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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Reliability Standards Development and ) Docket No. AD10-14-000
NERC and Regional Entity Enforcement )
COMMENTS OF THE

NORTH AMERICAN ELECTRIC RELIABILITY CORPORATION
FOLLOWING JULY 6 TECHNICAL CONFERENCE

l. INTRODUCTION

The North American Electric Reliability Corporation (“NERC”) submits these comments
following the July 6, 2010 technical conference held in the above-referenced docket. NERC
expresses its great appreciation to the Federal Energy Regulatory Commission (“FERC” or “the
Commission”) Chairman, each Commissioner and Senior Staff for the serious attention paid to
reliability issues during the conference. It is clear from the discussion that periodic, face-to-face
dialogue between Commissioners, counterpart governmental authorities in Canada, NERC
officials, and industry and other stakeholder Chief Executive Officers regarding the state of
reliability and reliability oversight implementation will be of immense value as we work together
to improve the reliability of the bulk power system of North America.

To that end, NERC has scheduled discussions among NERC stakeholders and NERC
Board of Trustees on what the nature, structure and participation in such an ongoing dialogue
might be, which are to be held during NERC’s Member Representatives Committee and Board
of Trustees meetings in Toronto, Ontario on August 4 and 5, 2010.

NERC will share the results of those discussions with the Commission promptly after the

conclusion of those meetings.



1. NOTICES AND COMMUNICATIONS

Notices and communications with respect to this filing may be addressed to:

Gerald W. Cauley
President and Chief Executive Officer

David N. Cook* Holly A Hawkins*
Senior Vice President and Attorney

General Counsel North American Electric Reliability
North American Electric Reliability Corporation

Corporation 1120 G Street, N.W., Suite 990
116-390 Village Boulevard Washington, D.C. 20005-3801
Princeton, NJ 08540-5721 (202) 393-3998
(609) 452-8060 (202) 393-3955 — facsimile
(609) 452-9550 — facsimile holly.hawkins@nerc.net

david.cook@nerc.net

I11.  BROAD THEMES FROM THE CONFERENCE

A. Conference Participants Expressed Strong Support for the ERO Model in
Developing Reliability Standards.

Conference participants uniformly and strongly supported the standard-setting approach
of the electric reliability organization (“ERO”) model outlined in Section 215 of the Federal
Power Act. The ERO model provides the opportunity to engage and draw on the unmatched
technical expertise of many hundreds of industry subject matter experts, along with other
stakeholders such as large and small customers and governmental authorities with expertise on
the “receiving” end of reliability (i.e., those who depend upon and pay for that level of
reliability), in developing standards that best serve the reliability of the bulk power system in
North America. The ERO model also provides the opportunity for government input at various
stages in the development of Reliability Standards as to priorities, technical content, and
potential impact on competition.

Reliability does not come without cost and other tradeoffs, and the crucible of the

standard-setting process is the place where the reliability goals, the reliability costs, and other



factors in this complicated system can best be evaluated. The use of the collective technical
expertise of the industry for decision making, to implement a “do no harm” decision making
process, is critical to the successful management of reliability.

The ERO model also provides the opportunity to recognize that the interconnected bulk
power system is international in scope. The bulk power systems that span the U.S.-Canada
border are very large, very complex machines that must be planned and operated to a common
set of standards. Under the ERO model, interests from both countries can come together in a
single forum to develop common reliability solutions, which can then be taken back to their
respective regulators for the approvals needed to make the standards mandatory and enforceable
within their jurisdictions. In 2005, the U.S. Department of Energy and the Canadian
Federal/Provincial/Territorial Working Group endorsed principles for an ERO that can function
on an international basis. NERC followed those principles in developing its governance
structure and standards development procedures.

Finally, the ERO model provides for strong government oversight. No standard can take
effect in the U.S. without the approval of the Commission. No enforcement action can take
effect without the approval of the Commission. The ERO model offers the best opportunity for
the Commission and other governmental authorities to participate in shaping appropriate
priorities for future standards development and implementation activity. The ERO model also
provides the Commission with independent enforcement authority.

