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Agenda \

Member Representatives Committee

August 4, 2010 | Noon—4 p.m.
Toronto Marriott Eaton Centre
525 Bay Street

Toronto, ON MSG 2L.2
416-597-9200

*Informational Presentations — Noon-1 p.m.

a. 2010 Long-Term Reliability Assessment: Preliminary Observations
b. Reliability Implications of Four EPA Regulations: Draft Conclusions
c. Smart Grid Task Force Report: Preliminary Results

d. Integrated Bulk Power System Risk Assessment Concepts: Update

MRC Meeting — 1-4 p.m.

Introductions and Chairman’s Remarks
Antitrust Compliance Guidelines
Consent Agenda — Approve

1. Minutes
e July 8, 2010 Conference Call
e May 11, 2010 Meeting

*2.  Future Meetings

Regular Agenda’
3. Welcome to Toronto — Laura Formusa, President and CEO, Hydro One
4. Remarks by Gerry Cauley, NERC President and CEO

5. Report on Nominating Committee

! Board Chairman John Q. Anderson has invited input from the committee sector representatives on
specific agenda items (see attached).
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Princeton, NJ 08540
609.452.8060 | www.nerc.com
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*6. Critical Infrastructure Protection (CIP Activities)

d.

Remarks by Mark Weatherford, NERC Vice President and Chief Security Officer
Electricity Sub-Sector Coordinating Council Strategy Paper

NERC Chairman Request to Technical Committees for Development of Action
Plan on HILF Report Recommendations

CIP Version 4 Standards

*7. Standards and Standards Process Issues

a.

® 2 o o

Response to March 18, 2010 FERC Order on Revisions to Standards Process and
Comments Following July 6, 2010 Technical Conference

Oversight of Standards Development Program and Other Standing Committees
Executive Forum on Reliability

Response to March 18, 2010 Orders on Specific NERC Standards

Plan for Addressing Remaining Order 693 Directives

*8. Culture of Reliability Excellence

*9.  MRC Officer Elections and MRC Nominations

*10. 2011 Business Plan and Budget

Information Only — No Discussion

*11. Update on Regulatory Matters

* Background material included.

MRC Agenda
August 4, 2010
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Antitrust Compliance Guidelines

|. General

Itis NERC’s policy and practice to obey the antitrust laws and to avoid all
conduct that unreasonably restrains competition. This policy requires the
avoidance of any conduct that violates, or that might appear to violate, the antitrust
laws. Among other things, the antitrust laws forbid any agreement between or among
competitors regarding prices, availability of service, product design, terms of sale,
division of markets, allocation of customers or any other activity that unreasonably
restrains competition.

It is the responsibility of every NERC participant and employee who may in any way
affect NERC’s compliance with the antitrust laws to carry out this commitment.

Antitrust laws are complex and subject to court interpretation that can vary over time and
from one court to another. The purpose of these guidelines is to alert NERC participants
and employees to potential antitrust problems and to set forth policies to be followed with
respect to activities that may involve antitrust considerations. In some instances, the
NERC policy contained in these guidelines is stricter than the applicable antitrust laws.
Any NERC participant or employee who is uncertain about the legal ramifications of a
particular course of conduct or who has doubts or concerns about whether NERC’s
antitrust compliance policy is implicated in any situation should consult NERC’s General
Counsel immediately.

[l. Prohibited Activities

Participants in NERC activities (including those of its committees and subgroups) should
refrain from the following when acting in their capacity as participants in NERC
activities (e.g., at NERC meetings, conference calls and in informal discussions):

= Discussions involving pricing information, especially margin (profit) and internal
cost information and participants’ expectations as to their future prices or internal
costs.

e Discussions of a participant’s marketing strategies.

e Discussions regarding how customers and geographical areas are to be divided
among competitors.

116-390 Village Blvd. 1
Princeton, NJ 08540
609.452.8060 | www.nerc.com
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« Discussions concerning the exclusion of competitors from markets. ‘

« Discussions concerning boycotting or group refusals to deal with competitors,
vendors or suppliers.

« Any other matters that do not clearly fall within these guidelines should be
reviewed with NERC’s General Counsel before being discussed.

