Minutes No. 31
Southwest Power Pool
OVERSIGHT COMMITTEE MEETING
March 27, 2012
Boston Pacific Offices, Washington, DC
•

MINUTES

•

Agenda Item 1 – Administrative Items
SPP Chair Josh Martin called the meeting to order at 8:57 a.m. The following members were in attendance:
Josh Martin (Director), Julian Brix (Director) and Phyllis Bernard (Director). Staff in attendance included
Stacy Duckett, Alan McQueen, Lauren Krigbaum, Philip Propes, and Barbara Stroope. Others in attendance
included Craig Roach and Vincent Musco (Boston Pacific) and Carol White (FERC).
Carol White noted pending changes with the Market Oversight assignments at FERC.
Mr. Martin referred to draft minutes of the December 12, 2011 meeting and asked for corrections or a motion
for approval (12/12/11 Minutes – Attachment 1). Phyllis Bernard noted some clarifications for the minutes.
Julian Brix moved to approve the minutes as revised; Phyllis Bernard seconded the motion. The motion
passed unanimously.
Agenda Item 4 – 2011 State of the Market Report Plan
Barbara Stroope provided a review of the State of the Market report (SOM Report – Attachment 2).
Considerable discussion followed. The report will be presented at the April Board of Directors meeting for
final comments, prior to presentation and submission to FERC in May.
Agenda Item 5 – Looking Forward Report
Craig Roach presented a review of the Looking Forward report (Presentation – Attachment 3). Josh Martin
and Julian Brix noted the usefulness of this report in strategic planning for Southwest Power Pool. Extensive
discussion followed. The report will be presented at the April Board of Directors meeting as well.
Agenda Item 6 – Market Monitoring Unit Independence Statement
Alan McQueen reviewed a previous discussion regarding the creation of a statement clarifying the
independence of the Marketing Monitoring Unit (MMU) and a recommendation to post this statement on the
MMU page on the SPP website (Independence Statement – Attachment 4). Phyllis Bernard moved to
approve; Julian Brix seconded the motion. The motion passed unanimously. The statement will be posted
on spp.org following reporting at the April Board of Directors meeting.
Agenda Item 7 – Equity in Transmission Review
Craig Roach reviewed a memo discussing current plans for addressing equity in regional transmission costs
as recommended by the Regional Allocation Review Task Force (RARTF) and approved by the Markets and
Operations Policy Committee (MOPC) and the Board of Directors/Members Committee (Equity in
Transmission Memo – Attachment 5). He noted in the assessment that the plan that has been developed
will work as planned, and offered some suggestions for consideration by the Economic Studies Working
Group in future assessments. Josh Martin asked that the memo be published for the April Board of Directors
meeting.
Agenda Item 3a – Update on Market Monitoring Unit
Alan McQueen reviewed the quarterly activity report for the Market Monitoring Unit (MMU Report –
Attachment 6). Staffing is a current focus as there are four openings. Phyllis Bernard suggested checking
with Morgan State University based on a recent meeting she attended there as well as other historically
black universities. Mr. McQueen noted a new group at FERC, Division of Analytics and Surveillance. This
group will be more focused on market activity, gaming and manipulation. We will also have a new liaison
with the Division of Energy Market Oversight going forward. Progress has been made internally on data
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management and access for market monitoring. The Market Working Group did approve a protocol revision
recommended by the MMU for improvement of mitigation. Phyllis Bernard noted specific issues identified by
the MMU and concrete steps that are being taken to be able to identify and/or prevent these issues in the
new market.
Agenda Item 8 – Events of Interest
Constellation/Exelon Order
Alan McQueen reviewed the Constellation/Exelon order recently issued by FERC. Constellation was found
to be manipulating markets and was ordered to pay fines and disgorge profits. This type of gaming is known
and readily tracked. In this case, it may not have been addressed early enough. SPP has metrics in place
to monitor this. The focus in the MMU now is on new types of manipulation, specifically. The MMU focuses
on whether activity makes business sense in determining whether to analyze it more closely and what action
is necessary. The MMU has authority to remove a market participant from the market, but would do so only
after consulting with the entity. As part of the Constellation penalty, each RTO will receive $1 million to
spend on hardware/software to enhance monitoring going forward. SPP must submit a plan for review and
concurrence prior to spending the funds.
Xcel Energy Settlement
Stacy Duckett noted a recent Xcel case, which settled for $2 million. SPP participated in several requests for
information related to this case, but was not otherwise involved.
Agenda Item 9 – Annual Assessment and Org Group Survey Results and Scope Discussion
Stacy Duckett reviewed the org group survey results for the Oversight Committee (OC Assessment, Survey
and Scope – Attachment 7). The Committee also discussed draft revisions to the scope based on recent
discussions to re-assign certain duties among Board committees. The group asked to see draft scope
revisions for the Finance Committee (FC) and the Human Resources Committee (HRC) to provide further
feedback.
Agenda Item 3b and 3c – Update on Current Activities
Internal Audit (IA)
Lauren Krigbaum provided the quarterly activity report for Internal Audit (IA) (IA Report – Attachment 8). The
department did have some turnover in one position but has recently hired a replacement. The audits
focused on IT will be re-set since this hire. The new position will be slightly delayed to avoid a new hire
coming in during the SSAE16 audit. The group discussed several audits in detail. The Committee asks the
HRC to consider approaches to address some of the management shortcomings identified in recent audits
based on IA issues identified and management responses, as well as staff recommendations to address
these issues. A review of the Integrated Marketplace continues.
Compliance
Philip Propes updated the Committee on Compliance activities during the quarter (Compliance Report –
Attachment 9). Phyllis Bernard relayed some feedback from an entity regarding its responses to the
Regional Entity (RE) survey and concerns regarding anonymity. Mr. Propes noted benefits to the Members
Compliance Group to date in interacting and coordinating with the RE. He reviewed various outreach
activities during the quarter. The department has two openings, one of which will be focused on outreach
coordination going forward.
Agenda Item 2 – Review of Past Action Items
Stacy Duckett reviewed the Action Items Report (Action Items Report – Attachment 10).
New Action Items
•

Support development of credit risk assessment in compliance with Order 741.
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Agenda Item 10 – Future Meetings
Josh Martin noted future meetings. The next scheduled meeting is June 4 in Little Rock.
The meeting adjourned to Executive Session at 2:11 p. m.

Executive Session
1. Alan McQueen and Philip Propes provided updates on an inquiry previously reported to the
Committee.
2. Stacy Duckett and Philip Propes provided updates on matters currently pending at FERC and SERC.
3. Stacy Duckett provided a report on administrative items for staff (evaluations, salary administration
and performance compensation). She will report this information each year at the March meeting.
The Executive Session adjourned at 2:57 p.m.

Respectfully Submitted,

Stacy Duckett
Secretary
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OVERSIGHT COMMITTEE MEETING
March 27, 2012
Boston Pacific Offices, Washington, DC
• AGENDA •
9:00 a.m. – 3:00 p.m. EDT
1. Call to Order ........................................................................................................... Josh Martin
2. Action Items Report ............................................................................................ Stacy Duckett
3. Update on Current Activities
a. Market Monitoring Unit........................................................................... Alan McQueen
b. Internal Audit ..................................................................................... Lauren Krigbaum
c. Compliance .............................................................................................. Philip Propes
4. 2011 State of the Market Report ....................................................................... Alan McQueen
5. Looking Forward Report ........................................................................................ Craig Roach
6. Market Monitoring Unit Independence Statement ............................................. Alan McQueen
7. Equity in Transmission Review.............................................................................. Craig Roach
8. Events of Interest
a. Constellation/Exelon Order .................................................................... Alan McQueen
b. Xcel Energy Settlement .......................................................................... Stacy Duckett
9. OC Annual Assessment and Org Group Survey Results ................................... Stacy Duckett
10. Future Meetings ..................................................................................................... Josh Martin
2012
June 4

Little Rock (morning prior to the BOD Meeting)

September 27

Hilton Head, SC

December 10

Dallas (day prior to BOD Meeting)

Executive Session

Relationship-Based • Member-Driven • Independence Through Diversity
Evolutionary vs. Revolutionary • Reliability & Economics Inseparable
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Southwest Power Pool
OVERSIGHT COMMITTEE MEETING
December 12, 2011
SPP Offices, Little Rock, AR
•