Based on the discussions at the technical conference, the Commission should reconsider
its March 18, 2010 order directing NERC to make modifications to the standards setting process
the Commission previously approved. Industry leaders expressed their commitment to making

the standards process work to develop the Reliability Standards needed to support the reliability



of the bulk power system of North America. The Commission should allow that process to go
forward.

B. The Commission Should Reconsider the Manner in which it Uses Section 215
(d)(5) Directives.

No one questions that the Commission has the authority under Section 215 to direct the
ERO to develop a Reliability Standard that addresses a specific matter if the Commission
considers such a standard appropriate for reliability. NERC believes it would be beneficial if the
Commission would reduce the number of directives that it issues and the circumstances under
which those directives are issued. A theme running throughout the discussions on July 6™ was
the need to set priorities for developing standards due to the limited industry technical resources
available to faithfully and comprehensively consider proposals. In the words of one speaker, “If
everything is a priority, then nothing is a priority.” Accordingly, NERC believes the
Commission should reserve the use of Section 215(d)(5) directives to circumstances presenting a
high priority need for a new or revised standard to preserve or improve reliability. Section
215(d)(5) authority should be reserved to address priority items that the ERO may not already be
addressing.

The experience of the past three years has also taught us that the rehearing process is a
poor substitute for the dialogue that needs to take place between Commission staff, NERC, and
industry stakeholders about the wisdom of and need for particular directives. For some
directives, problems can only be identified after significant technical work has been done — that
work cannot be completed within a short, 30-day rehearing window. NERC urges the
Commission to explore ways of releasing a proposed directive, accompanied by a technical
justification for the directive, in a manner that NERC and industry stakeholders can evaluate the

directive, consider options, and discuss the matter with Commission staff, before the directive is



issued in a formal order. To the extent those directives can identify the problem to be solved, but
be less prescriptive in dictating the manner in which it is solved, NERC believes its stakeholders
will be more likely to develop creative solutions that address the Commission’s concerns.

NERC recognizes that the Commission and its staff may also have suggestions or
observations that would improve a Reliability Standard NERC has filed with the Commission. If
those suggestions and observations do not rise to the level of needing to be remedied on a
priority basis, NERC urges the Commission to include the suggestions and observations in its
Order, but not under the authority of Section 215(d)(5). Those observations and suggestions for
improvement could be carried forward to the next time a standard is reviewed. NERC would
integrate such proposals within its standards development plan to be prioritized and scheduled.

NERC also recognizes that a substantial number of directives from Order No. 693 and
later Commission Orders approving NERC Reliability Standards remain outstanding. The
NERC Standards Committee is pursuing strategies with the goal of having all current remaining
directives addressed by the end of 2011. Further, the Standards Committee is reviewing its
processes to enable the addressing of future directives within one year of their issuance. To this
end, the Standards Committee has assembled a “Directive Task Force,” made up stakeholders
and NERC staff, to analyze all existing directives to determine their relative priority, complexity,
and urgency. The task force will develop plans to address each directive based on this analysis.
NERC will provide a status report to the Commission by the end of the fourth quarter 2010.
Additionally, NERC is working to develop more effective tracking and managing of directives to

provide more timely responses in the future.



C. NERC Has Introduced the Concept of Results-Based Reliability Standards.

NERC has refined its approach to developing Reliability Standards, with a goal of
improving project prioritization, adherence to project completion schedules, improving clarity of
the prioritization process for projects, and improving the technical content of the standards.
NERC staff is working with the Standards Committee to implement improvements in the priority
of existing and planned standards development projects. In addition, to improve the overall
quality of standards, NERC has introduced “results-based” principles into the standards
development process. These principles require the standard drafting teams to achieve a portfolio
of performance, risk, and competency-based requirements within the set of NERC Reliability
Standards that support an effective “defense-in-depth” strategy for ensuring the reliability of the
bulk power system. This concept bolsters NERC’s capability to provide effective guidance to
drafting teams and industry regarding the structure of standards that build on the core entity
competencies verified during NERC’s registered entity certification processes.