[1l. Activities That Are Permitted

From time to time decisions or actions of NERC (including those of its committees and
subgroups) may have a negative impact on particular entities and thus in that sense
adversely impact competition. Decisions and actions by NERC (including its committees
and subgroups) should only be undertaken for the purpose of promoting and maintaining
the reliability and adequacy of the bulk power system. If you do not have a legitimate
purpose consistent with this objective for discussing a matter, please refrain from
discussing the matter during NERC meetings and in other NERC-related
communications.

You should also ensure that NERC procedures, including those set forth in NERC’s
Certificate of Incorporation, Bylaws, and Rules of Procedure are followed in conducting
NERC business.

In addition, all discussions in NERC meetings and other NERC-related communications
should be within the scope of the mandate for or assignment to the particular NERC
committee or subgroup, as well as within the scope of the published agenda for the
meeting.

No decisions should be made nor any actions taken in NERC activities for the purpose of
giving an industry participant or group of participants a competitive advantage over other
participants. In particular, decisions with respect to setting, revising, or assessing
compliance with NERC reliability standards should not be influenced by anti-competitive
motivations.

Subject to the foregoing restrictions, participants in NERC activities may discuss:

« Reliability matters relating to the bulk power system, including operation and
planning matters such as establishing or revising reliability standards, special
operating procedures, operating transfer capabilities, and plans for new facilities.

e Matters relating to the impact of reliability standards for the bulk power system
on electricity markets, and the impact of electricity market operations on the
reliability of the bulk power system.

= Proposed filings or other communications with state or federal regulatory
authorities or other governmental entities.

e Matters relating to the internal governance, management and operation of NERC,
such as nominations for vacant committee positions, budgeting and assessments,
and employment matters; and procedural matters such as planning and scheduling
meetings.

Antitrust Compliance Guidelines 2



Informational Session a.
MRC Meeting
August 4, 2010

2010 Long-Term Reliability Assessment (LTRA)
Preliminary Assessment

Action Required
None

Background

As directed by the Planning Committee, the Reliability Assessment Subcommittee and NERC
staff continue to improve the Long-Term Reliability Assessments to 1) improve the
assessments/process providing greater granularity, etc., 2) convey the importance of the
assessment results, 3) provide sound technical insight into the anticipated reliability conditions
over the next decade, and 4) identify where the greatest uncertainty/variability might lie in
considering bulk power system reliability’s “state of the union” for North America.

Preliminary assessment of the 2010 LTRA data has generated the following:

e There appears to be sufficient Planning Reserve Margins in the short-term, with some
tight conditions in the long-term. Key variables impacting these margins appear to be
uncertainties due to legislative/regulatory uncertainty and economic recovery.

e Further downward adjustments of long-term peak demand are projected due to the
economic recession, as well as the leveling of energy efficiency/conservation initiatives.
The recession appears to dominate, while energy efficiency/ conservation initiatives
plateau as reserve margins increase and new resources are added.

e Demand response projections are flat in the long-term, resulting from reduced certainty
beyond contracted performance time periods and limited long-term experience on
sustainability.

e Variable generation projections, such as wind and solar resources, continue to grow
driving the need for transmission, operations management, ancillary services, and system
flexibility.

« New transmission projections remain comparable to last year’s forecast.

To better anticipate or provide insight in future assessments about potential impacts of
developing industry trends on bulk power system reliability, a systematic approach is used to
monitor and assess the relative risks from emerging issues. This process serves to identify key
aspects that merit further potential scenario analysis, while providing insights about major trends
that could impact bulk power system reliability over the long-term. As part of this risk
assessment, the Reliability Assessment Subcommittee reviewed over twenty emerging issues.
This review included a wide range of inputs including those of the Members Representatives
Committee, Board of Trustees and technical standing committees. This input, which is crucial to
achieving a solid technical perspective when comparing the relative risks to reliability of
emerging trends, the combined effort generated the following list for 2010:



a) Uncertainty of sustained participation in demand response: Increased use of demand
response programs to balance the system and relieve transmission reliability constraints
may result in decreased participation, fatigue or other outcomes that challenge system
operations.

b) Transmission siting and construction: Transmission siting is becoming more difficult
due to “not in my back yard” (NIMBY) risks, as well as environmental and regulatory
restrictions. Transmission construction has become more difficult due to capital costs,
financing, cost allocation and rate case considerations.

