolling 
average)

b. Plus indexed fuel cost and O&M
c. Not a price cap

C. Enforcing Market Behavior Rules

IV.  ENERGY MARKET POWER 
MITIGATION
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A. “Keeping the Lights on” Is Everyone’s 
Top Priority
� New Regional Dimension

B. Proposing Annual Summit to Be Hosted 
By Board and RSC

C. Proposing a White Paper to Board and 
RSC Regarding Resource Adequacy 
Requirement Options

V.  RESOURCE ADEQUACY
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A. Similar Broad Principles

B. Different Mechanics
1. Transmission Market Power

a. More explicit rules
2. Energy Market Power

a. CT-based offer cap for all constrained areas

VI.  BRIEF COMPARISON TO MISO      
MITIGATION MEASURES


	RSC Minutes 10/26/04
	Att 1- Wind Presentation
	Att 2 - Wind Presentation
	Att 3 - Wind Presentation
	Wind Energy Cost Trend
	Natural Gas Situation
	Economic Development Opportunities

	Att 4 - Wind Presentation
	First NWCC SPP Transmission Workshop
	Why is Transmission Important?
	National Transmission Scene
	What’s the Big Deal With Wind –How is Wind Different?
	New York State Hourly Load Change Without and With Wind High Penetration
	Wind Plant Capacity Value
	Capacity Value Methods
	Evolution of Wind Turbine Technology
	How Does Wind Plant Performance Compare?
	What’s the Outlook for Wind Plant Output Forecast Accuracy?
	What Additional Costs do Wind Plants Cause?
	In Summary

	Att 5 - Transcript
	Att 6 - Travel Policy
	Att 7 - SPP Base Plan Proposal
	Att 8 - IMM