The term “results based” is sometimes confused with the term “performance-based”
when combined with the terms “standards” and “requirements”. Performance-based standards
can have the connotation of measuring only ultimate performance — no oil spills, no mine
disasters, no plane crashes, etc. The problem with a purely performance-based approach is that if
the system fails, the consequences are unacceptable. NERC is not implementing performance-
based standards that focus only on ultimate outcomes. NERC is implementing results-based
requirements to achieve reliability through one of the following approaches: a) the use of
objective metrics to verify that reliable system behavior occurs as expected; b) the mandating of
preventative actions that reduce a specified reliability risk; or c) the establishment of minimum

competencies and capabilities for entities that operate the system.



Results-based standards identify a clear and measurable expected outcome, such as: a) a
stated level of reliability performance; b) a reduction in a specified reliability risk; or ¢) a
necessary competency. These Reliability Standards work collectively in support of NERC’s
reliability principles to prevent instability, uncontrolled separation and cascading.

Performance based standards are useful in situations where tracking and managing the
“results” are the only way to manage, incentivize and correct undesirable outcomes. For the bulk
power system, only a small percentage of NERC requirements will be performance-based.
Control performance (BAL-001 — Real Power Balancing Control Performance) is a good
example of a standard that contains performance-based requirements. The goal of the standard is
to maintain frequency within defined limits by balancing real power demand and supply in real-
time, and the requirements identify specific actions a Balancing Authority must take to achieve
that goal. Following these requirements alone will not result in the goal of maintaining
frequency within defined limits. This standard is supported by the Balancing Authority
certification process where NERC verifies that prospective Balancing Authorities have the
processes, procedures and tools needed to monitor and act to meet the requirements in BAL-001,
and is also supported by many other standards.

A majority of NERC’s requirements are and will continue to contain risk-based or
preventative requirements that, if followed, reduce the risk of cascading failures. For example
the requirement to maintain protection systems is one such standard. But the definition of what
components constitute a protection system is currently under development as a standard
modification, to further refine the application of the requirements. The requirement to operate
the system only within known, studied parameters is another such forward looking standard, as is

the requirement to promptly return the system to a stable condition following a disturbance. In



the event that a risk condition does occur, NERC restoration related-standards are designed to
ensure quick recovery and restoration of essential services.

Another category evident in NERC standards is “competency-based”. These standards
define appropriate tools, training, communications, and backup facilities required to successfully
comply with the standard. The performance-based requirements in the BAL-001 standard are
supported by competency-based requirements in standards such as PER-003—Operating
Personnel Credentials, where the Balancing Authority is required to staff its real-time operating
positions with only certified system operators.

It is most likely that Captain Sullenberger and his copilot Jeff Skiles did not wake up on
the morning of January 15, 2009 and think about what each was going to do if their aircraft hit a
flock of geese soon after take-off. Their years of training and experience provided them with the
skills to snatch success from potential disaster. > Similarly, NERC’s “competency-based”
standards recognize that requiring real-time operating positions be staffed with trained and
certified system operators will help to ensure the right skills and expertise necessary to achieve a
reliable bulk power system.

Results-based standards do not represent lax rules for industry. NERC is developing a
strong portfolio of interdependent and overlapping standards that address performance
measurement, risk containment, and competency elements. While the standards cannot
guarantee there will never be another blackout, NERC is strategically applying a “defense in
depth” strategy that has proven successful in managing risks in many other industries, including

nuclear, aerospace, and airline safety.

! See, generally, Fly By Wire — The Geese, The Glide, The Miracle On The Hudson, by William Langewiesche
(Farrar, Strauss and Giroux, 2009).



IV. PARTICULAR ISSUES RAISED DURING CONFERENCE

During the technical conference, several questions were raised that warrant further
discussion. In the following sections, NERC provides additional details and further explanation
regarding a number of those questions.

A. How should Reliability Standards projects be prioritized?

The need to establish priorities for NERC’s standards development projects was a
recurrent theme during the technical conference. As of July 22, 2010, NERC has 41 separate
standards development projects either active or planned. That is too many projects for NERC,
stakeholders, and the Commission to deal with if there are certain of those that need to be
completed on a priority basis. From before the time of its certification as the ERO, NERC,
working with its Standards Committee, has prepared the Reliability Standards Development Plan
on an annual basis. The plan provides a schedule of the standards projects to be worked on over
the ensuing three years. If the Commission directs NERC to undertake a standards development
project, as it did for example with the Available Transfer Capability series of standards, the
Reliability Standards Development Plan for the following year is modified to include that
additional project. Sometimes an existing project will be shifted to begin later than originally
proposed to make room for new projects based on Commission directives. NERC files the
Reliability Standards Development Plan with the Commission and applicable government
authorities in Canada on an informational basis. NERC has received no formal written feedback
on the contents of any of the annual plans from any applicable government authorities.