¢) Changing resource mix (more natural gas, more variable generation, less coal, new
nuclear...): Unprecedented changes in resource mix is forecast. These new resources
have different characteristics than existing generation, with little existing experience in
their operation and performance. For example, significant variable generation penetration
can result in an energy-dominant system requiring more system flexibility.

d) Diminishing frequency response (in the Eastern Interconnection): The frequency
response in the Eastern Interconnection is decreasing from the long-term average. NERC
has launched an initiative to study the declining frequency response issue and develop
appropriate recommendations.

e) Consistent modeling of remote resour ces: Delivering energy, especially from renewable
sources, may require long-distance transmission across multiple balancing or planning
authority areas. Coordinated and consistent assumptions among balancing and planning
authorities are needed to ensure transmission resources remain adequate to support
transfer of this energy.

f) Lower inertial response (behind long transmission): With the adoption of location-
constrained generation, such as wind, solar and other resources, increased power transfers
may occur. These transfers may emanate from sources distant from load with less or no
rotating mass, or with less inertial response capabilities. Therefore, the impacts from the
resulting reduced inertial response should be studied and suitable planning/operational
actions taken to maintain bulk power system reliability.

These issues will be evaluated further in NERC’s 2010 Long-Term Reliability Assessment with
recommendations for action and study.



Informational Session b.
MRC Meeting
August 4, 2010

Reliability Implications of Four EPA Regulations
Draft Conclusions

Action Required
None

Background

This reliability assessment examines four active U.S. Environmental Protection Agency (EPA)
rulemaking proceedings unfolding in 2010 and 2011, which could have significant impacts on
bulk power system reliability during the implementation period from 2013 through 2018, both
individually and in the aggregate:

a)
b)

Clean Water Act — Section 316(b), Cooling-Water Intake Structures Rule

Coal Combustion Residuals (CCR) Surface Impoundments with High Hazard Potential
Ratings Rule (Coal Ash)

Replacement Clean Air Interstate Rule (CAIR)

Title 111 of the Clean Air Act — Air Toxics Rule

c)
d)

The figure below represents the overall timeline for regulation finalization and anticipated
implementation. The assessment was specifically structured to solely address the
aforementioned four regulatory proposals, independent of climate change initiatives, which
issues are addressed in a separate assessment”.

Timeline for EPA Regulations Impacting
the Energy and Utility Industry

CAIR Replacement

Cooling Water Intake316 (b)

Coal Ash

Air Toxics- MACT

CAIR Replacement Draft
Expected June 2010

2009 2010

EPA 316 (b)
Draft Rule June 2010

EPA Coal Residual

EPA MACT Draft
Rule late 2010

2011

Draft Rule April 2010

Final CAIR Replacement
Program Early 2011

EPA MACT
Final Rule late 2011

CAIR Implementation
2014-2018

EPA MACT Implementation
late 2015

4 2013 2014

2015 2016 2017 2018

EPA 316 (b)
Final Rule 2011

Impoundment Coal Residuals

Final Rule 2011

316 (b) Implementation
2014-2018

Coal Residuals Implementation
2014-2018

Preliminary assessment of the individual regulations results indicate the Clean Water Act —
Section 316(b) will have the most significant impact, accelerating fossil-fired and nuclear
generation retirements for units with once-through cooling, due to overall compliance costs

1 A report, entitled “ Reliability Impacts of Climate Change Initiatives: Technology Assessment and Scenario Development,” has
been sent to the Board of Trustees for their consideration, review and approval.



(approximately 40 GW). Separately, the three remaining regulations appear to have a smaller
potential impact on unit retirements.

However, in aggregate, the four regulatory initiatives could accelerate the retirement of
approximately 60 to 70 GW of fossil-fired and nuclear generation units by 2018. These potential
retirements could result in the need to develop additional resources sooner than currently
projected and, depending on the geographic proximity, may result in bulk power system
reliability impacts, such as reactive and dynamic considerations and additional transmission
requirements.