MINUTES

•

Agenda Item 1 – Administrative Items
SPP Chair Josh Martin called the meeting to order at 8:39 a.m. The following members were in attendance:
Josh Martin (Director), Julian Brix (Director) and Phyllis Bernard (Director). Staff in attendance included
Stacy Duckett, Alan McQueen, Lauren Krigbaum, Philip Propes, Carl Monroe and Nick Brown. Others in
attendance included Craig Roach and Vincent Musco (Boston Pacific); Jim Eckelberger and Harry Skilton
(Directors).
Mr. Martin referred to draft minutes of the September 29, 2011 meeting and asked for corrections or a motion
for approval (9/2911 Minutes – Attachment 1). Julian Brix moved for approval; Phyllis Bernard seconded the
motion. The motion passed unanimously.
Agenda Item 2 – Review of Past Action Items
Stacy Duckett reviewed the Action Items Report. The group had a brief discussion regarding the Standards
of Conduct. Ms. Bernard raised concerns about potential conflicts of interest concerning John Meyer serving
on the Western Electricity Coordinating Council (WECC) Board. The group was advised that the Corporate
Governance Committee discussed this and found no conflict.
Agenda Item 3 – Update on Current Activities
Internal Audit
Lauren Krigbaum provided the quarterly activity report for Internal Audit (IA) (IA Report – Attachment 5). The
report of audits completed is briefer due to work on and attention to the SSAE16 audit. Ms. Krigbaum noted
improvements in the Entergy/ICT quarterly assessment; several recommendations have been implemented.
She reviewed other audits completed. Ms. Krigbaum also updated the committee on discussions related to
the use of gift cards using American Express points; some revisions are pending in the administration of the
program.
Compliance
Philip Propes updated the Committee on Compliance activities during the quarter (Compliance Report –
Attachment 3). Mr. Propes focused in particular on Member Outreach and the new Member Compliance
Group and its role with the Regional Entity (RE). Evidence reviews continue to go well and requests
continue to come in. The Committee received a sample evidence review report for reference. Jim
Eckelberger noted benefits of the program and suggested Compliance make reports at the Markets and
Operations Policy Committee (MOPC) meeting to raise awareness. The Committee requested to be advised
if staff ever notes resistance/lack of culture of compliance at a member organization to consider any action
that may be appropriate. The Event Analysis Working Group (EAWG) has been formed and had its first
meetings, focusing on engaging with the RE on the Cold Weather Event Analysis. Internal Compliance
reviews continue to support self certifications periodically required of SPP to assert compliance with
particular standards.
Market Monitoring Unit
Alan McQueen reviewed the quarterly activity report for the Market Monitoring Unit (MMU) (MMU Report –
Attachment 4). The group maintains a good relationship with FERC. FERC has directed more reporting
from the Market Monitors (MM), which the MMU is managing and implementing. Mr. McQueen noted recent
studies to assess potential market impacts of the new EPA regulations, specifically market participation.
Other MMs are doing the same. The MMU does expect some market impact whether in participation levels
or pricing, but existing excess capacity in the region may buffer some of the impacts. In the Integrated
Marketplace project, he noted the Outage Scheduler project, which has been delayed slightly, but a plan is in
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place for a short term solution until the project is completed. The MMU continues to lead the Business
Intelligence Work Stream and development of its details. Jim Eckelberger noted that implementation of the
new EPA rules may result in new flowgates and we must have a process for ensuring a means to integrate
these into the planning process. Carl Monroe noted as a follow-up, as well as plans by the Economics
Studies Working Group (ESWG) to address the issue.
Agenda Item 5 – 2011 State of the Market Report Plan
Alan McQueen provided an update on the State of the Market Report project plan. All is on schedule to
provide a draft at the March meeting and the final report at the April Board of Directors meeting.
Agenda Item 8 – 2012 Audit Plan
Lauren Krigbaum noted the proposed 2012 Audit Plan. A draft was provided at the previous meeting. She
solicited any of the committee members or other directors for additional audits to include in the plan.
Other
Carl Monroe provided an update on the Entergy/ITC Holdings merger and the impact on Entergy’s decision
to join MISO. SPP’s position is still that it (SPP) is the better Regional Transmission Organization (RTO) for
Entergy. He reviewed various facets of the Arkansas and other dockets and overall issues. Staff is still
gathering information on the next steps given the merger announcement and the impact on plans/timelines.
Agenda Item 9 – NERC Registration Process
Philip Propes provided an overview of the NERC Registration process using current activities related to the
Consolidated Balancing Authority as an example. This specific case is currently working through the
stakeholder process. The Committee asked to be kept updated on this matter.
Agenda Item 4 – Integrated Marketplace Update
Boston Pacific
Boston Pacific had no concerns to report regarding the Integrated Marketplace project. The Board of
Directors will have tariff language for a vote in January. Good processes are in place to keep the project on
schedule.
Internal Audit
Lauren Krigbaum advised IA is preparing its first report for Nick Brown as part of the internal review process
now built into the project. This will reflect interviews with the business leads and initial recommendations.
Market Monitoring Unit
Alan McQueen updated the Committee on the MMU work related to the MPRRs, including two proposed by
the MMU. At present the MMU supports the pending MPRRs.
Agenda Item 6 – Looking Forward Report Status
Craig Roach discussed possible topics/themes for a Looking Forward Report, including updates from the
2011 report:
•
•
•
•
•
•

Shale Gas
EPA Regulations
Electric Vehicles
Capacity Markets/State Impact
Order 1000 Impacts/Seams
Nuclear Power, Post-Japan Event

Order 1000 is adequately covered via the Strategic Planning Committee so should be omitted. In addition to
shale gas, Julian Brix suggested examination of redirection of coal supplies outside the United States, and
2
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issues with natural gas pipelines. And regarding electric vehicles, there may be more efficiencies coming
that create different impact(s). Mr. Roach mentioned the theme of selecting a goal vs. selection of certain
fuel types as a policy approach. Phyllis Bernard suggested a review of advances in technology that will
impact electricity usage/sources including a decline in demand and wider distribution of generation. Josh
Martin also noted modular nuclear units and potential impact(s). Mr. Roach will circulate an outline in early
January for final direction from the Committee.
Agenda Item 7 – 2012 Boston Pacific Contract
Craig Roach provided a brief overview of proposed work for 2012. The Committee will confer and advise.
Agenda Item 10 – New Action Items
There were no new Action Items.
Agenda Item 11 – Future Meetings
Josh Martin noted future meetings. The next scheduled meeting is March 29, 2012 in Washington D.C.
The meeting adjourned to Executive Session.
Executive Session
1. The Committee provided direction to staff for proceeding with a contract with Boston Pacific for 2012.
2. The Committee discussed independence of the MMU and will report assessment at the January
Board of Directors meeting.
3. Alan McQueen advised the Committee of a complaint recently received. It is currently under review.
The Executive Session adjourned at 1:50 p.m.

Respectfully Submitted,

Stacy Duckett
Secretary
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Annual State of the
Market Headlines
March 27, 2012

Barbara Stroope
bstroope@spp.org · 501.688.1791

2011 Market Summary
•

Overall, market performed well

•

Market experienced some significant localized areas of
congestion

•

Price volatility down

•

No evidence of market power abuse

•

Special Topics
–

Missouri River Flooding

–

CSAPR

3

OVERALL, MARKET PERFORMED
WELL
4

SPP Prices Continue to Mirror Gas Prices

5

Dispatchable Range Reverses Trend

6

Other Performance Indicators Suggest Healthy
Market
•

Total available ramp increased slightly, especially
during summer months when needed the most

•

Ramp deficiencies remained low overall

•

Steady decline in self-dispatched generation

•

Coal on the margin increasing over time

7

MARKET EXPERIENCED SIGNIFICANT
LOCALIZED AREAS OF CONGESTION
8

Significant Price Spread between MPs
2011 Average Annual Price by Market Participant

9

Congestion Sustained Across Time
Intervals with Binding Flowgates

10

Congestion Sustained Across Time
Intervals with Breached Flowgates

11

Localized Areas of Congestion Visible

12

Local Congestion Reflected in Regional Prices
2010 Price Contour Map

2011 Price Contour Map

13

PRICE VOLATILITY DOWN

14

SPP Prices Competitive Compared to
Neighboring Regions

15

SPP Volatility Low Compared to Neighboring
Regions

16

Most MPs Experienced a Pattern of Decreasing
Volatility between 2008 - 2011
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Overview of Step Violation Relaxation Limits
•

SCED engine produces economically optimal solutions

•

Each flowgate or other monitored transmission branch
has a loading limit (MW)

•

When limit is reached, SCED looks for other dispatch
solutions

•

In some situations, SCED engine cannot solve within
the limitations

•

In order to produce feasible results, some limitations
must be relaxed to allow temporary violation