The time has come to shift how we think about prioritizing standards projects. NERC,

the stakeholders, and the Commission should consider an approach that recognizes stakeholder



resource constraints and establishes a maximum number of projects that can reasonably be in
development at any particular point in time.
During their meeting of June 10, 2010, the NERC Standards Committee approved the
following list of top priority standards development projects:
¢ Project 2006-02 Assess Transmission and Future Needs
¢ Project 2006-06 Reliability Coordination
¢ Project 2007-01 Underfrequency Load Shedding
¢ Project 2007-02 Operating Personnel Communications Protocols Project
¢ 2007-03 Real-time Transmission Operations
¢ Project 2007-07 Vegetation Management
e Project 2007-09 Generator Verification
¢ Project 2007-12 Frequency Response
e Project 2007-17 Protection System Maintenance and Testing
e Project 2008-01 Voltage and Reactive Planning and Control
e Project 2008-06 Cyber Security - Order No. 706
¢ Project 2009-01 Disturbance and Sabotage Reporting

e Project 2009-02: Real-time Reliability Monitoring and Analysis
Capabilities

¢ Project 2009-03 Emergency Operations
e Project 2010-06 Results-based Reliability Standards?
e Project 2010-10 FAC Order 729

e Project 2010-11 TPL Table 1 Order

2 Results-based Reliability Standards is currently in proof-of-concept testing as part of the 2007-07 Vegetation
Management standards development project. Results-based Reliability Standards will not, in themselves, lead to a
new Reliability Standard, but will be used as a methodology for developing other Reliability Standards.
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¢ Project 2010-13 Relay Loadability Order
The industry, NERC, and governmental authorities collectively need to come to a
common understanding of what the standards development priorities need to be. Once that is
accomplished, we also need to understand that this will result in some of the lower priority
standards development projects being delayed until the higher priority projects are completed.
NERC suggests that the development of the annual Reliability Standards Development
Plan should be the vehicle for the prioritization effort. Inputs to that plan need to come from the
policy makers (industry and stakeholder leaders and Commissioners) as well as from the
technical experts. A forum where decisions about the priorities can be made on a collaborative
basis should be established. Perhaps that can be the senior-level forum that was discussed at the
conference. Perhaps it could be a technical conference on a draft of the annual work plan before
it is approved by the NERC board. Perhaps NERC should ask for confirmation from the
applicable governmental authorities that those are the right priorities rather than simply filing the
Reliability Standards Development Plan as an informational item.

B. What is the right amount of reliability? Who gets to decide? Should it be the
same for everyone?

During the course of the technical conference, questions were raised about what amount
of reliability is the right amount, who gets to decide what is the right amount, and whether it
should be the same reliability for everyone. “Adequate level of reliability” is a term directly
from section 215 of the Federal Power Act. Section 215(c)(1) states that the electric reliability
organization certified by the Commission must have the “ability to develop and enforce, subject
to subsection (e)(2), reliability standards that provide for an adequate level of reliability of the
bulk power system.” The law does not, however, define “adequate level of reliability.” The

Commission’s Order certifying NERC as the ERO directed NERC “to consider and propose
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methods for ensuring that Reliability Standards provide for an adequate level of reliability and
defining ‘an adequate level of reliability’.”® On May 5, 2008, NERC filed its definition of
adequate level of reliability as an information item with the Commission, along with a technical
paper supporting the definition. NERC reproduces that definition here and has attached the
entire filing, including the technical paper, as Exhibit A to this filing.

Characteristics of a System With an
Adequate Level of Reliability

1. The System is controlled to stay within acceptable limits during normal conditions.
2. The System performs acceptably after credible Contingencies.