The reliability assessment assumptions, impact analysis, and reliability findings are currently
being reviewed and validated with industry groups. It is anticipated that this reliability
assessment will be ready for approval by the PC and presentation to the Board of Trustees in
September 2010.



Informational Session c.
MRC Meeting
August 4, 2010

Smart Grid Task Force Report
Preliminary Results

Action Required

None

Background

On July 30, 2009, the Planning Committee (PC) established the Smart Grid Task Force to
examine bulk power system reliability impacts from integrating smart grid technology, identify
existing NERC Reliability Standards that apply to smart grid elements, and make
recommendations for further study and standard enhancement. Over 100 members joined this
task force, creating a draft report “ The Smart Grid and Reliability” which was provided to the
NERC standing committees at their June 2010 meetings for comment. The following concepts
are developed in this report:

The smart grid concept is expansive with many current energy policy initiatives, but not all
industry experts agree on its definition.

Smart grid is developing at many levels in North America.

Smart grid integration will impact bulk power system planning, design and operations.
Integration of Smart Grid must encompass cyber considerations, including the IT and
control system interface, and dynamic system behavior.

Research and development will be necessary to reliably and securely integrate smart grid
into the existing system and may yield new reliability benefits.

NERC Reliability Standards are applicable to the bulk power system aspects of smart grid,
representing a baseline requirement for reliability. Enhancement and new standards may
be required as more experience is gained.

NERC and industry should monitor smart grid developments and remain engaged with
ongoing smart grid industry efforts (Federal/State/Provincial efforts, ISO/RTO, IEEE/IEC,
etc.)

Comments from standing committees and stakeholders will be incorporated into the report and
the final version will be submitted to the PC for approval in September 2010.



Informational Session d.
MRC Meeting
August 4, 2010

Integrated Bulk Power System Risk Assessment Concepts
Update

Action Required
None

Background

At the Operating and Planning Committee meetings on June 15, 2010, the Reliability Metrics
Working Group (RMWG)* presented a whitepaper documenting a risk-based approach to
evaluate reliability trends, entitled “ Integrated Bulk Power System Risk Assessment Concepts.” 2
The objective of the whitepaper is to develop an industry accepted and organized process to
measure event impacts on reliability, and begin to address their management/mitigation through
avoidance, preparations, planning, and operating dimensions. Further, the method provides a
foundation for ongoing parallel efforts, such as the risks from high-impact, low-frequency
(HILF) events, identifying mitigation processes and providing industry a new way to manage
risk. Further the whitepaper provides a consistent basis to recognize and rank risk-significant
events. The proposed method uses a numerical ranking/scoring formulation requiring industry
expertise, agreed-upon goals and engineering judgment.

The report provides a metric that measures events by their frequency and severity — which is
one way to determine reliability risk. Throughout the whitepaper, concepts from NERC’s
Adequate Level of Reliability® (ALR) and existing Standards are used to calibrate results. In
addition, the paper draws attention to other risk indicators, including event-driven, condition-
driven,* and regulation-driven measures,® along with their relative relationships. Integrating
these indicators provides a basis for risk-informed decisions, such as for planning processes,
operational procedures, standard prioritization, event analysis prioritization, and compliance
activities. Further, these measures identify trends and provide the foundation that, over the long-
term, enables industry to use risk information as part of their efforts to:

1. Lower overall system reliability risk
2. Prioritize reliability improvement activities
3. Communicate the effectiveness of reliability improvement programs

Finally, the whitepaper proposes the results will be part of an annual overall effort, documented
in a technical reference document and in reliability assessments, which can drive actions by the
Operating, Planning, and Critical Infrastructure Protection Committees to address underlying
trends, the Standards Committee to enhance certain aspects/create new standards, the Events
Analysis and Investigations Program to help gauge the level of analysis required, and the
Compliance Monitoring and Enforcement Program used to focus on reliability-improving
actions.

' RMWG scope http://www.nerc.com/docs/pc/rmwg/Reliability Metrics Working_Group_Scope_Final.pdf.