•

Violations have a pre-determined $ value
18

NO EVIDENCE OF MARKET POWER
ABUSE
19

Offer Cap Impact on Prices is Almost Non-existent
Effect of SPP Offer Caps

20

Overall, Market is Very Competitive

HHI for Total MP Capacity

HHI for Uncommitted Capacity

Year

HHI

Year

HHI

2009

970

2009

883

2010

954

2010

810

2011

916

2011

722

<1000 = competitive or unconcentrated
Between 1000-1800 = moderate concentration
>1800 = highly concentrated market
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SIGNIFICANT EXCESS CAPACITY DOES
NOT ENCOURAGE INVESTMENT
22

System Energy Consumption Up

23

Resource Margin Declines but Still Substantial
Annual Peak Demand (MW)

Annual Total Capacity (MW)
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0

0
2007 2008 2009 2010 2011

2007 2008 2009 2010 2011

Year

Resource Margin

2007

33.55%

2008

33.36%

2009

37.51%

2010

26.54%

2011

24.27%
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Market had Several Capacity Additions
Capacity Additions by Fuel Type
Fuel Type
Coal

Capacity
Addition (MW)
1018

Gas
Renewable

573
50

Wind
Total

932
2573
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Wind Capacity Continues to Increase
Wind Capacity and Generation

26

SPECIAL TOPICS

27

Missouri River Flooding Has Little Impact on Market
•

June 2011 the water level of Missouri River rose in South
Dakota, Nebraska, Iowa and Kansas

•

Several 345 kV transmission lines and power plants at risk

•

Entities enacted emergency procedures in June and July

•

SPP Operations and impacted entities coordinated action
plans on a daily and weekly basis

•

Market performed effectively and efficiently
–

High number of resources available for dispatch

–

Prices increased slightly as expected during high temps

–

Flooding did not significantly impact congestion
28

CSAPR - Resources in SPP Aging

29

CSAPR - Compared to Nation, SPP has More
Coal, Natural Gas and Wind

30

Conclusions
Positive Market Developments

•

Overall, market performed well

•

Price volatility down

•

No evidence of market power abuse

Pressing Issues
•

When Fort Calhoun (nuclear unit) comes back on line,
we may see increased congestion in Kansas City area
and seams issues will become more prevalent

31

APPENDIX

32

2011 Capacity Additions Detail

Continued on next page

33

2011 Capacity Additions Detail (continued)

34

Dollar Impact of Re-priced Hours Rises, but
Remains Reasonable

35

As Load Increases, Wind Decreases - 2011

36

As Load Increases, Wind Decreases

37

OVERVIEW OF THE
ANNUAL LOOKING FORWARD REPORT
Presented to

THE SPP OVERSIGHT COMMITTEE
by
Boston Pacific Company, Inc.
Craig R.
R Roach,
Roach Ph
Ph.D.
D
Vincent Musco
Sam Choi
Andrew Gisselquist
Katherine Smith
March 27, 2012

BOSTON PACIFIC COMPANY, INC.

I. INTRODUCTION
A.

Purpose of the Report

B.
B

Contents
C t t
1.

Updates on five issues
a.
b.
c.
d.
e.

2.

Two new issues
a.
b.

3.

Shale gas
GHG regulation
Clean Energy Standard
Production Tax Credits
Electric vehicles
Prospects for new nuclear power
FERC capacity markets

Looking for the “next big thing”
2
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II. SHALE GAS REVOLUTION
A.

It is for real, but not for certain
1.

Yes, big impact.

2.

But wide bandwidth of estimate indicates uncertainty – five
topics

B. Supply
1.

Reserves nineteen times level estimated in 2003

2
2.

B d idth +/Bandwidth
+/ 34%

C. Demand
1.

Wide range of outcomes

2.

E.g. Large carbon tax – doubles natural gas consumption in
3
2030
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II. SHALE GAS REVOLUTION
D. Cost of Production
y
1. Variation across and within pplays
2. E.g. mean breakeven cost 62% higher in Barnett Play than
Marcellus Play
E. Environmental Concerns
1. Growing Consensus
2. Bad practices, not inherent
F. Exports/Imports – either way, but later
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II. SHALE GAS REVOLUTION
EIA AEO Henry Hub Price Projections
10

Forecast >

< Historic

2008 $/MMBtu

8

6

4

2

EIA AEO 2009
EIA AEO 2010
EIA AEO 2011
EIA AEO 2012

5

2040

2035

2030

2025

2020

2015

2010

2005

2000

1995

1990

0
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III. EPA’S EFFORT TO REGULATE GHGs
A.

Effort more fully shifted from Congress to courts and the EPA

B.

Supreme
S
Court
C
2007,
200 Endangerment
d
Finding
i di 2009,
2009 Tailoring
il i
Rule 2010

C.

So far … no tough requirements

D.

Performance standards due by May 26, 2012, but sitting at
OMB

E.

Three possible roadblocks

6
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III. EPA’S EFFORT TO REGULATE GHGs
Timeline
April 2, 2007 – Supreme Court decision in Massachusetts v. EPA – EPA was required to determine whether emissions of GHGs from new motor vehicles
cause or contribute to air pollution which may reasonably be anticipated to endanger public health or welfare, or whether the science is too uncertain to make a
reasoned decision.
December 15, 2009 – Endangerment and Cause-or-Contribute Findings – In two separate findings EPA finds that "six greenhouse gases taken in
combination endanger both the public health and the public welfare of current and future generations
generations” and "that
that the combined emissions of these greenhouse
gases from new motor vehicles and new motor vehicle engines contribute to the greenhouse gas air pollution that endangers public health and welfare.”
April 2, 2010 – Timing Decision – EPA finds that when GHGs are regulated under the CAA, GHG-emitting sources will be subject to PSD requirements.
May 7, 2010 – Light-duty Vehicle Rule (“Tailpipe Rule”) – EPA set standards for the emissions of GHGs by light-duty vehicles for 2012-2016 model years.
This regulation came into effect for light-duty vehicles on January 2, 2011, triggering regulations of GHGs from stationary sources under PSD.
May 13, 2010 – GHG Tailoring Rule – focused GHG emissions permitting to only the largest sources of GHGs, those that emit 75,000 or 100,000 tons of
CO2e per year. Sources that emit less than 50,000 tons of CO2e GHGs will not be required to obtain permits for GHG before 2016.
December 21, 2010 – Settlement Agreement in State of New York, et al. v. EPA – EPA agreed to issue final regulations addressing GHG emissions from
electric generating units by May 26, 2012.
January 2, 2011 – Tailoring Rule Step 1 comes into effect – “Anyway” sources, those sources that would have to obtain a PSD or Title V permit anyway for
emissions of other pollutants, and that exceed the GHG emissions thresholds, are required to address GHG emissions under the permit.
June 20, 2011 – Supreme Court decision in American Electric Power Co. v. Connecticut – The Court determines that the Clean Air Act and the EPA action
the Act authorizes displace any federal common-law right to seek abatement of carbon dioxide emissions from fossil-fuel fired power plants.
July 1, 2011 – Tailoring Rule Step 2 comes into effect – Sources with GHG emissions above the Tailoring Rule threshold are required to obtain a PSD or title
V permit, even if they would not be subject to these programs based on emissions of other pollutants.
Settlement Agreement deadline delayed – what was a July 26, 2011 deadline for releasing a draft proposal was pushed to September 30, 2011, then to the end
of January 2012, and now draft regulations (a notice of proposed rulemaking or NPRM) are to be made public in April, 2012.
Nov. 7, 2011 – EPA submits draft regulations to OMB – OMB receives from EPA a notice of proposed rulemaking on the performance standards.
February 24, 2012 – Tailoring Rule Step 3 Notice – EPA proposes to maintain tailoring rule thresholds at 75,000 / 100,000 tpy CO2e rather than reduce them
to 50,000 tpy CO2e.
7
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IV. FEDERAL CLEAN ENERGY STANDARD
A.

Recall the President’s 80% CES in 2011

B.

Senator
S
Bingaman’s
i
’ 2012 proposall – “unlikely”
“ lik l ” by
b his
hi own
account

C.

CES v. RPS?
1.

Motives can differ

2.

Strong RPS can make CES easier, but cannot fully
compensate for coal.

8
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IV. FEDERAL CLEAN ENERGY STANDARD

Generation Portfolio of States A, B and C

Renewables
Natural Gas
Nuclear
Coal
Clean

State A State B State C
20%
0%
20%
0%
50%
40%
0%
20%
20%
80%
30%
20%
20%

45%

9

60%
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V. IMPACT OF PRODUCTION TAX
CREDITS
A.