3. The System limits the impact and scope of instability and cascading outages when
they occur.

4. The System’s Facilities are protected from unacceptable damage by operating them
within Facility Ratings.

5. The System’s integrity can be restored promptly if it is lost.

6. The System has the ability to supply the aggregate electric power and energy
requirements of the electricity consumers at all times, taking into account scheduled
and reasonably expected unscheduled outages of system components.

It is not possible to protect against all conditions on the bulk power system that result in
loss of customer load, at least not without adding substantially more redundancy to the system, at
an enormous cost. (Even if this were done, customers would continue to experience nearly the
same frequency, duration, and magnitude of loss of electricity service due to failures in the
distribution system.) Note that a number of places in the definition of “adequate level of

reliability” call for the exercise of discretion and judgment: “within acceptable limits”, “performs

acceptably”, “unacceptable damage”, “restored promptly”, and “reasonably expected”. These

® North American Electric Reliability Corporation, “Order Certifying North American Electric Reliability
Organization as the Electric Reliability Organization and Requiring Compliance Filing,” 116 FERC 161,062 at P
240 (July 20, 2006).
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are not legal questions or technical questions (at least once one reaches a minimum level needed
to maintain an interconnected system). They are policy questions. In the past, utilities have
made these judgments in consultation with and with approval from their customers and
regulators. Because the systems are interconnected, disturbances on one system can have
substantial adverse consequences on other systems. Therefore such judgments about acceptable
levels of mutual risk are also made collaboratively among utilities. Some of these judgments are
embodied in NERC’s Reliability Standards. Others end up in the planning criteria that
policymakers authorize regulated utilities to follow.

One very important aspect of an acceptable level of reliability is that utilities, customers
and other stakeholders, and regulators have a shared understanding of what that level is. Utilities
must know to what level the power systems they build and operate will be expected to perform.
Customers must be willing to pay for the level of reliability they demand. Regulators must be
willing to allow recovery in rates for the costs of the power systems they and customers expect.
The senior level forum discussed at the technical conference could be an excellent forum in
which to have such discussions.

C. What is the significance of lost load? What is the difference between outages
and cascading outages?

During the course of the technical conference, loss of load was discussed in several
different ways. It is important to distinguish the various ways loss of load occurs on the system
when analyzing the related policy issues.

The most important loss of load from a reliability perspective is the intentional,
controlled load-shedding that is necessary to protect the reliability of the bulk power system.
That load-shedding may either be automatic (in the case of pre-planned automated under-

frequency or under-voltage load-shedding if system conditions reach a pre-determined trigger
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point) or operator-directed or initiated (load shed by the intentional action of a system operator)
when that course of action is necessary to preserve the reliability of the bulk power system. It
was the failure to manually shed load on a timely basis that led to the widespread blackout of
New York City in July 1977. The decision to shed load in the downstate New York area by New
York Power Pool operators observing the unfolding situation protected the region beyond New
York City from an even wider ranging uncontrolled blackout. The Report on the August 2003
Blackout identified the need to reassure system operators that they would not be held liable if
they intentionally shed load when, in their judgment based on the facts before them, it was
necessary for the preservation of the wider system. NERC, Regional Entities and industry
stakeholders have worked for decades to educate system operators on the importance of shedding
load in a timely fashion when that is what is necessary to preserve the reliability of the bulk
power system and prevent a widespread, uncontrolled blackout.

A second facet of loss of load involves the question of whether the system should be
designed, built and operated so that all firm load is served under all N-1 conditions. This issue is
at the heart of the Commission’s March 18 Order requiring a modification to Table 1, footnote b
of the TPL-002-0 Reliability Standard to comply with the Commission’s directive in Order No.
693 regarding the loss of non-consequential load in the event of a single contingency.* In its
June 11, 2010 order denying rehearing and clarifying the March 18 Order, the Commission
provided a clarification that an entity may seek a regional difference to the Reliability Standard
from the ERO for case-specific circumstances.” The Commission stated that a regional

difference, or a case-specific exception process that can be technically justified, to plan for the

* Mandatory Reliability Standards for the Bulk Power System, “Order Setting Deadline for Compliance” (TPL-002-0
Reliability Standard), 130 FERCY61,200 (March 18, 2010).