2 http://www.nerc.com/docs/pc/rmwg/Draft_Integrated Bulk Power System White Paper6.1.pdf

® Detailed definitions of ALR at http://www.nerc.com/docs/pc/Definition-of-ALR-approved-at-Dec-07-OC-PC-
mtgs.pdf

* Details of reliability indicators at http://www.nerc.com/docs/pc/rmwg/RMWG_AnnualReport6.1.pdf

® Detailed regulation-driven risk measure proposals are available at http://www.nerc.com/filez/pmtf.html
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Agenda Item 2
MRC Meeting
August 4, 2010

Future Meetings

Action Required

Approve August 3-4, 2011 (W-Th) in Vancouver, Canada as a future meeting date and location.
Approve change madeto the May 2011 meeting dates from May 3-4, 2011 to May 10-11,
2011,

Information

The board has approved the following future meeting dates and locations:
e November 3—-4, 2010 — Atlanta, GA (W-Th)
e February 16-17, 2011 — Phoenix, Arizona (W-Th)
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July 21, 2010

Mr. Ed Tymofichuk, Chairman

NERC Member Representatives Committee
Vice President, Transmission

Manitoba Hydro

820 Taylor Avenue

P.O. Box 7950

Winnipeg, Manitoba R3C 0J1

Dear Ed:
Policy Input to NERC Board of Trustees

The NERC Board of Trustees invites the Member Representatives Committee (MRC) to provide
advance input to the board and discuss at the August 4, 2010 MRC meeting, which the board
members will attend, the following subjects:

Standards and Standards Process Issues (MRC-7) — The board is actively interested
and engaged in ways to improve how NERC develops reliability standards as well as the
quality, timeliness, and responsiveness of those standards. Included in the MRC agenda
package are two discussion papers on which the board welcomes the views of the
committee. One presents some concepts and questions related to oversight of the
standards development program and the other how best to improve communications and
working relations among senior leaders at FERC and its counterparts in Canada, NERC,
and the industry, through the establishment of an Executive Forum on Reliability. In
addition to these discussion papers, the board will also be anxious to hear the
committee’s views on issues raised during and comments filed following the July 6, 2010
FERC technical conference.

Culture of Reliability Excellence (MRC-8) — The board appreciated the discussion of
this issue, which you initiated at the May 2010 MRC meeting, and looks forward to
further discussion at your August 4, 2010 meeting. The background material for this item
includes a number of questions and statements on which you encouraged committee
members to submit written comments. This input will be especially helpful for board
members, as well as committee members, to have in advance of the meeting.

116-390 Village Blvd.
Princeton, NJ 08540

. 609.452.8060 | www.nerc.com



The board strongly encourages MRC members in each membership sector to discuss these issues
with others in their respective sectors in advance of the MRC meeting and to provide written
input to NERC so the board has the benefit of the views of all the members of each sector and
can reflect on that input prior to the meeting. Written comments should be submitted to Dave
Nevius, committee secretary (dave.nevius@nerc.net) by July 28, 2010 so they can be packaged
and sent to the board members in advance of the meeting.

Thank you,

N6 e

John Q. Anderson
NERC Chairman

cc: Board of Trustees
Member Representatives Committee
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Agenda Item 6.b.
MRC Meeting
August 4, 2010

Electricity Sub-Sector Coordinating Council (ESCC) Report
and DRAFT Critical Infrastructure Strategic Roadmap

Action Required
None

Background

At its May 12, 2010 meeting, the NERC Board of Trustees approved a new charter for
the ESCC, and dissolved the Electricity Sector Steering Group (ESSG). Current ESSG
members became the members of the newly re-constituted ESCC.

On June 22, 2010, the ESCC held their first in-person meeting at NERC’s Washington
DC offices. The meeting was conducted in two parts. The first part of the meeting was
held in closed session and the ESCC engaged in a comprehensive discussion regarding
the critical infrastructure risks facing the electricity sub-sector, how they are being
addressed, and what may need to be done differently by the sub-sector to improve this
important aspect of reliability. The ESCC also discussed how to improve the various
interfaces with government related to these matters. The second part of the meeting was
conducted in open session and ESCC Chairman Gerry Cauley provided a summary of the
day’s discussions and the next steps.