Mandates vs. Money

B.

Long-term price
i impact
i
off PTC
C
1.

Cuts price 14.1% to 31.3%

2.

Lower capital costs, higher capacity factor mean bigger
impact

3.

PTC ends December 31, 2012

10

BOSTON PACIFIC COMPANY, INC.

5

V. IMPACT OF PRODUCTION TAX
CREDITS

11
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VI. PROSPECTS FOR ELECTRIC VEHICLES
A.

Not much optimism . . . anecdotal evidence

B.

Close
Cl
in
i costs . . . not in
i performance
f
or infrastructure
i f
1.

Harvard study of ownership and operation costs
a.

All electric, 100-mile range, about 15% higher cost
before subsidy

b.

Future cost advantage if cut battery cost in half

12
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VI. PROSPECTS FOR ELECTRIC VEHICLES
Base case scenario:
Net Present Cost
Cost Differential with Conventional
% Differential with Conventional

Conventional PHEV
BEV
$32,861
$38,239 $37,680
$0
$5,377 $4,819
0%
16%
15%

Another scenario:
Net Present Cost
Cost Differential with Conventional
% Differential with Conventional

Conventional PHEV
BEV
$34,152
$34,601 $30,674
$0
$449 ($3,478)
0%
1%
-10%
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VII. PROSPECTS FOR NEW NUCLEAR
A.

Surge in applications
1.
1

Noteworthy:
h
a.

U.S. largest nuclear power producer in world

b.

104 reactors, 20% of U.S. power needs

c.

Since 2007, applications for 28 new reactors

d
d.

First NRC license in 34 years - Plant Vogtle in Georgia

14
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VII. PROSPECTS FOR NEW NUCLEAR
B.

C
C.

But . . . Four strong headwinds
1.
1

High
i h capital
i l costs

2.

Competition from natural gas-fired power

3.

Renewed concerns after Fukushima

4.

Private finance unlikely

Modular might help

15
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VIII. DEBATE ON RTO CAPACITY
MARKETS
A.

Good intentions

B.

Intrusion
i into
i
state resource planning
l i
1.

New Jersey

2.

Maryland

SWMAAC Capacity Changes 2008/09-2013/14 (MW)
Source
New Generation

242

Reactivated Generation

22

Retired Generation
Net Capacity Modifications
Net Demand Response Modifications
Net Energy Efficiency Modifications
Total

16

MW

(788)
25
1,811
107
1,419

BOSTON PACIFIC COMPANY, INC.

8

IX. LOOKING FOR THE NEXT BIG
THING(S)
A.

Shale gas revolution – few saw it coming

B.

How to look:
l k Use wide-angle
id
l lens
l
1.

Look beyond government

2.

Look beyond the electricity business

3.

Look beyond the U.S.

4
4.

Look beyond costs

5.

Look at major fault lines

17
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RECOMMENDATION IS TO POST THIS ON THE MMU PAGE ON THE SPP.ORG WEBSITE

SPP OVERSIGHT COMMITTEE POSITION STATEMENT
ON THE

INDEPENDENCE OF THE MARKET MONITORING UNIT
March 2012

The MMU must function independently of the RTO to avoid actual or apparent conflicts in its
oversight role. The RTO is the market operator and therefore is included in the monitoring
function. Whether internal or external, this creates the opportunity for conflict – either the MMU
is a contractor subject to termination by the RTO, or the MMU is staff subject to “administrative
interference”. FERC has approved either approach to market monitoring (as well as a hybrid),
but requires that independence of the MMU be clear, and in fact audits to this. The MMUs
likewise have a duty to report “interference” to FERC.
SPP has an internal MMU. The Manager reports to the Oversight Committee of the Board of
Directors quarterly; he may request or be requested to report more often/as needed. These reports
include staffing levels and opportunity to report/discuss any concerns with the ability of the
MMU to execute its tasks. The Committee ensures the MMU’s independence by taking an active
role in the oversight of the MMU and by being informed of any compensation adjustments,
disciplinary actions, or related proceeding taken against the MMU Manager.
For administrative purposes the MMU reports to the Chief Compliance Officer, a position
separate from Operations. This reporting includes requests to initiate employment processes
(posting positions, salary adjustments, disciplinary actions), budget and organizational reviews,
and for the Manager, administrative approvals (time off, salary adjustments) and performance
reviews. The MMU has regular direct contact with FERC staff.
The Committee is confident that SPP has more in-depth monitoring than is possible from an
external source, at a much more economical cost, and that the internal MMU is as independent as
an external contractor.

MEMORANDUM
February 22, 2012
TO: Josh Martin, Chairman
Phyllis Bernard
Julian Brix
SPP Board of Directors, Oversight Committee
FROM: Craig R. Roach, Ph.D.
Vincent Musco
SUBJECT: Commentary on Equity in Benefits, Costs, and Unintended Consequences of
Transmission Investment and Expansion
BACKGROUND AND SUMMARY
The purpose of this memo is to provide Boston Pacific Company, Inc.’s quick review of
the Regional Allocation Review Task Force (RARTF) Report issued in January 2012. By way of
background, SPP’s Tariff includes an ongoing process to assure over time the “equity” or
fairness of the transmission cost allocations under the Highway/Byway policy. That process,
conducted at least every three years, will be called the “Regional Cost Allocation Review” and
the RARTF Report lays out an approach to that review.
The SPP Board asked Boston Pacific to look at two aspects of the RARTF approach – its
“reasonableness” and the “likely results if applied.” Regarding “reasonableness,” we think the
approach is reasonable. The fact that the RARTF approach seems to have garnered consensus at
the January Board meeting is, in our view, the best evidence of its reasonableness. Equity or
fairness is an essential criterion for any public policy, but, by nature, it is subjective – allocation
of common costs such as those for a high voltage transmission system can be done in many
ways. In short, the Board can take comfort that the RARTF approach is reasonable because a
diverse set of stakeholders, after considering expert SPP Staff opinion and applying common
sense, support the approach.
The most important element of the RARTF approach is the “80%” threshold set for a
review of a specific zone’s cost allocation. That is, a specific zone’s cost allocation will be
reviewed if it is found that benefits to that zone are less than 80% of the costs allocated to that
zone. There are three reasons that the 80% threshold makes sense. First, as the RARTF
suggests, this is likely to be consistent with the 7th Circuit’s call for benefits that are at least
“roughly commensurate” with the costs assigned, thus providing SPP and its members with a
foundation in current legal precedent.
Second, to us, it is equally important that the 80% trigger is consistent with the fact that
all investments – including transmission investments – have uncertain outcomes. The 80%
trigger accommodates this uncertainty by only considering remedial action for a zone if the
benefits enjoyed by that zone are well below the transmission expansion charges assessed to that
1
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zone. This, too, is a reason for us to agree that it is reasonable. Third, the fact that the RARTF
approach involves a cumulative look at costs and benefits over time also makes it reasonable,
since a stakeholder may not benefit from each investment, but may benefit from all such
investments as a group.
Turning to the likely effects of the RARTF approach, we believe that RARTF is on the
right track despite the “inherent difficulties” of determining benefits of transmission expansion
after-the-fact. 1 As for likely effects of the RARTF approach, we think that those will be shaped
by the outcome of the Economic Study Working Group’s (ESWG’s) future specification of the
metrics to measure the benefits identified in the RARTF Report. The RARTF has teed up the
key questions for how benefits will be measured, and the remainder of our memo provides what
we hope will be useful guidance for the ESWG as it fulfills its mandate.