® Mandatory Reliability Standards for the Bulk Power System, “Order Denying Rehearing and Granting Partial
Clarification, Denying Request for Stay, and Granting Extension of Time,” 131 FERC 161,231 at P21 (June 11,
2010).
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loss of firm service “at the fringes of various systems” would be an acceptable approach.® With
that clarification, NERC believes that the industry and its regulators, through the open dialogue
called for in the standards development process, has the best possibility to fashion an appropriate
response on this issue. A NERC-sponsored conference on this topic is scheduled to be held on
August 10, 2010.

The third manner in which loss of load has been discussed is in the recently issued FERC
Penalty Guidelines, where loss of load is used as one element in calculating the penalties for
violations of Reliability Standards. NERC and others in the industry are particularly concerned
about this third use of loss of load, because the threat of higher penalties for loss of load can
undermine the willingness of system operators to shed load when that is the necessary thing to do
to protect the reliability of the bulk power system. NERC recognizes that the Commission has
said it will not penalize for loss of load in all cases, but only where there has been a violation of a
Reliability Standard. But system operators must make decisions in real-time, based on the
information then available. Decisions about whether or not a violation has occurred are only
made long after the fact, following what may be extensive analysis and investigation. NERC
believes it unwise to have the potential for large penalties based on loss of load be a part of the
calculus in the real-time world of the control room — that approach could well lead system
operators to hesitate when they need to act to avoid larger cascading outages.

Using loss of load to calculate penalties is also not necessary. NERC’s approach to
setting penalties is to base them on the seriousness of the risk to the bulk power system presented
by a particular violation. That is the basis for the Violation Risk Factors identified in the NERC

Sanction Guidelines. Those violations that present a high risk of cascading outage in real time

®1d.
15



are assigned a “High” Violation Risk Factor. That “High” Violation Risk Factor leads to higher
potential penalties in the event of violations.

The goal of the NERC enforcement program is to drive down the number of actions and
inactions that we know lead to risk to the bulk power system, at least the ones that are within
human control. Whether or not the consequence of risky action or failure to act occurs, it is the
occasion of risky action that is penalized, with higher penalties for more violations that pose
more risk.

The discussion of loss of load at the conference prompted a question concerning the
difference between an outage and a cascading outage. “Outage” is not a defined term and can
refer to a piece of equipment being out of service (either on a planned or unplanned basis). It can
also refer to the interruption of electric service customers experience when an event happens on
the system. Most customer outages occur on the distribution system, not the bulk power system.

A principal focus of NERC’s Reliability Standards is on preventing “cascading” outages
on the bulk power system. “Cascading” is a defined term in the NERC Glossary of Terms:

The uncontrolled successive loss of system elements triggered by an incident at

any location. Cascading results in widespread electric service interruption that

cannot be restrained from sequentially spreading beyond an area predetermined by

studies.

The August 2003 blackout in the northeast United States and eastern Canada was a
cascading outage, as were the July 1996 and August 1996 events in the Western
Interconnection.

The term “cascading” keys directly to the definition of “reliable operation” in
Section 215 of the Federal Power Act, which provides:

The term “reliable operation” means operating the elements of the bulk-

power system within equipment and electric system thermal, voltage, and
stability limits so that instability, uncontrolled separation, or cascading
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failures of such system will not occur as a result of a sudden disturbance,
including a cybersecurity incident, or unanticipated failure of system
elements.’

D. Who makes up the registered ballot body? How many small customers and
government agencies are involved in NERC’s standards development
activity? Who are members of NERC’s Standards Committee?

As stated in NERC’s written comments filed prior to the technical conference, over 850
entities have enrolled in NERC’s registered ballot body. The registered ballot body is divided
into ten different segments, based on the type of organization or individual. What follows is a
list of the ten segments of the registered ballot body (the numbers in parentheses indicate the
number of entities or individuals registered in each segment).

Segment 1. Transmission Owners (156)
Segment 2. Regional Transmission Organizations and Independent System Operators (11)
Segment 3. Load-Serving Entities (191)
Segment 4. Transmission Dependent Utilities (67)
Segment 5. Electric Generators (172)
Segment 6. Electricity Brokers, Aggregators, and Marketers (93)
Segment 7. Large Electricity End Users (26)
Segment 8. Small Electricity Users (101)
Segment 9. Federal, State, and Provincial Regulatory or other Government Entities (32)
Segment 10. Regional Reliability Organizations and Regional Entities (8)
In particular, a question was raised about the make-up of the Small Electricity Users and Federal,
State, and Provincial Regulatory or other Government Entities segments. The membership of

those two segments is included in Exhibit B to this filing. The full listing of the NERC

registered ballot body is available at: https://standards.nerc.net/rbb.aspx.