A key decision of the ESCC was to develop a Critical Infrastructure Strategic Roadmap
(Attachment 1) to identify the sub-sector’s priorities, and provide a framework to
address severe-impact risks, including those identified in the High Impact, Low
Frequency (HILF) report. Taking a broad sub-sector-wide perspective, the Roadmap will
provide the NERC Board of Trustees with advice on what should be done to enhance
electricity reliability and resilience from an all-threat, all-hazard perspective. The
Roadmap will build on the draft Bulk Power System Critical Infrastructure Policy
Statement discussed at recent MRC/BOT meetings, and provide guidance for the sub-
sector and NERC’s Technical Committees.

After considering public comments, the ESCC proposes to seek Board of Trustees
endorsement of the Strategic Roadmap.







































Multi-Year Roadmap

The following table describes the relative priority associated with each of the three severe-impact
scenarios identified earlier.

Table 3: Strategic Priorities

Scenario 1: Scenario 2: Scenario 3: Enhances
reliability under
Coordinated Organized Geomagnetic lesssevere
Goal Physical Attack | Cyber Attack | Disturbance scenarios?
1. Establish robust
igg?é'i%g?iloisﬁs;ment High Priority High Priority High Priority Yes
information exchange
2. Implement protective Important High Priority Important Limited
measures
3. Enhance contingency
planning, training, and High Priority High Priority Important Yes
exercises
4. Clarify critical
infrastructure protection High Priority High Priority High Priority Limited
roles with government
5. Address key
interdependencies with Important Important Important Yes
other sectors
6. f’éff?ggr:iz public High Priority High Priority Important Yes

DRAFT Critical Infrastructure Strategic Roadmap

August 2010

13



Monitor Progress

Monitor Progress

The ESCC considers the need to quickly demonstrate progress to address severe-impact risks to
be a top priority for NERC and its stakeholders. Through its monthly conference calls and in-
person meetings, the ESCC will monitor progress and provide additional guidance as necessary.

DRAFT Critical Infrastructure Strategic Roadmap
August 2010

14



Agenda Item 6.c.
MRC Meeting
August 4, 2010

NERC Chairman Request to Technical Committees for Development of Action
Plan on HILF Report Recommendations

Action Required
None

Background

A letter from NERC’s Board of Trustees on May 25, 2010 from its Chair, Mr. John Q. Anderson,
(Attachment 1) directed the Planning, Operating, and Critical Infrastructure Protection
Committees to consider the nineteen proposed actions from NERC’s/DOE’s recently released
report, entitled, “High-Impact, Low-Frequency Event Risk to the North American Bulk Power
System.”* The aforementioned standing technical committees were requested to “ work with
NERC staff to develop such an action plan and submit that plan to the Board of Trustees for its
consideration within a reasonable time frame.”

On June 28, 2010, the Chairs /Vice Chairs of these technical committees and NERC Staff held a
meeting in Baltimore, MD, taking the initial steps towards development of an effective overall
plan to address the nineteen proposals for action outlined in this report. The executive officers
considered the deliberations and conclusions reached at the initial meeting of the restructured
Electricity Sub-Sector Coordinating Council (ESCC), regarding strategies that enhance reliability
and resilience, including physical and cyber security.

At this meeting, the technical Committee leadership collaboratively sought to formulate
alignment between the ESCC objectives and the elements of a high-impact, low-frequency
(HILF) Action Plan:

1) Identify the alignment of the proposed action items with the scope of the respective
technical committees

2) Prioritize proposed action items according to importance (High, Medium and Low)

3) Delineate basic timeline to start activities (Near-, Mid-, and Long-Term)

4) Determine Standing Committee involvement (Lead, joint, support or no involvement)

5) Identify coordination points with the ESCC

After agreement on the above elements, the leadership discussed next steps, which include
NERC staff development of a tactical plan for the proposed actions, scenario development to
provide guidance to working groups, and agenda setting for the upcoming September 2010
committee meetings. The key outcome of this initial work will be used to formulate an effective
overall plan representing a methodical approach for considering HILF elements, aligning these
with a communication plan for use with regulatory and related entities that describes the electric
reliability organization’s and industry’s efforts to address HILF events.

A July 22, 2010 conference call has been set to further develop this plan.

! http://www.nerc.com/files/HILF.pdf
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