BROAD GUIDANCE FOR MEASURING BENEFITS AFTER-THE-FACT
Uncertainty Remains, So Continue to Use Scenario Analysis
The broadest point we will make is that uncertainty is inevitable. Specifically, at the
likely time of each review – year 3, year 6, and so on – while the costs of building the
transmission facilities may be certain, the benefits will not. This is because, over the 30 to 40
year life of a transmission project, several sources of uncertainty in benefits will remain.
Sources of uncertainty include natural gas prices, load growth, the level and location of new
wind generation, the level and location of new conventional generation, and changes in
environmental regulations, among others. The ESWG may take this into account by requiring
that, at each review, SPP run different scenarios or do stochastic modeling. 2 For example, if
natural gas prices are very low, SPP should still run the benefits estimate with an updated sense
of the risk that those prices could be higher at some future point. Using a range of forecasts –
instead of a single path forecast – should be required and should be part of the assumptionvetting process contemplated by the RARTF Proposal. 3
Accurately Assess “Insurance” Benefit by Considering Catastrophic Risk
Our second broad point expands on the “uncertainty” theme. The ESWG should look at
major events – perhaps we can refer to them as Black Swan risks or Fat Tail risks – to assess the
“insurance value” of the new transmission facilities. Black Swan risks refer to events that are
expected to be very rare, but when they do occur they have major consequences. 4 An
1

“When compounded with the regulatory challenges of constantly reopening the cost allocation box, explicit or
implicit embrace of an ex post determination of the distribution of benefits creates such inherent difficulties that it
can lead quickly to arguments for cost socialization.” See Transmission Benefits and Cost Allocation, William W.
Hogan, May 31, 2011 at page 13.
2
We have advocated for this approach to SPP’s transmission expansion policies before. The Board will recall that
Boston Pacific advocated for an analysis of a range of scenarios in an April 2010 Memo regarding SPP’s Priority
Transmission Projects. Stochastic modeling refers to the use of a probability distribution in forecasts, such as for
natural gas prices; historical data would be used to define the probability distribution going forward.
3
See the sixth of the “RARTF Recommended Principles for the Regional Cost Allocation Review” at page 16 of the
RARTF Report.
4
See “The Black Swan,” by Nassim Taleb (2007).
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assessment of Black Swan risks would take SPP beyond standard reliability planning. Like all
RTOs, SPP plans its system to meet NERC reliability standards which often reflect mitigation
for a single contingency. That is, the system is built so power is still reliability delivered even
when one transmission or generation outage occurs. Despite this sensible planning, major
outages still occur.
We would want to see the insurance benefit of the cumulative transmission projects by
asking two other questions: (1) does the new cumulative transmission investment reduce the
likelihood of a major outage; and/or (2) does it increase the speed and/or efficiency with which
SPP could recover from a major outage? This is especially important given that it is
transmission and distribution failures – not a lack of generation – that typically lead to most
major outages. 5
To the extent that this insurance value can be measured, we think ESWG should include
it as a metric for determining benefits. To illustrate our thinking of how this insurance value
may be able to be measured – and we acknowledge that this measurement process is easier to
describe than to implement – we would suggest the following steps.
First, an estimate for the system-wide cost of a major outage is needed. The best way to
estimate this cost is to use historical SPP data. For example, the estimate could be derived from
the worst scenarios faced by SPP – e.g., major outages from tornadoes. The system-wide cost
would be the sum of (a) the “value of lost load” on a per-MWh basis 6 and (b) the cost of
emergency purchases and recovery costs to return the system to normal, both of which would
likely vary across zones within the SPP footprint.
Next, SPP would need to determine the impact of the cumulative transmission investment
being considered on the likelihood of a major outage. Then, SPP would determine if the
transmission investment would reduce the costs of recovering from an outage. For example, if a
the transmission investment increased ATC with a neighboring control area, SPP could then have
greater access to cheap, emergency power in the event of an outage, reducing the overall costs of
restoring SPP’s system after an outage.
Finally, to arrive at a single dollar value for the insurance value of a cumulative
transmission investment, SPP would take the product of (a) the cost of a major outage and (b) the
incremental impact of the transmission on the probability of an outage.
Avoid Double Counting of Reliability Benefits
The RARTF Report successfully defined the benefits that will be looked at in the
triennial review. The benefits include: (1) adjusted production costs; (2) positive impact on
capacity required for losses; (3) improvements in reliability; (4) remedy benefits; (5) reduction of
5

Wilson, James F. One Day in Ten Years? Resource Adequacy for the Smart Grid. November 2009.
http://wilsonenec.com/wp-content/uploads/2012/01/Wilson-Resource-Adequacy-Smart-Grid-11-18-091.pdf
6
The value of lost load to customers is typically derived from customer surveys. See Kevin Carden, Nick
Wintermantel, and Johannes Pfeifenberger. The Economics of Resource Adequacy Planning: Why Reserve Margins
Are Not Just About Keeping the Lights On. National Regulatory Research Institute Paper, April 2011, at page 14.
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emission rates and values; (6) reduced operating reserves; (7) improvements to import/export
limits; and (8) public policy benefits. Now, it is the task of the ESWG’s to define metrics for
each of these benefits.
We do have some concern that the list allows for the potential of double counting of
benefits. That potential is most acute in the definition of reliability benefits. The RARTF Report
lists five categories of “improvements in reliability: (1) benefits of avoided projects; (2)
improved export capability; (3) improved import capability; (4) improved ability to conduct
wheel-through transactions; and (5) “economic benefits” to reliability projects. Our take is that
most of these benefits are quantifiable, but some may be likely to show up in other categories of
benefits already identified by the RARTF Report. We would suggest the following approach to
these categories:


Avoided projects – We are not concerned about this category. This should be
readily quantified as the cost of the avoided project(s). We are not concerned
that this cost would be double counted.



Improved export capability – The benefit of improved export capability is the
increased access of SPP members to external markets to sell their energy,
capacity, and ancillary services. That increased revenue to SPP members
should be the metric. To the extent that this increased revenue is measured in
“adjusted production costs,” ESWG should ensure that these benefits are not
being double counted.



Improved import capability – The benefit of improved import capability to
SPP members is the access to external generation that may be cheaper than
SPP’s own internal generation. To the extent that these savings would show
up in adjusted production costs, ESWG should ensure that it does not double
count this benefit.



Improved wheel-through – The benefit of improved wheel-through capability
to SPP members is increased revenue from wheel-through transactions. To
the extent that this increased revenue is measured in “adjusted production
costs,” ESWG should ensure that these benefits are not being double counted.



Economic benefits – To us, this seems to run a high risk of double counting
benefits already measured in adjusted production costs, reduced operating
reserves, or other categories.

Another potential for double counting involves Available Transfer Capability, or ATC.
The RARTF identifies as a separate benefit “improvements to import/export limits,” i.e.,
increased ATC. 7 Increased ATC on its own is not necessarily beneficial; instead, it may be a
means to accessing greater benefits from neighboring control areas. More ATC may allow SPP
(a) to access cheaper generation (which should show up in the “lower adjusted production costs”
category), (b) sell excess generation to external markets or increase wheel-through capability
7

See page 20 of the RARTF Report.
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(which would show up in higher revenues for asset owners), (c) reduce the amount of reserves
SPP has to carry (which would show up in the “reduced operating reserves benefits” category),
or (d) reduce the likelihood of and mitigate the recovery time from a major outage – what we
defined as insurance benefit. SPP must ensure that it does not double count these benefits.
Use Compliance Costs/Penalties as the “Price” for Mercury
Quantifying emissions benefits is practical for emissions that have market prices. For
mercury, no such market prices exist. One way to think about valuing mercury emissions is to
consider whether the cumulative transmission investment eliminated the need for ratepayers to
pay for the cost of retrofitting a coal plant. In other words, the transmission projects must prove
that their existence has allowed SPP Members to avoid measurable compliance costs and/or
penalties related to mercury emission laws and regulations.
Anticipate the Rare Chance that the Benefit/Cost Ratio is Less than 0.8 for a
Significant Number of Stakeholders
The RARTF approach calls for remedial review of any zone that falls below a 0.8
benefits-to-cost ratio. One situation that could occur – even if rarely – warrants mention. If a
substantial share of the estimated benefits of a cumulative transmission investment is not
realized, it’s possible that several (or even many) SPP zones will fall below a 0.8 threshold. If
so, that cumulative transmission investment still must be paid for. In that case, it is important for
SPP to remember that it is the share of total benefits that matters, not just the size of those
benefits relative to costs. In other words, if the benefits are not realized, everyone must still pay
a share of the costs commensurate with the share of benefits they realize.

NEXT
We hope this memo is helpful and welcome any comments or questions.
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MARKET MONITORING REPORT
Oversight Committee
27 March 2012

Staffing
•

The MMU currently has four open positions: two senior monitors and two monitor
IIs. All four positions are posted. Vacancies have been open longer than
expected because of the limited number of qualified applicants.

•

Training staff members for Integrated Marketplace startup is progressing as
planned.

Activity Update
•

•

•

Federal Energy Regulatory Commission (FERC)
o

FERC Office of Enforcement reorganization has resulted in the creation of
a new section, Division of Analytics and Surveillance (DAS). The DAS
will focus on the detection of potential manipulation, anticompetitive
behavior, or other improper market participant conduct.

o

New principal contact at FERC for SPP MMU is Susan Pollonais. She is
in the Division of Energy Market Oversight.

o

Ongoing weekly and monthly market update discussions with FERC staff
regarding potential as well as actual market anomalies is working well.

o

FERC settlement with Constellation will result in the allocation of $1
million to each RTO MMU for monitoring system enhancements.