NERC creates a self-selected ballot pool for each standards development project, based
on the interests of the entities involved. The average size of the ballot pool for NERC’s

standards projects is 217 entities.

716 U.S.C. §8240 (a)(4) (2005).
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NERC’s Standards Committee is responsible for overseeing the standards development
process. Two representatives are elected by each of the 10 stakeholder segments, and there is a
special provision to ensure that there are at least two representatives from Canada. The current
roster of the NERC Standards Committee is as follows:

Segment 1 - Transmission Owners
e Carol A. Sedewitz Director, Transmission Planning, National Grid

e Jason Shaver, Reliability Standards and Performance Manager, American Transmission
Company, LLC

Segment 2 - Regional Transmission Organizations and Independent System Operators

e P.S. (Ben) Li, President, Ben Li Associates, Inc., (also representing Canada) vice chair
e Terry Bilke, Director of Standards and Compliance, Midwest ISO, Inc.

Segment 3 - Load-Serving Entities

e Ronald G. Parsons, Manager of Transmission Interconnections and Operations, Alabama
Power Company
¢ Raj Rana, Director - RTO Policy and NERC Compliance, American Electric Power

Segment 4 - Transmission Dependent Utilities

e Allen Mosher, Senior Director of Policy Analysis and Reliability, American Public
Power Association, chair

e John D. Martinsen, P.E., Senior Manager, Reliability Compliance and Regional
Transmission, Snohomish County PUD No. 1

Segment 5 - Electric Generators

e Thomas J. Bradish, Director of Reliability Standards, RRI
e Michael F. Gildea, Director of NERC Compliance, Dominion Resources Services

Segment 6 - Electricity Brokers, Aggregators, and Marketers

e Alice Murdock, Reliability Standard Analyst, Xcel Energy, Inc.
e Robert S. Walker, Director of Transmission Management, Cargill Power Markets, LLC

Segment 7 - Large Electricity End Users

e John A. Anderson, President & CEO, Electricity Consumers Resource Council
e Frank McElvain, Senior Consulting Manager, Siemens Energy, Inc.

Segment 8 - Small Electricity Users

e Brendan Kirby, Consultant, American Wind Energy Association
e Jim R Stanton, SPS Consulting Group Inc.
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Segment 9 - Federal, State, and Provincial Regulatory or other Government Entities

e Diane J. Barney, Planning Engineer, New York State Public Service Commission
e Klaus Lambeck, Chief Facilities, Siting and Environmental Analysis, Public Utilities
Commission of Ohio/the Ohio Power Siting Board

Segment 10 - Regional Reliability Organizations and Regional Entities

e Linda Campbell, Vice President and Executive Director, Standards and Compliance,
Florida Reliability Coordinating Council
e Steve Rueckert, Director of Standards, Western Electricity Coordinating Council

Canada

e David Kiguel, Manager of Reliability Standards, Hydro One Networks, Inc.

E. What improvements does NERC have planned for its standards development

process?
On June 10, 2010, NERC filed with the Commission a series of improvements to

NERC’s Reliability Standards development process as contained in its Rules of Procedure.

During the Technical Conference, a question was asked about the nature of the improvements in

the standards development process that NERC expects to come from the changes. A summary of

the changes identified in NERC’s June 10 filing follows below. To the extent possible within
NERC’s existing Rules of Procedure, NERC has already begun to implement certain of these
items.
(1) Improved control on timing for initiation of new projects by giving the Standards
Committee the authority to prioritize standards development activity so that some

projects may be deferred to focus on higher priority projects, to require technical

justification and documentation when a standard request is submitted, and to evaluate

unplanned project proposals to assign an appropriate priority relative to planned

project activities.

19



(2) More efficient processing of new project requests by allowing informal comment
periods for project proposals where the need to modify or develop the identified
standard(s) has already been established.