Market Studies
o

The MMU completed five special monitoring studies over the last three
months.

o

MMU updated the EIS Market Production Savings Assessment that was
conducted in 2008 for the first 12 months of the market. The new results
will be released when the internal validation process is complete.

MMU Strategic Plan
o

The MMU strategic plan is focused on preparing for the start up of the
Integrated Marketplace. Key elements include staff recruiting and
training; data management; metrics develop; system automation; and
process improvement. The second objective is developing enhanced
monitoring programs for high priority existing functional areas, which
include transmission service; market power; and operations.

o

Access to enhancement outage data from the new Outage Scheduler
system is now operational. MMU is in the process of developing new
metrics and assessing accuracy of the data. This fulfills a long standing
MMU request corporate strategic goal for better outage data going back
to the 2008 Annual State of the Market report.
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•

•

Reporting
o

2011 Annual State of the Market report is on schedule. Barbara Stroope
will be presenting a summary of the results to the Committee. A final
draft of the report will be provided to the Oversight Committee a week
before it is distributed to the full Board and members committee.

o

Prepared reports in support of corporate functions including the Corporate
Metrics reports

o

Published regular Market Monitoring reports including the Monthly Metrics
Report, monthly MWG market updates (both required by FERC) and the
Market Monitoring Snapshot for the Board of Directors.

Integrated Marketplace
o

The BI/Report Work-stream completed the planning objectives with the
approval of the multi phase approach and commitment of resources by
the Enterprise Steering Committee for Data Management on February
29. The workstream status has been changed from yellow to green.

o

The MWG approved MPRR 44 on February 27, 2012. This will
substantially change the mitigation rules for the Integrated Marketplace.

o



Introduced mitigation for the operating reserve products



The energy offer mitigation for each Resource will be tied to the
Resource’s incremental energy cost



The new rules require Market Participants to submit offers based
on the underlying costs for each Resource additional to the normal
or market offers. The new offers tied to the underlying cost will be
called Mitigated Resource Offers and the MMU will lead the
development of a set of rules specifying what constitutes a valid
Mitigated Resource Offer.

The MMU submitted testimony to the FERC on February 29th, 2012. The
testimony supports the changes to the Market Monitoring and Mitigation
Plans that are necessary for the Integrated Marketplace.

Respectfully submitted,
Alan McQueen
Manager, Market Monitoring and Analysis
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SPP Organizational Group Self-Evaluation/Assessment
(August 2010 – July 2011)
GROUP NAME: Oversight Committee
CHARTER/SCOPE UPDATE: Attached Charter/Scope has been reviewed: Y
MEMBER ROSTER/ATTENDANCE:
Member
Company
# Present
Martin, Josh (Chair)
Director
4
Bernard, Phyllis E.
Director
4
Brix, Julian
Director
4
Duckett, Stacy
Staff Secretary
4
*Only on Committee for part of the assessment period.

# Absent
0
0
0
0

Please list the number of members represented in the following areas:
Trans/Owners Trans/Users Directors
NA
NA
3

IOU

Coop

Muni

State/Fed

NA

NA

NA

NA

Sectors
IPP/Marketer Alt Power/Public Interest

Lg Retail

Sm Retail

NA

AVERAGE OVERALL ATTENDANCE (INCLUDING NON-GROUP MEMBERS): 11
MEETINGS HELD TO DATE:

Live:

4

Teleconference: 0

AVERAGE LENGTH OF MEETINGS: 4:34
NUMBER OF VOTES TAKEN: 4
*MEETING COST(S): $29,055.44
MAJOR ACCOMPLISHMENTS/ISSUES ADDRESSED BY THE GROUP:
1. Engagement of two new managers of reporting areas (Compliance and Market
Monitoring)
2. Oversight of moving State of the Market Report in-house
3. Internal Audit reporting on new corporate campus project
MAJOR PENDING ISSUES BEFORE THE GROUP:
1. Oversight of reporting groups’ respective roles in Integrated Marketplace
development
2. Further enhancements to Member Support Services by Compliance group
3. Continued reporting of Internal Audit on new corporate campus completion and
migration
* Meeting costs include hotel expenses (room rental, A/V, food and beverage), estimate of
teleconference expenses, and Director fees for attendance.
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2011 Organizational Group Survey Analysis
Overview
Respondents were asked to select a score from 1 ‐ 5 with 1 being a strong disagreement to the
statement and 5 being a strong agreement with statement.
Table below shows overal response rates and overall effectiveness scores by Organizational
Group in alphbetical order.
There is a recurring theme across scores and comments to improve providing meeting materials
in a timely manner.
Critical Infrastructure Protection WG and the Oversight Committee tied for highest overall
effectiveness. Lowest effectiveness scores were the Generation WG and Economic Studies WG.

Only one score across all groups and questions lower than 3.0 (meeting materials ‐ ESWG).
Response rate

Group
Business Practices Working Group
Change Working Group
Corporate Governance Committee
Cost Allocation Working Group
Credit Practices Working Group
Critical Infrastructure Protection Working Group
Economic Studies Working Group
Finance Committee
Generation Working Group
Human Resources Committee
Market Working Group
Markets and Operations Policy Committee
Model Development Working Group
Operating Reliabilty Working Group
Operations Training Working Group
Oversight Committee
Regional Tariff Working Group
Strategic Planning Committee
Systems Protection and Control Working Group
Transmission Working Group
Average

2011 2010 2009
64% 82% n/a
44% 65% 38%
88% 75% 43%
50% 33% 27%
67% n/a n/a
75% 69% 27%
67% 71% 38%
86% 86% 30%
22% 50% 38%
100% 86% 40%
63% 81% 38%
48% 47% 33%
100% 92% 48%
87% 77% 38%
83% 92% 45%
100% 100% 100%
71% 67% 43%
100% 92% 43%
77% 77% 38%
79% 67% 41%
74% 74% 42%

Overall
effectiveness
2011 2010 *2009
4.3 4.6
3.8
4.3 4.2
3.3
4.4 4.5
3.2
3.8 4.0
3.3
4.0 n/a n/a
4.8 4.6
4.3
3.5 3.9
4.3
4.5 4.2
3.7
3.5 4.2
2.8
3.7 4.3
3.3
4.3 4.2
3.2
3.7 3.9
3.2
3.9 3.9
2.8
4.2 4.2
3.6
4.6 4.7
3.7
4.8 4.8
3.5
4.2 4.2
3.5
4.3 4.2
3.1
4.5 3.5
3.6
3.7 4.0
3.4
4.1 4.2
3.5

* Note: Overall effectiveness was measured in a different way in 2009
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Oversight Committee

2011
Number of members
Number of responses
Response rate
Overall effectiveness score
Lowest score
Highest score

Question

4
4
100%
4.8

2010
4
4
100%
4.8

Average score
2010
2011

The agenda reflects the actions to be taken during the meeting.
Meeting materials are provided in a timely manner.
The information provided prior to the meeting is utilized during the meeting.
Meeting minutes are an accurate reflection of the meeting.
Additional comments:

4.3
4.5
4.5
4.3

4.5
4.3
4.5
4.5

Membership represents the diversity of the SPP organization.
Membership has the necessary expertise and/or skills to accomplish its goals.
Members come prepared to meetings.
Members are committed to participate and accomplish the group's goals.
Members are supportive and respectful of the individual needs and differences of group
members.
Additional comments:

3.5
4.3
4.8
5.0

3.5
4.5
5.0
5.0

4.8

4.5

Members are focused during discussion.
Decisions are identified and action is recommended.
Facilitation is sufficient to guide discussion.
Dissenting voices are heard.
I depart with a feeling that we have accomplished something.
Additional comments:

4.3
4.8
4.8
4.5
4.5

4.0
4.5
4.5
4.5
4.3

4.8

4.8

4.8
5.0
4.8

4.5
4.8
4.5

The chair seeks input, and organizational group members are able to influence key
decisions and plans.
The chair is supportive and respectful of the individual needs and differences of group
members.
The chair keeps the group on task.
The chair ensures follow‐through on questions and commitments.
Additional comments:

Please provide three or more recommendations for improvement of this particular group
and/or SPP's overall organizational group structure
This committee needs to re‐examine its charter to make sure that we are providing the breadth that SPP needs. This is
especially true since we do not have a formal audit committee. Also the Committee needs to continue the strong
growth to date of the Market Monitor, Compliance Group and Internal Audit function. All three of these entities have
made significant progress this year.
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Southwest Power Pool, Inc.
INTERNAL AUDIT
Report to the Oversight Committee
March 27, 2012

Staffing
•

Internal Audit experienced unanticipated turnover in January 2012. One of the Internal
Auditors applied for and was hired as an IT Senior Business Analyst (and CWG Staff
Secretary). IA requested and received approval to upgrade the back-fill for the position
(from an Internal Auditor to a Senior Internal Auditor). The vacant position has been filled
and the new Senior Internal Auditor started on March 19, 2012.

•

An incremental headcount position is included in the 2012 budget. The anticipated onboarding date for the position has been moved from March to June/July 2012 (due to
the turnover detailed above and timing of the SSAE 16 audit). This position will support
the increasing internal audit work created by the continued growth of SPP and an
increasing number of special requests (e.g. Assisting the external auditors during the
controls audit, assisting the Compliance group in the performance of “onsite”/documentation reviews of members and customers as part of SPP's member
outreach program for compliance support and special review requests received from
the Oversight Committee, Finance Committee and/or SPP Senior Management).

Activity Update
•

Updated 2011 and 2012 Audit Schedule (see attached)

•

Audits Completed Since Last Meeting:
o

ICT Quarterly Assessment (Q3 and Q4 2011)
The ICT (with the assistance of SPP Internal Audit) conducted quarterly
assessments of the Entergy Available Flowgate Capability (AFC) data retention
processes. The purpose of each quarterly assessment was to examine the regular
AFC and Weekly Procurement Process (WPP) data retention processes and
investigate the FERC Lost, Inaccurate or Mishandled submissions submitted since
the last assessment. The ICT also reviewed the pending recommendations and
issues from previous assessments.
See attached for summary.

o

New Facilities Program (Construction and Migration)
Internal Audit completed a review of the New Facilities Program (Construction
and Migration) process for the period November 1, 2011 through January 23,
2012. The purpose of this review was to determine the established processes are
followed, including adequate controls to mitigate risks and to identify any gaps.
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The review also included an assessment of the status of project budgets and
construction schedule.
See attached for summary.
o

Personnel Risk Assessment Review
Internal Audit (IA) completed a review of the Personnel Risk Assessment (PRA)
program. The purpose of this review was to assess Southwest Power Pool’s (SPP)
PRA process to ensure it is administered with due diligence and is compliant with
federal, state, and internal regulations/policies.
See attached for summary.

o

Procurement (Bidding/Purchasing)
Internal Audit (IA) completed a review of SPP’s Procurement processes, focusing
on requisition and purchase order activities. The purpose of this review was to
assess the Procurement processes and policies to determine that they are being
administered with due diligence and are compliant with internal policies and
procedures. Specifically to verify adequate controls are in place around
submission, approvals, bidding requirements, vendor selection, accurate financial
recording, and retention of necessary documentation to mitigate risks and
provide safeguards over orders placed for goods and services. IA also reviewed
Procurement to determine the process as performed: is supported by up-to-date
and complete process documentation with sufficient information to support and
serve the process purpose and deliverables; includes adequate controls to
mitigate risks; and does not have any identifiable process and/or control gaps. IA
was unable to include a review of unbudgeted expenses due to a scope
limitation. The Workplace Requisitions system contains a budget/unbudgeted
field for each Purchase Order (PO) however; the data cannot be retrieved in a
report.
See attached for summary.

o Benefits Administration
Internal Audit (IA) completed a review of SPP’s Benefit Administration processes.
IA did not review employee paid insurance, disability, retirement benefits, or timeoff benefit processes; these were reviewed in previous reviews or, because of
Health Insurance Portability and Accountability Act (HIPAA) Title II privacy rules,
were not included in this review. The purpose of this review was to evaluate the
Benefit Administration process to determine compliance with state and federal
regulations, SPP’s policies, and industry standards; as well as identify any areas of
process improvements. The review also included verifying adequate process and
procedures
are
in
place
for
tuition
reimbursement,
relocation
benefits/reimbursement, company-paid benefits administration, and other fringe
benefits.
See attached for summary.
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o

Expense Reports
Internal Audit (IA) completed a review of SPP’s Expense Reporting processes,
focusing on employee expense reporting. The purpose of this review was to
evaluate the expense reporting processes to determine compliance with state
and federal regulations, SPP’s policies, and industry standards; as well as identify
any areas of process improvements. IA specifically verified the adequacy of
processes and procedures in place to verify expense reports are created
accurately and timely, approved properly and consistently, reviewed to
determine proper general ledger (GL) coding and payment, and monitored to
identify any errors or trends. IA excluded project reporting and tracking activities
processes for this review.
See attached for summary.

o

SPP Supplemental Executive Retirement Plans (SERP) [457 Plans]
The Internal Audit (IA) department completed a review of Southwest Power Pool
Inc’s (SPP) Supplemental Executive Retirement Plans (SERP). A SERP is a nonqualified retirement plan for key company employees, such as executives, that
provides benefits beyond those covered in other retirement plans such as a
401(k). The review was conducted at the request of senior management. The
purpose of the review was to evaluate whether SPP’s tax-deferred compensation
plans comply with all federal, state and local requirements and to determine
compliance with the plan agreements.
See attached for summary.

o

NNL-to-MOS Interface
Internal Audit (IA) completed a review of the Network and Native Load (NNL) to
Market Operations System (MOS) interface process, focusing on the data transfer
and Oracle Enterprise Manager (OEM) alert process. The objective of this review
was to evaluate the adequacy of NNL-to-MOS controls to determine that all data
transfer issues are identified, investigated, remediated, and sufficient supporting
documentation exists to substantiate the controls are properly and thoroughly
applied.
See attached for summary.

o

Loan Covenants
Internal Audit (IA) completed a review of SPP’s Lending Agreement Compliance
processes, focusing on loan covenant compliance. The purpose of this review is
to evaluate the loan covenant process to determine compliance with the
lending agreement; as well as identify any areas of process improvements.
Specifically to evaluate the efficiency and effectiveness of processes and
controls around SPP’s measurement, reporting and forecasting of the loan
covenant levels.
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See attached for summary.
•

Reviews Currently in Process:
o

Accounts Payable
The purpose of this review is to evaluate the process and controls around SPP
Accounts Payable, to provide reasonable assurance the process is efficient and
that controls are sufficient to adequately safeguard SPP’s resources. The review is
in the testing phase.

o

Contract Administration
The purpose of this review is to evaluate the process and controls around SPP’s
Contract Administration process, to ensure the process is efficient and the
controls are sufficient to ensure adequate safe guarding of SPP’s resources.
Review is currently in the testing phase.

o

Reserve Sharing Agreements
The purpose of this review is to assess the processes and procedures of the
Reserve Sharing Agreements process; to verify the process, as performed, is
supported by up-to-date and complete process documentation with sufficient
information to support and serve the process purpose and deliverables; includes
adequate controls to mitigate risks and confirm compliance with NERC/SPP
requirements; and does not have any process and/or control gaps. Review is
currently in the reporting phase.

o

New Facilities Program (Construction and Migration)
The purpose of this review is to determine the established processes are followed,
including adequate controls to mitigate risks and to identify any gaps. The review
also includes an assessment of the status of project budgets and construction
schedule.

o

Employee Benefits – Payroll (including a review of the ABRA system)
The purpose of this review is to evaluate the efficiency and effectiveness of
processes and controls around Payroll; ensure compliance with federal/state laws
and regulations; confirm confidentiality of personal data is maintained; verify that
payroll calculations are accurate and supported with required documents; verify
payroll and accounting reporting is accurate; and evaluate the adequacy of
configuration settings, monitoring techniques and access restriction mechanisms
for ABRA. Review is currently in the planning phase.