(3) More extensive use of “informal” stakeholder feedback by allowing drafting teams to
use a variety of means to collect feedback in the early stages of standards
development.

(4) Enhanced technical writing support during the drafting of standards to make better
use of subject matter experts.

(5) Ensuring a standard meets specific “quality” attributes by adding a step to the process
for a formal “quality review” before the final draft of a standard is posted for formal
stakeholder review.

(6) Concurrent formal commenting and balloting to involve more participants in
determining the final wording of a standard.

(7) New process to expedite development of a new or revised standard where specific
time constraints are associated with its completion.

(8) Improved clarity in the description of the processes for developing definitions;
conducting field tests and collecting and analyzing data; interpretations; appeals;
variances; standards developed to address confidential issues; and process for
approving supporting references.

F. Can NERC and the North American Transmission Forum work

constructively together to improve reliability?

During the technical conference the question was asked whether NERC and the North

American Transmission Forum had duplicative or incompatible roles. NERC responded that it
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believed the two organizations were complementary and that each brought value to the process
of ensuring the reliability of the bulk power system. NERC and the North American
Transmission Forum have recently signed a memorandum of understanding that explains the
roles of each organization and describes ways in which their complementary missions will be

accomplished. A copy of this memorandum of understanding is attached as Exhibit C.

V. RECOMMENDATIONS FOR NEXT STEPS

A. Implement the senior level forum for consideration of policy issues.

As mentioned above, NERC has scheduled discussion of this subject for both its Member
Representatives Committee meeting and its Board of Trustees meeting in Toronto, Ontario on
August 4 and 5, 2010. At least three different models for the ongoing, high-level dialogue are
being considered:

(1) A larger group that is representative of the various stakeholder interests that
meet on a periodic basis with NERC leadership and the Commissioners;

(2) A smaller group of a few key leaders that interacts with the Commissioners
and NERC leadership on a regular basis;

(3) A technical conference with a format similar to the July 6" conference that
would be held periodically (perhaps every 6 months) to discuss significant
policy issues related to reliability and to assess the status of the reliability
program.

Such a forum could be used to better understand the scope and meaning of reliability
(e.g., cascading versus load loss), tradeoffs between reliability and cost to customers, strategic

objectives with regard to critical infrastructure security, reliability impacts of new technologies,
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and priorities for addressing risks to reliability. The forum could also clarify roles and
expectations with regard to establishing Reliability Standards.

NERC will file further suggestions on this matter promptly following the discussions in
Toronto.

B. Prioritization of Standards Development Projects

NERC recommends building upon the existing annual process for drafting the Reliability
Standards Development Plan to establish a more robust means for coming to common agreement
on standards development priorities. Applicable governmental authorities should participate in
determination of those priorities. As a corollary to establishing priorities, NERC also
recommends identifying those projects that will necessarily be deferred to make sure the effort to
work on priority items can move forward efficiently. One approach to accomplishing this
prioritization would be to hold a technical conference, with participation by applicable
governmental authorities from the U.S. and Canada, to discuss a draft of the annual Reliability
Standards Development Plan. With that input, the final plan submitted to the NERC Board of
Trustees for approval would include the views from governmental authorities on the appropriate
priorities.

C. The Commission should review its use of its authority under Section

215(d)(5)

As discussed above, the Commission should reserve exercise of its authority to direct
NERC to submit a new or modified Reliability Standard to address a specific matter to
circumstances where there are serious reliability issues at stake. NERC understands that the
Commission and its staff have many suggestions for specific ways in which the Reliability
Standards can be improved. NERC does not believe the Commission is restricted to ordering

such improvements pursuant to section 215(d)(5). NERC believes it is consistent with the statute
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for the Commission to provide those improvements as suggestions for consideration when the

standard is next being reviewed in its normal review cycle. Where the Commission does

exercise its section 215(d)(5) authority, the Commission should provide a technical explanation

for its directive and focus on the reliability intent of the directive rather than proposing a specific

method of achieving that reliability intent, so that NERC and its standards drafting teams can

understand the nature and basis for the concern that led to the directive. It would also be useful

to develop mechanisms for informal discussion of directives, both before and after they are

issued in an order.
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