•

Upcoming Reviews/Audits:
o
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SPP Compliance Program

•

o

Active Directory

o

ComplianceLine Administration (follow-up)

o

Database Audit – Oracle and SQL

o

IT Patching Process

o

Real-Time Application Support

o

Digital Certificate Management

o

EMC Documentum

o

New Facilities Program (Construction and Migration)

o

Invoicing/Cash Collections/Payout

o

Server Audit

o

Fixed Assets

o

Tariff Studies: Network Upgrades

o

Shared Access Accounts (Critical Systems)

Other Activities
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o

IA continues the review of the Integrated Marketplace Program and Integration.

o

Staff continues to engage in Integrated Marketplace discussions; bringing
perspective of internal controls, SSAE 16 and business. In the process of providing
high level controls education to Integrated Marketplace personnel.

o

SSAE 16-related work:
 Completion of continuous, periodic audits
 Controls training for new personnel
 Risk Assessment meetings (business and IT)

o

Other consulting/advising:
 Generation Interconnection/Aggregate Studies “think tank” (process
improvements)
 FERC Order 741
 Credit Stack (Z2) process
 Fringe benefits
 Other tax-related issues

o

Internal Audit’s Strategic Plan (2012-2015)

o

Assisted SPP Controller during Financial Statement audit (gathered IT-related
information)

Respectfully submitted,
Lauren Krigbaum
Director, Internal Audit
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Southwest Power Pool, Inc.
COMPLIANCE DEPARTMENT
Report to the Oversight Committee
March 27, 2012

Member Outreach
Compliance Department staff continues to respond to emails and phone calls from members and
registered entities on numerous compliance issues. Some of the topics this past quarter include:
Compliance with Meteorological Data in GIA, COM-001-1; Network/Telecommunications Paths testing,
TOP-005-3 and Exception Reporting, and Mitigation Plan templates.
The Compliance Department continues to support SPP’s Standards Development Team in facilitating
calls to gather comments from members and registered entities on standards under development. This
quarter, the department has participated in 3 calls.
This quarter the Member Compliance Group hosted three calls. The primary focus of the calls has been
Balancing Authority (CBA) registration options.
The Compliance Support Site (CSS) is being used to support our members and registered entities and
th
any compliance issues they would like to discuss. The CSS was upgraded on February 15 . The
upgraded version includes a number of new features and improvements. The CSS has 108 registered
users and 18 templates/samples available for download.
On-site and In-House Review Coordination
Compliance Department staff completed on-site reviews for three different Members the weeks of
th
th
December 12 and February 6 . Two additional on-site reviews are scheduled for the week of
th
rd
March 26 and April 23 .
st

In-house reviews have been conducted for 5 Registered Entities during the 1 quarter.
The accompanying “Outreach Efforts Report” provides additional detail on these efforts.
Events Analysis Working Group (EAWG)
The EAWG was formed in early 2011, and has become an important part of our regional Events Analysis
Process. The Compliance Department facilitates the EAWG, and works closely with the group to evaluate
regional events as driven by the NERC Events Analysis Process, which was finalized in February 2012.
Recent activities include assisting the SPP RE in responding to FERC’s inquiry on the industry’s winter
preparedness after the February, 2011 cold weather outages, as well as assisting a SPP member with a
category 2 event.
Corporate Outreach
In addition to the substantial external support provided for SPP Members and Registered Entities, the
Compliance Department continues to focus on internal compliance and audit readiness. These processes
are captured in our Internal Compliance Program (ICP).

Internal Assessments
The ICP includes annual Self Assessments to ensure that SPP is adhering to and in compliance with
NERC Reliability Standards. Self Assessments include the review of each registered function of the RTO,
ITO & ICT.
On January 31st, the Compliance Department completed an internal assessment of Reliability Standards
th
CIP-002-3 – CIP -009-3. On February 16 a Recommendations Report was issued to the responsible
business units responsible for complying with the above stated standards.
SPP Criteria
The MOPC requested a wholesale review of the SPP Criteria, and the Compliance Department has been
tasked with this exhaustive undertaking. Compliance Department staff met with all appropriate Staff
Secretaries to allocate responsibility for each section, and to convey the new review categories. Updates
from various working groups are being collected, and Compliance Department staff is developing
timelines for each project milestone. Categorization responses were received from each Working Group
during the 1st Quarter, 2012.
Upcoming Meetings
th

CIPWG – April 19 – Dallas, TX.
th

Quarterly Compliance Forum – May 24 – Dallas, TX.

Respectfully submitted,
Philip Propes
Director, Compliance
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2
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1
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NERC Violation Report – SPP Region
Additional Detail
KCPL - $400,000
At approximately 9:54 a.m. on June 17, 2009, KCPL-GMO experienced a transmission system
outage that was isolated to the KCPL-GMO’s St. Joseph, Missouri service territory and did not
involve or impact any other transmission system or balancing area. During a November 9, 2009
to November 12, 2009 Compliance Audit, SPP RE determined that the St. Joseph outage
resulted from the following seven violations of NERC Reliability Standards:
1. TOP-002-2 R11: Failed to perform an accurate next-day or current-day outage analysis
on the St. Joseph-Cook transmission line in support of the planned outage of the line.
2. TOP-004-02 R1: System operators exceeded the System Operating Limits (SOL) when at
9:57 a.m. following the loss of one of the transmission lines, system voltage declined
below the established SOL criteria for emergency situations.
3. TOP-004-02 R2: Operated KCPL-GMO’s system in a condition that resulted in a
significant outage following a single N-1 contingency event8– the loss of one of KCPLGMO’s 161 kV lines, which led to the Lake Road-Alabama-Nashua transmission line
being sectionalized due to over-current relay operation.
4. TOP-008-1 R2: System operators did not operate the system in a way to prevent the
likelihood that a disturbance, action, or inaction would result in an Interconnection
Reliability Operating Limit (IROL) or SOL violation, as required by this Standard.
5. TOP-008-1 R4: Did not perform next-day and current-day studies, as required by its
procedures and Reliability Standards, and as a result, KCPL-GMO’s system operators did
not have sufficient or effective use of information or analysis tools to determine the
cause of the SOL violations in all operating timeframes for the planned outage, as
required by this Standard.
6. VAR-001-1 R2: system operators did not have information indicating additional reactive
resources were needed, and because the system operators did not acquire sufficient
reactive resources within its area to protect system voltage levels under normal and
contingency conditions, as required by this Standard.
7. VAR-001-1 R9: did not perform next-day and current-day studies to determine the first
contingency reactive power requirements for the planned outage, and the system
operators did not have adequate reactive resources on line to support voltage under
first contingency conditions, as required by this Standard.

AES Shady Point, LLC - $15,000
On August 16, 2010, AES Shady Point self-reported a violation of PRC-005-1 R1. AES Shady
Point, as a Generator Owner, failed to include, in its generation Protection System maintenance
and testing program, a description of the basis for its three-year relay testing interval, in

violation of R1.1. Additionally, AES Shady Point had not documented testing intervals, or a
basis for such intervals, for its station batteries, associated communication systems, DC control
circuitry, and instrument transformers. Further, in violation of R1.2, AES Shady Point did not
include, in its generation Protection System maintenance and testing program, a summary of
maintenance and testing procedures for station batteries, associated communication systems,
DC control circuitry, and instrument transformers.
On August 16, 2010, AES Shady Point self-reported a violation of PRC-005-1 R2. AES Shady
Point, as a Generator Owner, had failed to implement, per the Standard, its Protection System
maintenance and testing programs as follows:
1) for its relay devices, AES Shady Point could not substantiate testing within a three-year
interval for four (of 85) relays;
2) for its station batteries, AES Shady Point could not provide documentation of monthly battery
maintenance and testing;
3) for its 20 DC control circuits, AES Shady Point could not provide documentation of the last
test date; and
4) for its instrument transformers, AES Shady Point could not provide testing data after initial
commission testing.

On August 13, 2010, AES Shady Point self-reported a violation of FAC-008-1 R1.2.1. As a
Generator Owner, AES Shady Point had failed to include in its Facility Ratings Methodology all
equipment required by FAC-008-1 R1.2.1. Specifically, the Ratings Methodology did not include
transmission conductors and series and shunt compensation devices. Although the Facility
Ratings Methodology addressed terminal equipment specific to each of AES Shady Point's
generating units, it did not include other terminal equipment in the plant switchyard. The
excluded switchyard equipment included: tubular bus conductors, circuit breakers, air
disconnect switches and current transformers.
On August 13, 2010, AES Shady Point self-reported a violation of FAC-009-1 R1. As a Generator
Owner, AES Shady Point had not established Facility Ratings inclusive of equipment ratings for
all of its terminal equipment (tubular bus conductors, circuit breakers, air disconnect switches
and current transformers) as it had not included these devices in its Facility Rating
Methodology. Additionally, it failed to provide ratings for transmission conductors and series
and shunt compensation devices.

Southwest Power Pool, Inc.
OVERSIGHT COMMITTEE
Pending Action Items Status Report
March 27, 2012

Action Item
Affirm Standards of Conduct are
binding post-employment
Means to reflect market maturity
and benefits to region

Plan to expand annual market
participant reviews

Coordinate with Boston Pacific for
contract for 2012

Date
Originated

Status

June 13, 2011

Pending

Draft in process with some other
revisions under consideration by
the CGC

Pending

Status update at March 27
meeting; internal vetting in
process; report expected at June
meeting

June 13, 2011

June 13, 2011

Completed

September 29,
2011

Completed

Comments

Additional participants will be
included in reviews associated
with 2011 State of the Market
report.
2012 contract executed.

